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THURSDAY, APRIL 23, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MoNnoPoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in the caucus 
room, Senate Office Building, Senator Estes Kefauver presiding. 
— Senators Kefauver (chairman), O’Mahoney, Carroll, and 

art. 

Also present: Senators Morse and Clark. 

Paul Rand Dixon, counsel and staff director; Donald P. McHugh, 
counsel; Peter N. Chumbris, counsel for minority; Theodore T. Peck, 
special counsel for minority; Nicholas N. Kittrie, special counsel to 
minority; Horace L. Flurry, assistant counsel; Peter T. Posmantur, 
attorney ; Thomas C. Williams, attorney; John M. Blair, chief econo- 
mist; EK. Wayles Browne, Jr., economist; Walter S. Measday, econo- 
mist; Tom Collins, professional staff member; Paul S. Green, editorial 
director ; and Gladys E. Montier, clerk. 

Senator Krerauver. The committee will come to order. Senator 
O’Mahoney, the distinguished Senator from Wyoming, who is the 
sponsor of S. 215, is present, and other members of the subcommittee 
= other Senators who are interested in this problem will be present 
ater. 

We are working under some handicaps because the Senate is meeting 
at 10 o’clock too and we may have to interrupt our meeting from time 
time to vote on some amendments that may be up for a vote in the 

enate. 

In opening these hearings on S. 215, I wish at the outset to make a 
few brief points. S. 215 will be appended to the record. 

(The document referred to is a follows:) 















































[S. 215, 86th Cong., 1st sess.] 


A BILL To supplement the antitrust laws of the United States by requiring that corpora- 
tions, in industries so heavily concentrated that monopoly or the threat of monopoly 


i Dresent, file advance notice and make public justification before effectuating price 
reases 

















Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Congress recognizes that (1) 
inflation is undermining the purchasing power of the Nation at a time when 
both the domestic economy and the peace of the world depend in great measure 
upon stabilizing purchasing power, and (2) a few dominant corporations have 
control over the production, the distribution, and the price of basic commodities 
upon which all American economy depends. The Congress believes that infla- 
tion will be checked if the pricing policies of these corporations are publicly 


Teviewed before increased prices may be made effective, and to that end the 
provisions of this Act are enacted. 





























5183 




























5184 ADMINISTERED PRICES 


Sec. 2. “Commerce”, as used herein, means trade or commerce among the 
several States and with foreign nations, or between the District of Columbia or 
any Territory of the United States and any State, Territory, or foreign nation, or 
between any insular possessions or other places under the jurisdiction of the 
United States, or between any such possession or place and any State of Terri- 
tory of the United States or the District of Columbia or any foreign nation, 
or within the District of Columbia or any Territory or any insular possession 
or other place under the jurisdiction of the United States. 

Sec. 3. In any line of commerce in which 50 per centum or more of the total 
annual sales in the United States are made by eight or less corporations, includ- 
ing their respective subsidiaries and affiliates, no corporation included in such 
group, and having capital, surplus, and undivided profits in excess of $10,000,000, 
shall increase the price of its product in such line of commerce until the expira- 
tion of a waiting period of thirty days after delivery of notice of a proposed 
price increase to the Federal Trade Commission, the Attorney General, the 
Speaker of the House of Representatives and the President of the Senate for 
publication in the Federal Register and the Congressional Record. Within 
ninety days after the enactment of this law, the Federal Trade Commission 
shall determine the lines of commerce and the corporations to which this section 
applies, and shall make such revisions of its determinations from time to time 
as the public interest requires, and shall publish such determinations in the 
hederai tk gister. 

Sec. 4. The notice required to be filed by any corporation pursuant to section 
8 of this Act shall include a description of the commodity or commodities to 


which any increase is to be applied and shall set forth the extent and the pro- é 


posed effective date of such increase. Within thirty days after such notice has 


been given, the Federal Trade Commission shall call a public hearing on the | 


proposed increase at which it shall be the duty of the Federal Trade Commis- 


sion and the Attorney General to examine such corporation with respect to | 
the reasons for and the justifinbility of the proposed increase and to take testi- § 


mony on the impact of such increase upon competition and the economy of the 
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Nation. At such hearing persons desiring to be heard may be allowed to appear F 
and give testimony either for or against the proposed increase under rules to [ 
be prescribed by the Federal Trade Commission after consultation with and § 


upon approval of the Attorney General. 


Sec. 5. Por the purpose of any such hearing the provisions of sections 9 and § 


19 of the Federal Trade Commission Act of September 16, 1914, as amended f 


(U.S.C., title 15, secs. 49 and 50), relating to the attendance of witnesses and 
the production of books, papers, and documents, are hereby made applicable to 


the powers and duties of the Federal Trade Commission and the Attorney General F 
under this Act; and the Federal Trade Commission and the Attorney General F 
may designate examiners or other personnel from their respective agencies to § 
administer oaths and affirmations, examine witnesses, and receive evidence. § 


Src. 6. The Federal Trade Commission and the Attorney General shall make 
a joint semiannual report to the Congress, and such additional reports as they 


deem appropriate in the public interest, and shall submit in connection therewith ; 


their joint or separate recommendations, if any, for additional action. 
Sec. 7. The Federal Trade Commission, after consultation with and upon 
approval of the Attorney General, shall within ninety days after the enactment 


of this Act, establish rules and procedures for the waiver of all or part of the? 
waiting requirements in appropriate cases or categories of cases when the 
Federal Trade Commission shall find that the facts are such that the public? 
interest does not require a hearing. The Federal Trade Commission, after) 


consultation with and upon approval of the Attorney General, may in appropriate 


cases or categories of cases decline to call a public hearing as required by section F 
4 of this Act, after giving notice to the Speaker of the House of Representatives | 


and the President of the Senate that it has declined to call a public hearing. 
Sec. 8. Any corporation willfully failing to give the notice required by section 
8 of this Act shall be subject to a penalty of not less than $5,000, or more than 
$50,000 which may be recovered in a civil suit brought by the Attorney General. 
Any corporation which either directly or indirectly boycotts, intimidates, coerces, 
or discriminates against any person by reason of the fact that such person has 
given testimony at any hearing held under section 4 of this Act, and any officet 
or agent of such corporation or any person acting for or employed by such 
corporation who shall willfully participate in such action, shall be deemed guilty 
of a misdemeanor and upon conviction thereof shall be punished by a fine or not 
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more than $5,000 or imprisonment for not more than one year, or both. Any such 
person who shall be injured in his business or property by reason of the action of 
such corporation in boycotting, coercing, intimidating, or discriminating against, 
may sue therefor in any district in which the defendant resides or is found 
without respect to the amount in controversy and shall recover threefold the 
damages by him sustained, and the cost of suit, including a reasonable attorney’s 


Sec. 9. There is hereby authorized to be appropriated so much as may be neces- 
sary to enable the Federal Trade Commission and the Attorney General to carry 
out their respecitve functions under this Act. 


Senator Keravuver. In the first place, I wish to stress the fact that 
these are legislative hearings and are being held under Senate Resolu- 
tion 57, creating this subcommittee, which is here made a part of the 
record. 

(The resolution referred to follows :) 


{S. Res. 57, 86th Cong., 1st sess., Rept. No. 27] 
RESOLUTION 


Resolved, That the Committee on the Judiciary, or any duly authorized sub- 
committee thereof, is authorized under sections 184(a) and 136 of the Legislative 
Reorganization Act of 1946, as amended, and in accordance with its jurisdictions 
specified by rule XXV of the Standing Rules of the Senate, to make a complete, 
comprehensive, and continuing study and investigation of the antitrust and anti- 
monopoly laws of the United States and their administration, interpretation, 
operation, enforcement, and effect, and to determine and from time to time rede- 
termine the nature and extent of any legislation which may be necessary or 
desirable for— 

(1) clarification of existing law to eliminate conflicts and uncertainties 
where necessary ; 

(2) improvement of the administration and enforcement of existing laws; 

(3) supplementation of existing law to provide any additional substan- 
tive, procedural, or organizational legislation which may be needed for the 
attainment of the fundamental objects of the laws and the efficient adminis- 
tration and enforcement thereof. 

Sro. 2. For the purposes of this resolution the committee, from February 1, 
1959, to January 31, 1960, inclusive, is authorized to (1) make such expenditures 
as it deems advisable; (2) to employ upon a temporary basis, technical, clerical, 
and other assistants and consultants: Provided, That the minority is authorized 
to select one person for appointment, and the person so selected shall be ap- 
pointed and his compensation shall be so fixed that his gross rate shall not be less 
by more than $1,200 than the highest gross rate paid to any other employee ; 
and (3) with the prior consent of the heads of the departments or agencies con- 
cerned, and the Committee on Rules and Administration, to utilize the reim- 
bursable services, information, facilities, and personnel of any of the departments 
or agencies of the Government. 

Sec. 3. The committee shall report its findings, together with its recommenda- 
tions for legislation as it deems advisable, to the Senate at the earliest practi- 
cable date, but not later than January 31, 1960. 

Sec. 4. Expenses of the committee, under this resolution, which shall not 
exceed $395,000, shall be paid from the contingent fund of the Senate upon 
vouchers approved by the chairman of the committee. 


Senator Kerauver. The bill introduced by Senator O’Mahoney has 
been referred by the Senate to the Committee on the Judiciary and 
thus to this subcommittee for hearings and report. I am happy to 
be able to state that the subcommittee has completed its hearings on 
most of the other major bills referred to it for consideration. 

In the second place, I wish to emphasize my own conviction that 
the possible need of a bill such as S. 215 arises from the fact that in 
a number of industries competition may not be sufficiently vigorous 
to provide adequate protection to the public interest. If competition 
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were free of artificial restraints, there would be no need for any bill 
such as S. 215 and thus no necessity to hold these hearings. But the 
hard fact is that in certain industries competition, for one reason or 
another, does not appear to be functioning effectively. The vigor of 
competitive forces has in some areas diminished to the point where the 
public interest is no longer adequately protected by the “unseen hand” 
of competition. When during a aot of substantial excess capacity, 
idle machines and idle men as existed in 1958, companies which have 
widely differing costs all raise their prices by the same amount and 
to the same level, and then justify their action on the grounds that 
they had to raise prices in order “to meet competition,” the Congress 
and the public have the right to consider whether there is need to sup- 
plement our traditional reliance on the antitrust laws with some other 
approach, such as that embodied in Senator O’Mahoney’s bill. Per- 
sonally, this is a question on which I have not as yet made up my own 
mind. 

There is, however, one further point which I wish to make in order 
to eliminate what appears to be a widely held misconception. <A con- 
siderable amount of propaganda has been disseminated about Senator 
O’Mahoney’s measure to the effect that it is in some way “un-Amer- 
ican” and contrary to our historic institutions. Actually, nothing 
could be further from the truth. The use of the “spotlight of pub- 
licity” as a supplement to the antitrust laws goes. back almost to the 
turn of the century. 

On February 10, 1902, the U.S. Industrial Commission, after an ex- 
tensive study of the industrial economy, recommended that a Federal 
agency be established to supervise corporations engaged in interstate 
commerce. Largely as a result of this recommendation the Bureau 
of Corporations was created on February 14, 1903, with the— 
power and authority * * * to make * * * diligent investigation into the organ- 
ization, conduct and management of the business of any corporation, joint stock 
company, or corporate combination engaged in commerce. 

In 1914 the Federal Trade Commission was established, and these 
investigatory powers were enlarged and transferred to this new 
agency. 

In all of the congressional debates relating to these fact-finding 
powers, as incorporated in section 6 of the Federal Trade Commission 
Act, it is quite apparent that Congress fully intended the Commission 
to use the “spotlight of publicity” as a supplement to the legal provi- 
sions of the antitrust laws. As Drs. Keezer and May state in their 
well-known book, “The Public Control of Business” : 

In the United States there is a profound faith in the curative power of 
publicity. This faith embraces the idea that if “the people” are enlightened about 
any major problem they will find a way to a solution. Accordingly, if the 
Federal antitrust laws fail in any important particular to safeguard the com- 
petitive system, the difficulty may be remedied by “applying the curative force 
of public opinion to the practices of corporations.” 

In response to this faith and in recognition of the importance, for legislative 
purposes, of an adequate fund of information about the performances of busi- 
ness enterprise in the United States, Congress went into great detail in out- 
lining this phase of the program contemplated for the Federal Trade Commis- 


sion. (D. Keezer and 8. May, “The Public Control of Business,” Harpers, 1930, 
p. 85.) 
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There is a historic parallel to Senator O’Mahoney’s bill in an action 
taken by the Congress following the end of World War I. The House 
Appropriations Committee in 1919 requested the Federal Trade Com- 
mission to suggest what might be done to reduce the high cost of 
living. ‘The Commission recommended the collection and publication 
of current information relating to the production, manufacture, and 
distribution of foodstuffs and other necessities of life, as well as figures 
showing the costs and the wholesale and retail prices in various basic 
industries, and the Congress appropriated $150,000 specifically for 
this purpose. Beginning in January 1920, the Commission called for 
monthly reports from bituminous and anthracite operators, from iron 
and steel manufacturers, and from coke producers. Moreover, plans 
for similar projects were outlined for other basic industries. 

(At this point, Senator Morse and Senator Hart entered the hear- 
a 

Senator Kerauver. Unfortunately, because of a number of factors, 
including Supreme Court decisions denying the Commission the right 
to obtain economic information (decisions which later were reversed), 
this particular program suffered a gradual and quiet demise. But the 
Federal Trade Srcianiesien has subsequently made many other studies 
of costs, prices, and profits in particular industries, such as motor 
vehicles, agricultural implements and, most recently, antibiotics. 

The only way in which Senator O’Mahoney’s bill differs in substance 
from what can presently be done, and indeed frequently in the past 
has been done, is to specify the conditions under which the spotlight 
of publicity will automatically be applied. The use of the power will 
not be left, as is presently the case, to the discretion of the Federal 
Trade Commission. Rather, corporations of beyond a certain size 
in industries whose concentration is above a certain level would auto- 
matically be required to file prior notice of a price increase and 
support their action in public hearings. Opponents of the measure 
contend that Senator O’Mahoney’s bill would inevitably lead to price 
control. May I point out that the many occasions, going back more 
than half a century, in which the power of publicity has been invoked 
have not led to price control. I see no reason why action by the 
Congress in making automatic the application of a power whose use 
is now discretionary should in itself lead inexorably to a form of con- 
trol which has not resulted from the discretionary use of the same 
power. 

As I see it, therefore, the question before us is not whether some 
new power needs to be granted. The power exists today and resides 
in the Federal Trade Commission. The question is whether the use 
of that same power should continue to be discretionary or made man- 
datory under certain specified conditions, and whether inquiry should 
be made before or after the price increase. As I have said before, I 
have not decided whether I think this bill is necessary. These hear- 
ings, in which will be heard representatives of business, labor, farm 
and consumer organizations, as well as independent experts, should 
provide the basis on which those of us who are so interested in the 
problem can determine our position. 

_ Weare very glad that Senator Morse of Oregon, who is so interested 
In this subject, is with us today. We will be glad, Senator Morse. for 


you to join in the questioning and at the appropriate time to make a 
statement. 
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Senator Morse. Mr. Chairman, may I say I can’t stay long because 
I have to go over to the Luce hearing, but I did want to attend part of 
this hearing. I am particularly interested, may I say, in finding out 
what the record is in regard to the wage increases of recent years and 
the price increases in steel that followed it then. I would like to have 
this record show, if it can, any justification for those price increases 
based upon the wage increases. 

Senator Krrauver. Senator Morse, undoubtedly the price increases 
and the wage increases of recent years will be discussed extensively in 
this record and become the subject of examination. 

I think I should emphasize, however, that this is a legislative hear- 
ing. We are not trying to determine the negotiations between the 
steel companies and the steelworkers, nor is it within our jurisdiction 
todo so. Of course, we are all interested, and the public is interested, 
in the results of the action that will come out of these negotiations. 
But we do not want to try to intervene in the negotiations. 

We hope you will be with us as much as possible, Senator Morse. 

And now the distinguished Senator from Wyoming, who is the 
sponsor of this legislation, and who, over a period of many, many 
years has been a most intelligent student of the problems of monopoly 
and antitrust, has a written statement that he may wish to read at 
this time. 

Senator O’Mahoney. 

(At this point in the proceedings, Senator Carroll entered the 
hearing room. ) 

Serator O’Manoney. Mr. Chairman, certainly nobody could ask for 
a more cordial, generous and perhaps exaggerated introduction than 
that which I have had at your hands this morning. 

I wanted the opportunity to discuss this bill because I think that 
we are dealing with one of the most serious problems that this Nation 
ever faced. In fact we are in this country now beginning to form 
the outlines of the world in which the next generations will live. 

Things are changing so rapidly that we ourselves—this generation 
I mean—may live in this new world which will not be a free world 
a democratic world, a people’s world, unless we now, in places of 
leadership and legislative and executive power, open our eyes to what 
is going on. 

The time has come to put the brakes on inflation. It is a task which 
may be accomplished only by the cooperation of leaders in business 
and the leaders in labor, working in cooperation with the Government. 

This Nation can no longer be content merely to drift with the times, 
for, if we do, not only will the cost of living and the cost of doing 
business, as well as the cost of Government, increase, but we shall be 
giving meekly to Communist Russia the principal weapon by which 
it hopes to destroy the system of private property. 

These are no idle words. I call as a witness the Secretary of the 
Treasury, Robert B. Anderson, speaking in New York only last Mon- 
day. Insimple, blunt language, he said: 


This country cannot have an enduring bright economic future with inflation. 


To illustrate his point, he described the dilemma in which the 
Treasury finds itself when, without funds raised by taxation on hand 
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“ause to pay the bills the Federal Government has incurred, the Treasury 

rt of is compelled to negotiate short-term loans. 

z out If— 

; and ‘ . 

have | Said the Secretary— 

‘eases I called up a bank and said, “Will you loan me $100 million at 344-percent in- 
terest for 6 months if I send you over a note to that effect?’ the banker would 
probably say, “Yes, I will.” 

"CASES Where would he get the $100 million with which to credit the account of the 

aly in U.S. Treasury? Would he take it from the account of someone else? No, cer- 
tainly not. He would merely create that much money, subject to reserve re- 

hear- quirements, by crediting our account in that sum and accepting the Government's 
note as an asset. When I had finished writing checks for $100 million the opera- 

n the tion would have added that sum to the money supply. 

Se This is an example of how inflation hits the Nation itself. It causes 

tions, | the creation of artificial money, and the more artificial money the 

’ {| Treasury creates, the greater is the danger. How great it is at this 
rse, |, Moment is proven by the fact that there are now outstanding against 

‘3 the & the great Government of the United States more than $74 billion in 

many bills and notes payable in less than a year. This is why the national 

opoly | debt is increasing. It has already reached the highest peak in history 
sad at | 2d there is no present outlook for its reduction. Indeed, we are 

; § given to understand that the Treasury Department will again this 

| year ask Congress to pass a new law to raise the ceiling on the na- 

sd the | tional debt. , 

. It is easy to say that the Government should stop spending, but we 

sk for § 2t° launched upon a national program of defense and mutual security 

= tin for which no new taxes are proposed and which, therefore, compels 
the Government to continue borrowing from the banks and thereby 

k that injuring the credit of the United States. Many of our leaders talk 

Nation about economic growth and the necessity of expending funds which 

» tore the Treasury does not have, but must create with the banks and 

7 through the banks to promote this economic growth. It is my con- 

ae tention that economic growth with the national debt at an all-time 

geen peak cannot be created by increasing that debt. The danger is as I 
er } | said, that the credit of this Government itself may be destroyed. To 
aces 0" | destroy this credit (and it is only necessary to read the daily reports 
‘o what of the market value of Government securities to know that the Govern- 
hich ment credit is worsening) is the principal objective of Soviet policy 
t which | in the economic war. Moscow knows that the free world depends 
usiness § upon the United States for its survival. Moscow knows that many 
rnment. § governments in the past have been destroyed by inflation. The 
e times; § economic war which Soviet Russia is now waging against the United 
f one States is designed to add the name of this country to the list of those 
shall, h which have perished from inflation in the past. 
y whic This is why we must put the brakes on inflation now. The bill 
° the which I have introduced (S. 215) and which is the subject of this 
yo morning’s hearing, is intended to be a first step to bring inflation under 
st. Mon- control. I do not pretend that this measure is a cure-all. It is not 
price control, but it does constitute an invitation to the leaders of 
inflation. § Concentrated industry, on both the management side and on the labor 
nich the §S!de, to avoid price increases for the products they manufacture and 
on hand § ell without first showing at a public hearing that there is good sound 





reason for the increases. 
35621—59—pt. 11——_2 
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This is not a punitive bili. It does not impose any penalty for price 
increases. It levies no fine except a nominal fine gf not less than 
$5,000 nor more than $50,000 upon any corporation “willfully failing 
to give the notice” of its proposed price increases. I am confident that 
no corporation will willfully fail to give this notice. So the question 
arises, what does big management have to fear by explaining to the 
people, through notice to the Federal Trade Commission, that it has 
sound reason for increasing the cost of its products? 

This is a measure designed to prevent by the light of advance pub- 
licity alone unnecessary and unwarranted price increases at a time 
when all the people and all governments in the United States, local, 
State and National, are suffering seriously from inflation. 

The bill was prompted by the fact that the increasing concentration | 
of economic power in the hands of giant corporations is giving to big 
business management the power to regulate commerce, which the Con- 
stitution of the United States gave to Congress. “Concentration of f 
economic power” is an easy phrase to use, to be sure, but it is difficult 
to define simply. Sometimes by business management it is regarded 
merely as a derogatory phrase used by leftists who would like to “soak 
the rich,” as they say. It is nothing of the sort. It represents a 
harsh fact of our economic system, which, if not recognized by leaders | 
in business, in labor, and in Government, may well destroy our sys- 
tem of government. 

The Bureau of the Census has proven the amazing nature of this ff 
concentration by means of the Census of Manufactures. This Sub- 
committee on Antitrust and Monopoly, through a scientific analysis 
of the census, has proven that this concentration places in the hands 
of private management the power to control prices on commodities 
ranging from those which go upon the table of every family in the 
United States to those which make up the end products of all our 
basic industries. 

Let us take some instances from the commodities, the value of which 
in national trade amounted to $1 billion and over when the Census off 
Manufactures was made for the year 1954. 

In 1954, there were 5,470 corporations producing $3,067,017,000 
worth of bread and related products for sale in the United States. 
Out of this total, the 20 largest companies produced 40 percent, the 
8 largest companies 31 percent, and the 4 largest 20 percent. Much 
as I dislike to leave this concentration of the production of bread for 
the people of the United States out of the scope of my bill, I did so 
because I wanted to point directly at the meaning of control which 
exists when eight large companies handle 50 percent or more of the 
total output. 

Fluid milk and similar products, like bread, constitute a familiar 
food in every household. In 1954, 4,572 corporations were engage 
in this business, and the value of their shipments amounted to $4,;§- 
233,983,000. 

(At this point in the proceedings, Senator Clark entered the hear. 
ing room.) 

Senator O’Manonry. The 20 largest produced 36 percent; the 
largest 29 percent, the 4 largest 28 percent. The meaning of this 
concentration becomes clearer when I put it this way: of 4,572 corpo 
rations engaged in the production of fluid milk and similar products, 
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| less than one two hundredths of the total number handled 36 percent 
of the entire business. 

On the other end of the scale where we find that local companies 
do little or none of the business, we find a concentration of even greater 


r price 
s than 
failing 
nt that 


iestion | dimensions. There were 102 corporations classified as steel works 
to the | and rolling mills in 1954. Approximately one-fifth of the 102, or 20, 
it has | did 85 percent of all the steel business in America that year. The 











eight largest did 70 percent, and the four largest 54 percent. Steel 
is an essential commodity for business, industry, and Government 
throughout the Nation. When the price of steel goes up, the effect 
| is felt throughout the Nation, but, obviously, when only four com- 
) panies handle over 54 percent of the total ‘output, the decisions of the 
| managers of those four companies inevitably sway the decisions of 


ce pub= § 
a time 
3, local, 


ation ita : 
on big the managers of all the rest. Certainly this is true when the time comes 
he Con. § to pricing the product. 











ation of f he same is true with petroleum refining. Here in 1954 there were 
difficult | 258 companies. The value of all the shipments was found by the 
ecarded | Bureau of the Census to be $11,757,218,000. The 20 largest companies 
to “soak | handled 84 percent of the total business, the eight largest 56 percent, 
esents af 2nd the four largest 33 percent. Let us state this in reverse order. 
7 Jeaders | With the 20 largest of the 253 companies in the business of petroleum 


refining handling 84 percent of the output, it is clear that 233 com- 
panies had to be satisfied with only 16 percent of the business. In 
steel, 82 of the 102 corporations had to get along with only 15 percent 
of the business. This 1s obviously concentration of control. 

I want to emphasize at this point, Mr. Chairman, that I am not 
for Government control. Neither am I for private control in the 
hands of managers who are able to write their own ticket of respon- 
sibility, power, and duties. 

In 1954, 109 corporations were engaged in the manufacture of tin 
cans and other tinware, according to the Census Bureau. The total 
value of the shipments that year was $1,366,766,000. Of this total, 
the 20 largest companies handled 96 percent, the eight largest handled 
,88 percent, and the four largest handled 80 percent. Or, stated in 
other words, 89 of all of the 109 corporations engaged in this business 
had to be satisfied with a mere 4 percent of the total output. Thus 
does the concept of competition vanish, as well as the concept of local 
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‘t. Much business and local competition. 
‘bread fort must be recognized, of course, by anybody who is familiar with 
1. I did modern industry of this type that big business is essential. There 


can be no doubt about that. We cannot turn the clock back to the 
days when there were steel businesses—I was going to say in almost 
every county of the United States, but scattered through the States. 
», familiar We cannot go back to those days because times have changed. But 
re engagedgve must make sure, if we want economic freedom, that the public 
ted to $45 >a what is going on before the sledgehammer hits it by price 
ses. 
In tires and inner tubes, there were only 27 corporations producing 
these commodities in 1954. The value of the shipments was almost 
cont: Calle $2 billion ($1,841,732,000). The four largest companies produced 79 


‘ng of this eee of the total, the 8 largest 91 percent, and the 20 largest 99-plus 
: on pPercent. 
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So the story goes from beginning to end. Out of the 65 industries | 






classified by the Bureau of the Census as producing shipments worth | bet 
$1 billion or more, in 26 cases the largest eight controlled more than | J9 
50 percent. Out of a total of 252 industries producing commodities | ‘i 

in 





the shipments of which were valued at $100 million to $999 million, | n 
those in which eight corporations produced 50 percent or more num-| 1¢a 
bered 112. | wh 

Since the bill deals only with those lines of commerce in which | duc 
eight or fewer corporations produce 50 percent or more of the total | 










annual sales, it is apparent that the measure is intended to deal with | ST: 
those corporations which can be called the superoperators. If the V 
$10 million capitalization requirement contained in the billistoosmall,) — 
this can readily be corrected. I have no intention of asking those cor-|_ —p 
porations which cannot participate in the power of management over 

pricing to be compelled to give notice of increases, because I will know I 
that by far the great majority of those companies are merely taking} 
orders from the price leaders. The bill, therefore, cannot be called an} yo, 





attack upon business. It is only, as I said at the outset, an invitation | 
to the managers of the most concentrated industries in the United) pp; 
States to demonstrate their good faith in the fight which all of the) pic. 
people of the United States must undertake to stop inflation if we hope) 
to resist the drive of the Soviet communism to conquer us in an eco- M 
nomic war. It is only, as I have said, an invitation to the managers of} of t 
these concentrated industries to demonstrate their good faith in this), kno 
fight. The goal we seek is a goal which will be beneficial to business asf myo | 
























well as to all who suffer from the rising cost of living. | wor! 
More than that, with business and Governntent cooperating in goody, 
faith, there will be punishment for neither the people or the corpora-— yy 
tions. We know that our Government was created to preserve political) yo), 
liberty and economic freedom. We know that the Communist dictators} 4 {,, 
desire to destroy both. If we don’t prevent inflation from cripplingh — g, 
the economic strength of this Nation, communism will take over. This} yy, 
bill, I sincerely believe, is the first step, an essential step, to put anend) 
to inflation in the free world. S sure 
Senator Keravver. Thank you very much, Senator O’Mahoney, for} jgau1¢ 
your excellent analysis of your bill. ing . 
The Chair notes with pleasure that Senator Carroll, the distin} o.<, 
guished member of the subcommittee, is present, as is Senator Harty  g., 
also a member of the subcommittee. Also present is Senator Clark olf yy,54 
Pennsylvania, who has filed a bill which is similar to S. 215, but which agree 
is not before this subcommittee. ie 
We invite you, Senator Clark, to participate with us in these hear} g,, 
ings and at a later time to make a statement. | Mr 
Senator Crark. Thank you very much, Senator. | subst 
Senator Kerauver. We will place in the record at this time a letter) g_ 
from Dr. Raymond Saulnier, a telegram from General Motors, and you 
a letter by Mr. Eugene Havas in the Washington Post, today’s editorial Me 
in the Washington Post, and two articles, published in the same paper staten 
on April 5 and 17, written by Mr. Bernard Nossiter, containing very mysel 
excellent reporting on this subject. Other statements submitted t0 comm 
the subcommittee will also be placed in the record. distin 
(The documents referred to may be found beginning on p. 5851.) Thi 






Senator Kerauver. We are sorry, Mr. McDonald, that we havé ; 
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a | been delayed in getting to your testimony but I know you have en- 
e than | joyed Senator O’Mahoney’s statement. 


odities We are pleased to have as our first witness on this bill the dis- 
nillion, | tinguished and able president of the United Steelworkers of Amer- 
> num-) ica, Mr. David McDonald. Mr. McDonald, you have a statement 
} which has been given to all of us. Before proceeding, will you intro- 

which | duce some of your associates who are with you, Mr. McDonald? 


=! me ) STATEMENT OF DAVID J. McDONALD, PRESIDENT, UNITED STEEL- 


If the WORKERS OF AMERICA; ACCOMPANIED BY ARTHUR J. GOLD- 
o small, BERG, GENERAL COUNSEL; MARVIN J. MILLER, ASSOCIATE 
ose cor-— RESEARCH DIRECTOR; AND FRANK N. HOFFMAN, LEGISLATIVE 
mt over | DIRECTOR 





}l know § 

taking) =Mr. McDonaxp. Senator Kefauver, Senator O’Mahoney, Senator 
ee ' Morse, Senator Carroll, Senator Hart, and Senator Clark. 

vitation | 


sol} _ May I present Mr. Arthur J. Goldberg, the general counsel of the 
U nited | United Steelworkers of America who will assist me with your per- 
1 of the) mission, sir. 
we hope Senator Keravuver. Glad to have you with us, Mr. Goldberg. 
|} an eco-F = Mr. McDonatp. Mr. Marvin Miller, associate director of research 
agers of i of the United Steelworkers; Mr. Frank N. Hoffman whom you all 
1 in this} know, the legislative director of the United Steelworkers. Here with 
siness 8&5 me also are several other gentlemen representing the United Steel- 
, » workers, a particular friend of yours, Senator, Mr. Nelles. 
rin good) Senator Kerauver. Mr. Nelles is a distinguished Tennesseean, 
corpora) Mr. McDona.p. Senator, before I start my formal statement I 
political) would like to just make this observation: That this would indeed be 
ictators a terrible world if occasionally friends could not have a fight. 
cripplingh Senator Krravuver. It would not be very interesting if we did not 
er. This} Mr,McDonaxp. And remain friends, of course. 
utanend} Senator Kerauver. We have a wide table between us, but I am 
sure that is not necessary because any fights we may have will be over 
oney; for) issues or policies. Fortunately for us members of the committee fac- 
. ,..) ng such people as Mr. Hoffman and the others, we are glad that is the 
he distil) pase, 
tor Hart) Senator O’Manonry. Mr. Chairman, may I be permitted to say 
r Clark off that: in my opinion friends should not fight, though they may dis- 
but which} agree, 
» Mr.McDona.p. Perhaps you are right, Senator. 
hese het} Senator Keravver. That is how we finally get legislation. 
Mr. McDonatp. The word fight is very strong. I withdraw it and 
) substitute disagree. 
ne a lett} Senator Keravver. All right, we are all in agreement now. Will 
otors, a) you proceed, Mr. McDonald 4 
’s editori®) " Mr. McDonatp. Gentlemen, I think you all have a copy of the 
ame paPe'l statement, and on behalf of the United Steelworkers of America and 
ining by myself, I wish to express appreciation for the invitation of this sub- 
bmitted “) committee to present our views on S. 215, introduced by the most 
distinguished, and our very good friend, Senator O’Mahoney. 
7 This bill would require advance public review of proposed price 
it we baV4 increases in certain industries. 
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The United Steelworkers of America has a direct and immediate in- 


terest in the subject matter of S. 215 and we welcome this opportunity 
to comment on this bill. The Steelworkers Union is the collective 


bargaining representative for approximately 1,200,000 workers in the f 


steel and metal fabricating industries; about one-half of these workers 


are normally employed in the basic steel industry. Steel of course isa f 
basic commodity, and steel prices have a vital effect on the entire J 


economy. 

Hence we are deeply concerned about the path of steel prices both as 
consumers and from the point of view of the public interest. 

We recognize also that steel] wages may be brought under scrutiny 
in any public review of proposed steel price increases. Our interest 


in this regard is heightened by the imminence of negotiations between | 
the union and the basic stee] companies for new collective bargaining | 
agreements to replace the current 3-year agreements which expire [ 


June 30, 1959. 
S. 215 has a most timely and important purpose; to place a brake on 
inflation resulting from unjustified price increases in basic industries, 


This subcommittee is only too aware of the fact that some past price | 
increases in certain key industries, such as steel and auto, have been f 


unjustified. 


Through painstaking hearings, investigations, and studies, this sub- 


committee, aided by its highly competent staff, has found that prices } 


in these industries are determined not by the interplay of supply and 


demand, not by changes in costs, but by the industry managers who J 


administer pricing policies. 

So great is the power of these managers to administer prices, that 
they have been able to install substantial price increases not only dur- 
ing inflationary periods, but also during periods when demand for 
their products had declined sharply. 

The bill seeks to come to grips with this critical problem of admin- 


istered price inflation. The design of the bill is to deter the institu-) 


tion of proposed price increases which prior public review discloses 
to be unjustified, by bringing the salutary pressure of public opinion 
to bear against them. 
The United Steelworkers of America firmly believes that the public 
has the right to know all the facts which affect the determination of 
rices in basic industries. The public is entitled to and must have this 
information not only in connection with the battle against inflation, 


but also in connection with the equally critical problems of alleviating}, 


unemployment and assuring continued economic growth. 

We certainly concur therefore with the purpose of S. 215 in seeking 
to broaden public knowledge in this area. 

While we are in full accord with the bill’s overall purpose, we have 
certain reservations, discussed more fully below, about the advisability 
of enacting specific legislation on this subject at this time. 

For one thing, several exhaustive congressional and governmental 
studies of the economy and its ills—including the problem of infla- 
tion—are now being undertaken. It would seem preferable to await 


the results and recommendations of these studies before adopting} be { 


legislation dealing with just one phase, albeit an important one, of 
our economic problems. 


Des 
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In addition we are concerned that the formalized administrative 
tunity machinery provided for in the bill might have a stifling effect on the 
lective # £tee collective bargaining-process, encouraged by the national labor 
‘n the | Policy, for resolving industrial controversies. | oreover, we feel that 
orkers ) the coverage of the bill is too broad and contains certain other defects 
rse isa ) Which we believe Congress will be in a better position to evaluate fol- 
entire | JoWing completion of the studies referred to above. ; 

We hasten to point out that our reservations about enacting S. 215 
both as | 4t this time are not in any way motivated by a desire to keep any facts 
| regarding steel prices, profits or wages from the public, or to avoid 


ate in- 














































srutiny | Justifying to the public the union’s position in the forthcoming labor 
‘nterest | Hegotiations in the steel industry. ; 

retween | Lhrough the years, the United Steelworkers of America has re- 
raining | sponded willingly and in good faith to all requests from the Govern- 


ment or Congress. We have supplied whatever data was asked of us. 
| We have extended our full cooperation to, and accepted the rec- 
rake on | OMmendations of Government officials and public bodies designated to 
lustries, | help resolve labor-management disputes in the steel industry. We 
st price ) te proud of our record in conducting our affairs with the public in- 
ve been | terest and the needs of our members always uppermost in our minds. 
» Let us take a brief look at this record which speaks, I think, for 
his sub- } itself. ; 
rt prices | In early 1946, the Steelworkers Union and the steel companies were 
yply and deadlocked in contract negotiations on the wage issue, as the January 
vers who p 14, 1946, strike deadline ae Because of the great impact 
; | a shutdown in steel might have on the economy during the postwar 
ces, that | feconversion period, President Truman himself stepped into the situa- 
nly dur-§ ion at the last minute. ; 
nand for , He gp a compromise settlement. Mindful of the public wel- 
; fare, the union accepted the President’s proposal and postponed strike 


expire § 


f admin- f action for a week. 
@ institu-), The steel industry, however, rejected the President’s proposal and 
discloses} insisted instead on Government guarantees of price increases. 


ni Having accepted the President’s compromise proposal, and havin 
ion posal, 
© opi’ | done everything that the Government had aaied of it, the union had 
no alternative but to strike. The industry thus forced a strike which 
lasted for almost a month, and refused to settle until it had first ob- 
tained concessions from the Government authorizing price increases 
above what the Government had felt was warranted. 
_ In the 1949 negotiations, the parties became deadlocked on the 
issues of wages, insurance and pensions. Prior to the strike deadline 
President Truman appointed a Fact-Finding Board consisting of 
Prof. Carroll Daugherty, Judge Samuel Rosenman and Arbitrator 
David Cole, to investigate the dispute and make recommendations for 
settlement. 

The union deferred strike action and, together with the companies, 
presented data and arguments to the Board. After lengthy hearings 
fla-fthe Board rejected the union’s demand for a wage increase, but it 

it}tecommended that the companies establish pension and insurance plans 
to be financed by employer contributions. 

Despite the Board’s rejection of its demand for a wage increase, the 
union recognized its obligations to the public and accepted the Board’s 
ecommendations as the basis for settlement. 
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have this 

inflation, 
lleviating 


» adopting 
unt one, 0 


5196 ADMINISTERED PRICES 


The companies, however, rejected the Board’s recommendations. 


They forced the union into a 6-week strike before they agreed to the 
establishment of pension and insurance plans which varied from, but f 


were substantially along, the lines recommended by the Board. 


Steel negotiations for completely new contracts in late 1951 took | 
place during the Korean emergency. This was the first time in almost | 
5 years that most of the contract provisions were subject to bargain- [ 


ing. The parties were at an impasse when the old contracts expired, 


but the union agreed to defer striking when the dispute was certified f 
by President Truman to the Wage Stabilization Board. The dispute f 
was heard by a panel appointed by the Board, the public members [ 


of which were the late Dean Harry Shulman of Yale Law School and 


Arbitrator Ralph Seward. Following receipt of the panel’s report, | 
the Board made recommendations for wage increases and contract 


improvements covering the main items in dispute. 


“here was a great deal of dissatisfaction within the union on cer-f i 


tain of the Board’s recommendations. Nevertheless, the union re-[ 
sponded to the national emergency and the public interest b pg y 
orf 


ing the Wage Stabilization Board’s recommendations as a basis 
settlement. 


Once again, the steel industry refused to subordinate its private) 
interests and it rejected the Board’s recommendations. And so, after} 
deferring strike action for 120 days, the union was left with no other 
option. After a brief stoppage, President Truman ordered Govern-| 


This 
cost 


ment seizure of the steel mills, and steelworkers returned to their jobs} i 


Then when the Supreme Court invalidated the steel seizure and thef 


steel companies still refused to accept the Board’s recommendations, 


the union again was left with no option but to strike. This strike alsof 


lasted 6 weeks and it was not resolved until the industry forced the 


Government to authorize price increases in excess of what the Gov-} 


ernment thought was fair and equitable. 


We believe the record is clear that on every occasion the United} 
Steelworkers of America comported itself and its policies in full real-f 


ization of its public responsibilities and in conformance with thef she 


best interests of the public, as determined by impartial public bodies) 


We seriously doubt whether the steel industry can honestly claim 4 


similar regard for the public welfare in determining its administered} 


pricing policies. It is true that the industry has expended vast sums 


on advertising and other propaganda in an attempt to delude the} ti 


American people into believing that steel wage increases have beef 


the major cause of steel price increases and inflation. 


However, a fair appraisal of the voluminous facts in the possessiol 


of this subcommittee gives the lie to the industry’s line. ih 
It is not my purpose to restate the union’s position that adminis 


tered price increases in steel, and not steel wage increases, have beet} 
the principal factor, along with administered price increases in other 


industries, in causing inflation, 


The Steelworkers’ position on this issue was presented to this subi 


committee in ~~ detail by our research director, Dr. Otis Brubaker, 
in August 1957. 
Senator Kerauver. Let me interrupt to say that Mr. Brubaker was 


before the subcommittee for about 3 days. He was very knowledge} 5. 7 
able on the subject. His statement is, of course, a part of this record) duced 
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ions. Mr. McDonatp. Thank you, sir. It will be useful, however, to 
| to the § recapitulate certain significant facts relating to this issue. For this 
mm, but — I rely not only on this union’s previous testimony, but on the ex- 
' cellent and scholarly report of this subcommittee entitled “A study of 
51 took § administered prices in the steel industry,” and on supplementary 
almost | data supplied by the union’s economists covering the period subse- 
argain- § quent to the report. = #9h : ; 

xpired,f} 1. The industry’s price increases in recent years have resulted in 
ertified | vast increases in net profit margins. For example, the United States 
dispute § Steel Corp.’s net profit margin per ton of steel shipped advanced 
1embers | from about $6 per ton in 1941, 1947 and 1948 to $14.50 per ton in 








ool and) 1956 and $18 in the first 9 months of 1957. (See p. 38 of Report.) 
report,) This was a threefold increase in the corporation’s net profit margins. 
contract} Data made available after the subcommittee’s report reveal that 
» for the full year 1957, the net profit margin was $17.91 and for 1958 
on cer-| it was $17.74. The net profit margin jumped to $19.37 for the fourth 


nion re-)) quarter of 1958 and it will be significantly higher for the first quarter 


TTS 















































accept-§ of 1959. 

Asis fot » 2. Price increases in the winter of 1956-57 averaged $5 per ton and 
| the increase in July 1957 for $6 per ton, or a total of $11 per ton. 

, private) This is approximately four times as large as the $2.50 to $3 per ton 
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cost of the wage and fringe increases placed in effect in July 1957. 
(See pages 16-17 and 41 of report.) 

If the cost-of-living adjustment of 3 cents an hour in January 1957 
is added, the additional employment cost per ton would not exceed 
50 cents. 

Data now available reveal that steel price increases between 1956 
} and 1958, including the August 1958 and November 1958 price in- 

creases totaling $4.70 a ton, amounted to $24.20 per ton. ivedine 
ment cost increases (wages, fringes, and cost-of-living adjustments) 
for employees represented by the union in this same period came to 
e United) no more than $9.50 a ton. The price increases thus were more than 
full real-) two and one-half times the stated employment cost increases. This 
with the) sharp gap is actually now much hiaher since adjustment must be 
ic bodies) made for the substantial portion of the stated employment cost in- 
ly claim af creases which are now offset by productivity increases, and thus 
ninistered) served to reduce the cost increase incurred by the industry. 
vast sums) 8. Since World War II, steel prices have moved in only one direc- 
lelude the} tion—up, except for a temporary, token reduction in 1948. Steel 
have beet prices have risen even when demand for steel declined, as it did in 
/ 1949, 1954, and 1957-58. Moreover, steel prices have risen even when 
junit labor costs declined as they did in 1950 and 1955. (See p. 129 
of Report.) 

4. The steel price increases of 1956 and 1957 increased the direct 
scost of steel shipments to consumers of steel by $1.6 billion per year. 
es in others (See pe- 28-30 of Report.) The 1958 steel price increases of $4.70 per 

ston which followed release of the subcommittee report added approx- 
mately $400 million per year to the direct cost to steel consumers. 

Thus the steel price increases between 1956 and 1958 added ap- 
proximately $2 billion to the direct cost of steel shipments to steel 
ibaker wa industry consumers. 
snowledge} 5. The break-even points of various steel companies have been re- 
this recordjduced sharply in recent years. For example, the United States Steel 
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Corp: can now operate at a profit while utilizing only 40 percent of 
its capacity. (See p. 46 of report.) Although the corporation op- 
erated at a rate of only 59.2 percent in 1958, it earned net profits of 
$301.6 million. These net profits in a year of severe recession were 
higher than in any other year of the corporation’s history, except for} 
the years 1955 through 1957. 

6. On the basis of data submitted by United States Steel, the report f 
concluded that steel productivity—output per man-hour worked—f 
increased about 3.5 percent a year, compounded annually, from 1950 
through 1955 at United States Steel. (See p. 41 of report.) With 
respect to the steel industry, since that time, the rate of productivity 
increase slowed in 1956 due to the strike in that year, and declined in 
1957 and the early part of 1958 during the drastic reductions in steel f 
operations during the recession. 

Since early 1958, however, as after prior recessions, the steel pro- 
ductivity rate has risen sharply. According to unofficial data released 
by the Bureau of Labor Statistics to the press, productivity in the} 
fourth quarter of 1958 was more than 22 percent above the first quar- 
ter of 1958. These unofficial figures also reveal that productivity in 
the first 2 months of 1959 rose 9.7 percent over the first quarter off 
1957 (the former record high quarter) or more than 4.7 percent per| 
year. These data indicate that over the period 1950 to the present,} 
the annual rate of productivity growth has been more than the 3.5) 
percent rate estimated by United States Steel for the 1950-55 pe- 
riod covering its own operations. 7'he impact of this sharp upturn inf 
productivity is that, today, total employment costs per ton of finished 


steel are less than they were prior to the last wage increase in Julyf ; 


1958. 

7. The pattern of rising prices and declining production and en- 

loyment on an extensive scale such as occurred in the steel industry 
in 1957 is something new in this country. As this subcommittee’ 
report stated on page 4: 

It carries with it the ominous threat of steadily mounting prices accompanied 
by idle plants and rising unemployment. . 

The record is perfectly clear. No amount of industry propagands 
can controvert the plain fact that administered steel price rises, and 
not steel wage increases, have been the major factor in the inflation 
of recent years. As the eminent economist, Dr. Gardiner Meansf 
testified : 

I think your committee should take with a good many grains of salt, the 
industrywide contention that labor is to a major extent the source of this 
administrative inflation. 

The record demonstrates, we submit, that the United Steelworker: 
of America has conducted its affairs and bargaining in full recogn 
tion of the needs of its members and the public welfare. We ar 
sorry to state that the record does not permit the same thing to be 
said regarding the administered pricing policies of the steel industry: 

It is my fervent hope, and the hope of all steelworkers, that on the 
eve of commencement of steel negotiations, the steel industry will 
join the union in recognizing the public interest in working out the 
terms of new contracts and in its pricing policies. 

At this juncture it is too early to state what sort of contract improve 
ments the union will seek. The union’s bargaining program wil 
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be democratically formulated by its wage policy committee on April 
30 and May 1, 1959. Our wage policy committee is composed of 138 
men and women from the plants elected at district conferences through- 
out the United States and Canada, and 33 members of the international 
executive board—a total of 171. 

However, we can state now that the executive board has approved, 
and will recommend adoption by the wage policy committee, of the 

ae framework in which we believe negotiations should be con- 
ucted. 

All parties agree, of course, that inflation must be arrested. The 
union, in particular, is aware of its dangers because it is our members 
and millions of other union members and consumers who feel the 
brunt of inflated prices. Since inflation cannot take place without 
price increases, the union has proposed that the steel companies an- 
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eel pro-} nounce now that they will not raise prices during the terms of the new 
released | labor contracts. The union has advised the companies that it is 
y in the) prepared to negotiate on the basis of this principle. 

rst quar-f 1us, the union has also proposed that any settlement to be reached 
a a should protect real wages and contain increases in wage rates and 
sarter off 





other benefits earned and justified by the increased output per man- 








‘cent pet} hour of steelworkers and by the industry’s profits, and which will 
present,) also permit a reasonable return to be available for the industry and its 

n the 35) stockholders, without any increase in prices. 

0-55 pe} We submit that this framework for a noninflationary settlement is 

upturn) eminently fair to the public, as well as to the workers and the industry. 

f ig If adopted, it will make a substantial contribution to economic stabil- 

2 im 





, ity and progress. It will contribute enormously to the health of the 
Nation’s economy. 






and em- Unfortunately, however, the steel industry thus far has rejected 
ec the principles proposed by the union. For the well-being of the 
mm 





4 
public, as well as the parties themselves, we trust that the industry 
| will see fit to reconsider and accept these fundamental principles. 
The alternative suggested by the industry is that it alone retain the 
| entire benefits resulting from the record output per man-hour and 
record profits, and that it be free to raise prices and maximize profits 
to even higher levels. This position of the industry not only uncon- 
scionably disregards the needs and rights of the workers and the 









rises, andg 
> inflation 






er Means) public, but it would be disastrous for our economy. 

| _ We wish to emphasize that the course advocated by the union is 
of salt, th, the only sound one to follow, not only to combat inflation, but to fully 
ree of thi Testore the Nation’s economic health and to assure economic growth. 





Clearly the union’s course would arrest inflationary pressures on the 
economy stemming from steel pricing policies. But inflation is not 
our economy’s sole problem. Equally serious is the abnormally high 
level of unemployment in the midst of industrial recovery, and the 
problem of providing consumers with sufficient purchasing power to 
absorb the output from the ever-expanding and automated productive 
capacity of industry. 

At the present time, more than 4 million people are still unem- 
ployed, even though industrial production has now reached an alltime 
record high. In the steel industry, production in March 1959 also set 
an alltime record high. But this record output of steel was produced 
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by 50,000 fewer steelworkers than were employed 3 years ago. A 
comparable situation exists in the fabricating industries. 

The meaning of these critical facts is clear. The productivity of 
the economy and the productivity of the steelworker are at new all- 
time highs. Production per man-hour in 1959 has leaped far beyond [ 
all previous records. As the partial statements covering 1959 opera- | 
tons of corporations generally reveal, greatly increased productivity is | 
producing a spectacular gain in the level of corporate profits. In the | 
steel industry profits so ae in 1959 are at an annual rate considerably | 
higher than in prior years, as is to be expected in an industry where [| 
more and more is being produced and sold with fewer and fewer | 
workers. [ 

It is obvious that the economic needs of the entire Nation are for | 
substantially higher wages and salaries. Sharply increasing produc- [ 
tivity inevitably means one of two things; either production at the [ 
same level, but with less people working, or an increase in total pro- [ 
duction with the same or a growing number of people working. There / 
can be no doubt about America’s choice. ‘Total production and stable / 
pe ans sere can be realized — if the market, the demand for goods | 
and services, expands along with the growth in production. 


And new heights of demand for goods cannot be achieved with yes- 
terday’s or, indeed, even today’s levels of purchasing power. Wages | 
and salaries must grow in order to furnish the consumer demand, the 
very basis for greater production and in order to provide much needed 
jobs for the large number of unemployed. A lag of wages and sala- 


ries behind the already achieved productivity growth, if allowed to con- 
tinue, would add more millions to the rolls of the unemployed within | 
a short time. 

It follows that substantial increases in wages and salaries must be | 
established in order that purchasing power be expanded for the benefit 
of the entire Nation and the economy on which we all depend. In- 
a in wages and other benefits which can be achieved without | 

1igher prices will benefit not only the workers who receive them but} 
also other workers and the economy as a whole. Indeed, such a pro-} 
gram, together with appropriate Government action, offers the only 
hope of eliminating unemployment and stimulating greater produc-/ 
tio throughout the Nation. There is not the slightest doubt that the) 
steel industry can afford to provide substantially higher wages and/ 
gather fringe benefits and still remain highly profitable without) 
increasing prices. 

In this regard, the few steel companies which have already issued 
first quarter statements for 1959 have reported all-time record high net 
profits. It is safe to predict that this same pattern will hold true 
when the other companies release their statements. No other result] 
could reasonably have been anticipated in light of the spectacular 
productivity rises and the industry’s excessive pricing policies, # 
noted above, 

We wish to call the subcommittee’s attention to the fact that two 
major industries recently have gone beyond holding the line on prices 
and have placed in effect significant price reductions, 

In the coal industry, average hourly employment costs exceed thos 
in steel. Yet the commercial operators and the steel companies which 
operate captive coal mines, negotiated 1959 labor contracts which 
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— 1959 wage increases equal to the highest ever agreed upon. 
hereafter, the commercial operators reduced the price of coal. In 
doing so they said that the increased productivity of their workers 
pene — to grant the wage increases, cut prices, and still operate 
rofitably. 

‘ In the oon manufacturing industry, the companies have had to ab- 
sorb the several large price increases on tinplate imposed by the steel 
industry in recent years. They also have the same wage scales as the 
steel industry. Nevertheless, they have announced two price cuts 
in the last 4 months. Like the coal companies, the can companies 
stated they will be enabled by their increased productivity to operate 
profitably despite their increased costs and reduced prices. 

Surely the steel industry with its inordinately higher profit margins 
than in the coal or can industries, can be expected to do no less than 
at least hold the line on prices and negotiate a noninflationary labor 
contract made possible by its record productivity and profits. 

As we have said, Mr. Chairman, the United Steelworkers of Amer- 
ica is in accord with the overall purpose of S. 215—to curb inflation by 
placing restraints on unjustified price increases in basic industries. 
We have framed our policies through the years, as we are doing today, 
with this purpose firmly in mind. However, as noted above, we ques- 
tion the wisdom of adopting at this time the specific machinery pro- 
vided for in S. 215, or in the several other bills now pending in Con- 
gress, for implementing the salutary purpose of S. 215. 

We have seen that inflation is but one of the economic problems 
which beset the Nation. Recessions, unemployment, and inadequate 
growth are of equal concern. All of these problems are interrelated 
and a common program must be devised to treat with them as a whole. 

A comprehensive study of these problems of the economy as a 
whole is about to be undertaken by the Joint Economic Committee 
headed by Senator Douglas, Congress has appropriated $200,000 for 
this study which, we are confident, will place the problem of admin- 
istered prices and inflation and remedies therefor, in proper persnec- 
tive in relation to our other economic problems. In addition, a Cab- 
inet Committee headed by Vice President Nixon and other govern- 
mental committees will also be engaged in investigating the economy. 

There is another very important aspect of the type of administra- 
tive machinery incorporated in S. 215 which merits serious considera- 
tion by this subcommittee, namely, the imnact on free collective bar- 
gaining as the means of determining conditions of emnloyment. 

As you gentlemen know, since enactment of the Wagner Act in 
1935, as amended by the Taft-Hartley Act in 1947, the national labor 

licy has encouraged collective bargaining as the means of eliminat- 
ing industrial strife. Section 1 of the act provides, in part, as follows: 

It is hereby declared to be the policy of the United States to eliminate the 
causes of certain substantial obstructions to the free flow of commerce and 
to mitigate and eliminate these obstructions when they have occurred bv en- 
couraging the practice and procedure of collective bargaining and by protecting 
the exercise by workers of full freedom of association, self-organization, and 
peaignation of representatives of their own choosing, for the purpose of negotiat- 


ng the terms and conditions of their employment or other mutual aid or 
protection. 


The institution of collective bargaining, which enables labor and 
management jointly to work out their mutual problems, has played a 
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key role in the great economic progress of this Nation in the past 
two decades. I am certain that none of us in this room wishes to do 
anything to weaken this bulwark of industrial democracy. 

Yet it is my grave fear that S. 215 might have precisely such an 
undesired effect. In the investigations of proposed price increases 
which the Federal Trade Commission een be required to conduct, 
it would undoubtedly be alleged by the industry involved that the 
proposed price increases are necessitated by wage increases. No matter 
how lacking in merit these allegations might be, they nevertheless 


would have to be dealt with by the Commission. At that juncture, | 


the entire labor contract would be thrown into controversy before the 
Commission. 

The impact on collective bargaining and industrial stability would 
be disastrous. 

Senator O’Manoney. May I interrupt you, Mr. McDonald, at that 

oint ? 

; Mr. McDonatp. Yes, sir. 

Senator Kerauver. Senator O’Mahoney ? 

Mr. McDona.p. Yes, sir; Senator O’Mahoney. 

Senator O’Manoney. You have just said that in the investigations 


— by this bill before us into price increases which the Federal | 
rade Commission would be required to conduct, it would undoubtedly | ' 
be alleged by the industry involved that the proposed increases are [ 


necessitated by wage increases. 

I grant that from your experience you have every reason to entertain 
that fear. On the other hand, I think that even the leaders in the 
steel industry, as well as leaders in Government, recognize that the 


Communist danger of concentrated arbitrary power over politics and | 


economics is getting steadily worse. 
Then, you proceed : 


No matter how lacking in merit these allegations might be, they nevertheless 
would— 


and this refers to the Federal Trade Commission— 
they nevertheless would have to be felt by the Commission. 


Now, there is nothing in the bill, unless I have made a mistake, 
which gives the Federal Trade Commission any power to deal with 
the matter. This is intended purely to be a type of hearing held so 
that the public may know. [If it is necessary to amend the bill to re- 
move any danger that it would be otherwise, I would be glad to enter- 
tain amendments. But what I am contending for is that the giant 
corporations which have built up—and nobody can deny it—this 


terrific concentration of economic power and control over commerce, | 
should be willing, in view of the danger that confronts the country, to 


make a public explanation of why they intend to increase prices. 

i this point in the proceedings, Senator Morse left the hearing 
room. 

Senator O’Manoney. You, in your testimony this morning, it seems 
to me, unless you have laid yourself open to the challenge of mistaken 
statistical information, have proven that the steel industry increases 
its production, increases its prices, increases its profits, while employ- 
ment decreases. 
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Mr. McDona.p. Senator, I must say that we are in sympathy with 
your ideas, but our problem is how to go about it. What is the best 
way to it? We are rather fearful that the things which we state 


jhere would take place. We would spend our time before the 
| Federal Trade Commission rather than collective bargaining. We 
» would be there, and then we would run into the sort of a situation, 


you know, where we couldn’t get a contract and we couldn’t get any 
retroactivity in the contract and we would be just in a horrible mess, 


| I feel, and we would be just sitting right there whether we want it or 
Snot. We would be in our conferences with the Trade Commission. 


Senator O’Manoney. We have the fact which you have referred 


to in your testimony this morning that the can industry has reduced 


would 


ut that | 


| prices. 


Mr. McDonatp. Yes. 

Senator O’Manoney. Twice this year. 

Mr. McDona.p. Yes, sir. 

Senator O’Manonery. There is an industry in which there has been 
a tremendous concentration, as the Census of Manufactures shows. 


'The facts, therefore, prove that a concentrated industry can reduce 
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prices as well as increase them, and it might easily be that from the 


|public hearings developed by legislation of this kind industries like 
the can industry — give an example to industries like the steel 


‘industry that they sadly need to follow. 

| Mr. McDonaxp. Yes, sir; and the coal industry too. My friends 
jof the steel industry have just given their miners $2 a day wage in- 
crease and the price of coal has been reduced two bits a ton. 

Senator O’Maunoney. That is another example. 

Mr. McDonatp. I don’t understand it. Thank you. 

Iam picking up, Mr. Chairman. 

The Federal Trade Commission, which, of course, has no compe- 
jtence in labor relations matters, would, in effect, become an agency 
somewhat like the War Labor Board or the Wage Stabilization Board 
ifor all labor-management disputes in all basic industries. Companies 
would be encouraged deliberately to drag their feet in negotiations 
and maneuver to have labor disputes referred to the Commission. 
he inevitable result would be unrest and needless industrial strife. 
| Istrongly urge this subcommittee to consider this problem before 
embarking on a course which would make the Government an arbiter 
br monitor in labor negotiations in all basic industries. This would, 
need, be a radical departure from the national policy of free col- 
ective bargaining which has functioned successfully for so many 
years, 
| Senator Carroiz. Mr. Chairman? 

» Senator Keravuver. Senator Carroll. 
| Senator Carroty. I think, Senator O’Mahoney has raised a ve 


> hearing #9 point with Mr. McDonald. As I understand his bill, before 


here is a price increase there will be some notification. I think the 


+ it seems Pairman of the committee, Senator Kefauver, said to put the spot- 
"mistaken ight of publicity on it. Isn’t it true that all through the years the 
increases Price Increases that have been administered, we will say, by the steel 


e employ 





-ftdustry have not preceded negotiations but have followed wage 
ontracts ? 


Mr. McDonatp. No, sir. 
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Senator Carrotu. Will you explain that? I think it is very im-| 
portant. ; . | illu 
Mr. McDonatp. Yes, Senator Carroll. The usual experience in} wer 


this—and this is an unusual year, 1959. As a matter of fact, the} 
steel industry has talked themselves into a very ridiculous position,) }; ;, 
and there are quite a number of the leaders of the steel industry who! “‘c 
are really hot over the subject. The usual procedure is—you read on| dur’ 
page 58 of the New York Times or the Washington Post prior to the) . 1, 
commencement of: negotiations that prices of steel have been in) yy 
creased. It is buried, Then, after the fact of the negotiations and’ S 
after the steel workers get a new labor contract, that another price/ M 
increase is put into effect, but that is the one you read on page 1, ian 
You never read the prenegotiation price increase on page 1. You) 7 
find that on page 58. Then after negotiations a price increase is) M 
always headlined throughout the country. This is why it is that) _,, 
since 1946—let me check, I think my figures are exact—there have) follo 
been 23 price increases and 12 wage increases. Now, there would) 
have been 24 price increases if the steel industry hadn’t got off on its) 
anti-inflation kick last year. I am sure that you would have had 4| Yana 
rice increase in steel go into effect now, but they wouldn’t dare to) <n 
No it now, because they have made themselves the saviors of Americt ™ So 


and : 
Afte 


fighting inflation. Swill: 

Senator Carrot, However, under this bill if a price increase pre} the 5 
eedes the collective bargaining process, that, in effect, throws thi lt 
whole matter before a board or a commission which is investigating) ) 
and this influence may delay for a long period of time the considedl P Mr 
tion of a labor contract? I def 

Mr. McDonatp. You see what we are trying to say, that something) ; th 
has to be done, but—may I digress, sir? Ser 

Senator Kerauver. Yes, goahead, Mr. McDonald. t Mr 

Mr. McDonatp. Ijust returned from Australia. I was over ther) Kefat 
at the invitation of the Australian Political Science Institute and the}, by 
invitation of the Steelworkers Union. They have complete con; perce 
trol of labor-management relations by a system of cmap arbiy ees 
tration, One cannot negotiate a labor contract, really. You try ang;, | : 
then you wind up before a court, with all the formalities, the legalities 


I$ not 
that one drags into a court. And with all due respect to my friend 








price. 









“ . ° or sp 
of the legal profession, the only people who seem to enjoy this am... 
the lawyers and the judges. The workers don’t. They thought, : ine) 





one time, they were getting something great, but they found out the 
had made a mistake. As a result, tlre only strikes that you have 
Australia are wildcat strikes, and those are usually led by the Com 


pt to ¢ 
licity. 








a ‘fot 1954 
— And here you have an absolutely complete governments, i 
Now, the Steelworkers Union had some minor adjustments mad nn 






in its labor contract recently, about 3 months ago, or 4 months agg. 
Two and one-half years they spent before this governmental cou a 
two and one-half years the industry and the labor lawyers arguing oe 
and there wasn’t one single penny of this increase made retroactivep 
Now, this is what we would find. We would have the Federal Trad nt f. 
Commission, I think, as I see it, the Federal Trade Commission f ce eI 
all practical purposes would be a labor court, and there is where ¥ , one 
would spend our time, instead of across at the collective bargaining, 
table or sitting down in some hotel room trying to work out a deal 
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sry im-— Senator Carrot. Let me go back, if I may, to give a very clear 
. | illustration. During the last negotiations between the United Steel- 

ence 11) workers Union and the steel industry—when was your last contract? 

net, the) Mr. McDonaxp. 1956, sir. It expires at 12:01 a.m., July 1, 1959. 

ositl0N,! Tt is a 3-year term. 

try who} Senator Carrout. Prior to the negotiation of that contract, or 

read on) quring the time of the negotiation of that contract, was there an 

r to the) announced price increase ? 

geen Me) Mr. McDonatp. I will have to look up the record. 

ons and) Senator Carrot. I mean by the steel industry. 

ae Mr. McDonatp. I will have to look up the record, but I think there 

‘) was. 
1. You) Do we have it, Marvin? 
srease Is) Mr. Miuzer. I don’t think so, Mr. McDonald, not just prior to 


» that negotiations in 1956. The price increase in 1956 came in August 


ore havel following our settlement. However, in January and February 1956, 
e_woul and again in the winter of 1956-57 price increases were put into effect. 
off on its} After the July 1, 1957 wage increase, there was still another steel price 
ve had 4) increase. So that in 1957, as well as in 1956, in effect, you had the 
t dare to) sna] 2-for-1 ratio. 
Americ) “Senator Krrauver. Mr. Miller, before Senator Carroll proceeds, 
| will you or Mr. McDonald explain the two types of price increases in 
‘ease Pe) the steel industry. One on the basic price, the other on the extras, and 


rows thi tell us which one comes at which time? Then Senator Carroll will 


stigatiNgy proceed, 
onsidera} © Mr. McDonatp. Since this is a rather technical question, sir, could 
I defer to Mr. Marvin Miller, who could, I am sure, do a far better 
job than I could on that one? 

Senator Keravuver. All right, Mr. Miller. 

, Mr. Mirrer. The two types of increases referred to by Senator 
over ther Kefauver are, first, a general increase, which is usually put across 
te and th the board on a percentage basis, or so many dollars per ton, or a 
plete col percentage increase on each type of product. The other type of in- 
sory 810} crease is called an extra increase, and this is a type of increase which 
ou try aNis not put on every type of steel product, nor is it put on the basic 
B legalities price. There are various charges made in delivering a steel product 
ny frien®to special lengths, special types, special packaging, and so on, and 
ry this aljthese extras which are usually passed off by the industry and some- 
hought, times by the press as being not worthy of note have on occasion added 
d out -— up to even more than the general price increases which get some pub- 
ou vey Jlicity. For example, the increase which I referred to in the winter 
y the Co jot 1956-57 was of the extra type, and it averaged $5 a ton on every 
vernmen™tton of steel shipped. " 

— Senator Carroui. Was this after the contract ? 

onthe oil Mr. Mitirr. This was after the contract, but before the second wage 
aatal ced ss under the contract. : 

ce arguing Senator Carrotn. I see. As to the real purpose of my series of 
abvenaill juestions, let us assume that S. 215 had been passed by the Congress. 
jeral Trad at us assume that this would be the procedure. Would that have 
ees) ¢piterferred with your negotiations at the last collective-bargaining 
mission 19. ions? 


; mnere ¥ E . . . . 

is where } Mr. McDonarp. I think so. I think it would. I think we would 
bargainiMfa ve j * ‘a 
out’a defer’ Deen required to come down here before the Commission to pre- 


25621—59—pt. 11——-8 


omething 





















































5206 ADMINISTERED PRICES 


serve our position in whatever was going on. I am sure the steel 

industry would find some excuse for blaming it on labor. 
Senator Carrott. We know this, Mr. McDonald, at least, speaking 

for myself, with some limited experience on this committee: That in 


SOIT. RONG Se OI OED 


almost every hearing that we have had, the steel industry, of course, | 


tries to put the blame on labor for these price increases. This is why 
I again press this question: Whether or not we know that, if this 
hearing came about as contemplated in S. 215, the industry would 
probably try to justify the price increase based on this concept: That 
labor is constantly pushing for higher wages and, therefore, that they 
have to increase the price of steel. This is why I asked the question. 

Mr. Goldberg, do you desire to reply ? 

Mr. Gotpserc. Mr. Chairman, may I just say a word ? 

Senator Kerauver. All right, Mr. Goldberg. 

Mr. Gouprerc. First, to demonstrate that this union is a democratic 
union, I want to disagree with the president and say a word in defense 
of the lawyers. It has been my experience with lawyers—I am not 


——EE 


ee 


an expert in Australia, but I have reasonable knowledge of lawyers’ | 


operations in the United States. 


Lawyers, David, try to avoid courts of any kind. They learn from | 


experience 





Senator Kreravuver. Let the record show there is disagreement be- | 


tween the president and the general counsel of the United Steel- 
workers. 


Mr. Gotpserc. I am not in disagreement with him on his answer | 
to the basic question, the profound question that Senator Carroll has | 
offered. We have to go back to further experience in the steel indus- | 
try to show our doubts and reservations about the procedure, not the | 


substance of Senator O’Mahoney’s proposal. 


We have to go back to 1951-52. In this case the steel industry | 


before we went into negotiations when the Government had procedures 
in substance relating to oe was during a period of stabiliza- 


tion—they had a law and also a procedure to develop wage policy, the | 


steel industry asserted throughout that they could not negotiate be- 


cause of the fact that they could not and would not grant us a wage | 


increase within the Government’s price policies applicable to all | 
industries, fairly applicable in our opinion and in the opinion of all | 


fairminded people. 


The result is that we found ourselves in a situation in 1951 and 1952 | 


when we could not engage in any constructive negotiations. We could 
not talk over our labor contract. We could not get into any proposals. 
The steel industry made no proposals. They took the position that 
they were not in any position to do so. We were willing to conduct 
our negotiations within the framework of the price policies of the 
Government. The steel industry was unwilling to do that. We were 
only able to get into negotiations when finally the Government had 
to yield to the steel industry, which is a sad fact, and the steel industry 


was able to get commitments from our Government about price policies 
which broke the price policies generally applicable to all other 


industries. 


Now this is where we find trouble, and this is where our doubts as 


to procedure are involved, not as to substance. 
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If there is a detailed machinery fixed in advance for ventilating 
the price policies of the steel industries, we can predict from our 
experience that they will throw the matter into the hopper on the 
basis that the wage demands, prospective or past, do not warrant, are 
such that they cannot hold the price line. 

(At this point in the proceedings, Senator Clark left the hearing 
room. ) 

Mr. Goxpsera. Then the focus of discussion before the Federal 
Trade Commission is bound to be, it has to be if they raise the question, 
because it is an element in determination of prices, it is bound to be 
the labor agreement. 

Now one of our problems is that while we have great regard for 
the Federal Trade Commission in the business world, we do not think 
by personnel and by expertise that they are qualified to evaluate the 
impact, the many impacts of a labor contract. But we will find 
ourselves in a position where the labor contract will be the focal point 
of discussion. Now we have no objection to discussing the labor 
contract in a proper setting. 

Mr. MeDonald’s statement demonstrates that on every occasion we 
have discussed the labor contract. But it seems to us, and this is the 
import of this testimony, it seems to us that the way to handle it 
is to subject the industry and the union—there is no objection to 
being subjected to the same test—to constant public scrutiny through- 
out its whole operations, because the industry is an important industry, 
the union is in an important industry, and has always the obligation 
to justify its position to the public. 

But not to provide the steel industry with a convenient device to 
say that they cannot bargain, because they have a statutory procedure 
to go through which they must comply with. 

That really is the nub, I think, of our concern. 

Senator O’Manoney. Mr. Chairman, may I intervene at this point? 

Senator Krerauver. Senator O’Mahoney. 

Senator O’Manonry. Mr. Goldberg, your president has just con- 
cluded that with respect to some of these recent price increases, news 
of the first one—which I assume now, after your explanation and that 
of your companion, were extra increases—was buried in the closing 
pages of the big metropolitan newspapers, but that after the contract 
had been negotiated with the union, a second increase was made, that 
being made therefore after the contract had been signed. How than 
could a public hearing upon this second price increase affect the wage 
negotiation which had already taken place? 

_ Mr. Gouprera. I think what we fear, Senator—you are quite correct 
In your statement as to what happened in the past—what we fear is 
that the steel industry will change its procedures, and also change 
its negotiation philosophy, and already there is evidence of that. We 
don’t went to get into negotiations here. We have had a 3-year agree- 
ment. The steel industry has already proposed that. now the agree- 
ments be changed toa 1-year agreement. Now this is quite significant, 
and it may have a bearing upon the subject. that we are considering 
here today. Now we would hope that the question of whether you 
have long-term or short-term agreements should be considered at the 
collective bargaining table on its merits as to what will contribute 
to industrial peace and stability of labor-management. relations, and 
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not in the setting of what will happen in connection with a statute 
which requires the industry to do some prescribed procedure with 
respect to their pricing policies. 

Senator O’Manoney. I think, Mr. Goldberg, it ought to be clear 
that the bill before the subcommittee and before you gentlemen now 
has nothing to do with contracts per se, the length of the contract or 
the term of the contract, or the short term of the contract. This bill 
deals solely with price increases. I would say this committee well 
knows, from the testimony it has received from industrial manage- 
ment itself, that prices have been increased in many industries not 
because there has been an increase of cost that has lessened profit, but 
because the management wanted to make more profit than it had been 
making before. ‘There is no doubt about that. 

Mr. Gotpgerc. I could not be in more agreement with you, Senator 
O’Mahoney. 

Senator O’Manoney. One leader in the motor industry, in fact, 
stated, on the record before the subcommittee, the percentage increase 
of profit that he and his comanagers felt ought to prevail. My point 
is that, since an increase of profit i is conceived solely for the benefit of 
the corporation, its stockholders and its managers, no attention at 
all is to the impact upon the national economy. "These giant corpora- 
tions ought to be ready and willing to come into the “public forum 
and si Ly, “tr rhe situation in the ec onomy is such that we must increase 
our prices and these are the reasons.’ 

Mr. Gorpperc. Senator, may I just conclude for my part, and turn 
it over to Mr. McDonald, by saying that I personally could not be 
in agreement with you more than I am on that statement. 

I would just say the difference is this, and the only difference is 
that I believe that in this area, like in so many other areas in Amer- 


ican life, eternal vigilance must be exercised, and that it should be a > 
continuous process. And I am worried about this period, prescribed | 
period, as being used by the industry unjustifiably to drag the labor 

contract into question where it has no relevance, because I: agree with | 





you entirely that in a great many of these instances 
Senator O’Manonry. All right, if you do and if you recall the | 
statement that Senator Kefauver correctly made in his opening of 
this hearing this morning, that under the old Jaw the F ederal Trade 
Commission had the authority after the fact to hold hearings, and | 
that made the matter difficult for those hearings to produce any re- 
sult and the whole method was abandoned. Now what is proposed is 
a hearing before the fact. 
Mr. GotpserG. And may I just 
Senator O’Manonry. I am confident that the enactment of a law 
of this kind would result in corporate management’s being very hesi- 
tant to announce unjustifiable price increases. If management should | 
do this, if it should follow a policy that really justifies your fear, | 
then the Congress of the United States, which eannot possibly allow 
the regul: ation of interstate commerce to pass into the hands of the 
pr ivate man: igers of concentrated industry, would be forced to take 
a. new line of action, and corporate management would know that. 
Mr. GoupperG. May I just say that I have more confidence in this 
subcommittee than the Federal Trade Commission to protect the 
rights of consumers. 
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Senator Carrott. Mr. Chairman, I think at this point I might 
add 

Senator Krravver. Let’s acknowledge the compliment with appre- 
ciation. Now, Senator Carroll. 

Senator Carroxu. In our past hearings, Dr. Brubaker, the econ- 
omist, for the United Steelworkers—— 

Senator Kerauver. Yes, Mr. Marvin Miller is his associate. 

Mr. McDona.p. That is correct. 

Senator Carro.i (continuing). Heard me make an offer because 
the subcommittee was faced with charges by one side and counter- 
charges by the other. I asked Dr. Brubaker if he would be will- 
ing to be seated at one end of a table with the economists from the 
U.S. steel industry at the other end of the table because we wanted, 
if we could, to try to find out what the truth is and to get the facts. 

This is why I was inclined favorably toward Senator O’Mahoney’s 
concept, to get some public body to hold hearings, though I had not 
really thought of the Federal Trade Commission. 

I was thinking of a public body which could help reach a deter- 
mination, really to put the pressure of public opinion, or as it has been 
said here, the spotlight of public opinion, on this question to see 
where the blame should be placed for price increases. 

It. was for that reason that I wondered perhaps whether the Federal 
Trade Commission might be the proper agency. I had not thought, 
I must be frank, until the testimony this morning, of the possibility 
of interference with the process of collective bargaining, and I am 
very happy to have this expression of opinion here this morning 

Senator Krrauver. Thank you, Senator Carroll. Now Mr. Mc- 
Donald, you have some parts of your statement left to read. 

Mr. McDonatp. Just a few paragraphs, Senator. Shall I proceed? 

Senator Krrauver. Proceed. 

Mr. McDonatp. The magnitude of the potential impact of S. 215 
on the collective bargaining process is accentuated by the bill’s broad 
scope, as defined in section 3. This definition seems to include some 
industries where prices have been competitive. S. 215 thus would 
make the pricing policies and labor relations of even such industries 
subject to Government review. 

For all of the foregoing reasons we respectfully urge this subcom- 
mittee not to recommend enactment of S. 215, and to await the results 
of the studies of the economy by the congressional and governmental 
committees before adopting legislation in this area. 

I wish to thank you, Mr. Chairman, and members of this subcom- 
mittee for having had this opportunity to present the views of the 
United Steelworkers of America on S. 215. 

Senator Kerauver. Mr. McDonald, you have given us a well-pre- 





pared, and a knowledgeable statement even though you do not agree 


with the mechanics of the bill. We are grateful to you for coming 
here and bringing us your thoughtful viewpoint about this legislation. 

[ have just two or three questions and then I will pass on to the 
other Senators. I think it should be stressed, as Senator O’Mahoney 
has done that the only area of activity envisioned by the bill, insofar 


§as the Federal Trade Commission is concerned, is to find the facts, not 


to take over the consideration of the contract. It is not to be a court 
inthis respect. 
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It is true, I think, that most of the talk and the complaining about 
orice increases and wage increases have come after the fact when there 
is not very much that public opinion can do about it, rather than 
before the fact when public opinion might have some effect. That, I 
am sure is the reason back of the bill. 

It might be pointed out that usually the man in the street thinks 
that a wage increase has been largely responsible for whatever price 
increase is granted. 

Mr. McDonatp. That is true. This is a very, very sound or a very, 
very strong piece of propaganda which has been fostered by American 
industry. We have been reading ads of the steel industry about this 
subject for some time now sir. 

Senator Keravuver. Do you think that this bill might do something 
to balance the public reaction, that is, where the public can see what 
is happening as the result of both a wage increase and a price increase? 

Mr. McDonatp. I think, Senator 





Senator Krravuver. As to the extent to which each one is respon- | 


sible? 

Mr. McDonatp. Senator, we have confidence when we come before a 
committee such as yours here, when we appear before a committee of 
the U.S. Senate. 

Senator Kerauver. Thank you. It just happens that we are consid- 
ering a legislative proposal shortly before your negotiations are to 


begin. I don’t know if we will have other legislative proposals to | 


consider 3 years from now at the same time or not, Mr. McDonald. 


Mr. McDonatp. I am sure, Senator, that there is always some con- | 


gressional committee that can find some reason to bring the steelwork- 


ers or the steel industry down to Washington. There is always some- [ 


thing that we can find to talk about. We like the opportunity to be 
exposed to your committee and to present our points of view, and we 
have confidence in a congressional committee and quite frankly we 
would not have confidence in the Federal Trade Commission. 

IT firmly believe that even with the most earnest intent of Senator 
O’Mahoney, I know what he is striving for, but I think that this bill 
would be used by the industry to really completely hogtie collective 
bargaining. 

We would just spend all our time before commissions, agencies, all 
the time we would be there. I don’t think it is the intent, but I am 
sure this is the way the boys would work it out. 

We have had a lot of experience you know with these gentlemen. 

The 1951-52 fracas was something. That went on for almost a year. 
You can always find some manner or means of delaying action. 

Senator Kerauver. You arecomplimentary tothis committee. The 
Federal Trade Commission is, of course, an arm of the Congress and 
T think it should be called to your attention, and also made a matter of 
record here, that after the price increase in the motor vehicle industry 
back in the thirties, the Federal Trade Commission did make an 
exhaustive study of the facts and issued a report contained in House 
Document No. 468 of the 76th Congress. 

Then more recently there was a report referring to price increases 
in connection with antibiotics manufacturing, issued June 1958, and 
there have been many others also. These are all very fine reports. 
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Mr. McDona.p. Senator Kefauver, my inclination—thank goodness 
I have restrained my emotions and let my mind rule my heart per- 
haps—in view of what has been happening to us in recent months, the 
sort of propaganda warfare which has been conducted against our 
union, I felt like coming down here and saying to you, you should 
institute firm price controls, go all out and tie this thing down as it was 
tied down during the periods of national emergency, the Korean war 
and World War II. 

And I would take my chances on wage freezes too. But after I got 
over my mad, why I thought no, I had better think it through and 
make this sort. of a recommendation to your subcommittee. Now, if 
I may while I have this opportunity, my friends of the steel industry— 
you know there has been a lot of changes in the steel industry. The 
old leaders have disappeared from the scene and there are a lot of new 
men coming into positions of great authority in the American steel 
industry, and I sort of have the feeling that these fellows, say the 
Fairless’ and the men of that stripe did not know how to handle the 
Steelworkers Union and we are going to show them how the Steel- 
workers Union should be handled. 

be are going to show them what it is to be really rough and 
tough. 

So they hit upon this campaign of being the saviors of our country. 
They were going to save America from inflation, and they talk about 
it and talk about it and talk about inflation, at the same time mak- 
ing more steel with fewer workers, and declaring that the Steel- 
workers are not entitled or should not receive any gains in their con- 
tracts. 

(At this point in the proceedings, Congressman Fulton entered the 
hearing room. ) 

Mr. McDona.p. Now what does it amount to? Why do they auto- 
mate? Why do they put in new machines? Why do they make tech- 
nological progress even in times of recession? They do it for the 
simple reason that they want to increase their profit margin. 

There is my Congressman, Mr. Fulton. 

Senator Kerauver. We acknowledge with pleasure that Congress- 
man Fulton, your Congressman from Pittsburgh, has arrived and that 
we are glad to have him here. 

Mr. Fuuron. We are proud of our constituent, David McDonald, 
too. 

Mr. McDonatp. He is a good Republican incidentally. Even the 
Steelworkers vote for Congressman Fulton. 

So the idea is to increase their profit margin in order to earn more 
dollars, so the dollars are there. The dollars are there. Now the ques- 
tion is who gets the dollars? This is what this all amounts to. They 
are not fighting to save America from inflation. They are only fight- 
ing to have the two people, the two groups hang onto the dollars, 
No. 1 the shareholder and No. 2, management. That is all they want, 
and they do not want to make a fair distribution of those dollars with 
their employees, and this is what it amounts to. 

The dollars are there. There is going to be more of them. They are 
going to make more money, and they just want the old theory of more 
for the few and less for the many. 
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This is what I think is going on. In fact this is what I know is ho 
going on, and I am not and the Steelworkers are not one little bit ge 
deceived by this hypocrisy and, despite all the propaganda, I think un 
that they have carried it too far, that now they are beginning to get a col 
very bad reaction amongst the Steelworkers. ; 

As a matter of fact, we have problems now which were nonexistent 13. 
a few months ago. We have trouble in some situations of keeping als 
the Steelworkers at work. You know they come back here, you’d have get 
a crew of 20 fellows working on a particular rolling mill and the mill say 
has been shut down and the mill is started up and it is going full speed the 
and you have only got 15 guys left. Five have disappeared from the net 
scene, 50,000 people in all, and still we have the greatest production S 
in the history of steel. puk 

I am not against automation. I am not against automation. I am strc 
not against the idea of improved technology. Goodness gracious me, I 
I want the American steel industry to be the greatest, the greatest pub 
in the world and the most progressive and make all kinds of money or a 
and sell their steel at fair prices. wou 

All I am trying to do from our point of view is to get a reasonable forc 
labor contract with them. We only want a reasonable contract. We M 
only want our fair share of what we help to produce. And also, since J puls 
I am just in this speechmaking mood, we do make contributions toward | und 
increasing productivity. tee v 

I cite the 15 fellows instead of the crew of 20. Now there are 15 I 
fellows who are certainly expending a lot more energy. They are J com 
working harder in many ways to produce this steel. Fifteen are left Ww 
out of 20. Now all the technological advances which have come about | from 
in the steel industry are not the direct result of management initiative. J are x 
It is perfectly amazing to find the number of situations where it has J te)]iy 
been the United Steelworkers’ representatives and local union people | actin 
who have made suggestions to improve efficiency. the a 

I know of one great big steel company that did not know how to J for y. 
make open-hearth steel efficiently, and the president of the company If 
requested me to give him a hand and we showed him how to make open- § is no. 
hearth steel efficiently, the United Steelworkers did and we are proud Ser 
to be able to do that. Time and time again our fellows have come up § 17] @ 
with ideas to help along. Sure we don’t have fellows who invent | comp 
automated machines, no, but there are little things which they keep Mr 
making contributions toward, and gradually this builds up into a Ser 
better state of productivity in the American steel industry. Mr 

We want to do these things. We want to make our contribution. J get ra 
We want this to be just out of this world, our American steel industry. J sentat 
We want to be absolutely the greatest. But darn it, we don’t want § to do 
them to be leveling or lowering the boom on our heads every time we § and ye 
turn around, and this is rough going. decisic 

Senator Keravver. Your statement a few minutes ago that you tiona] 
thought the present management of most of the steel industry was body t 
interested in getting larger profits and more money for management } minde. 
leads me to the next question. You may comment on it if you want] ries a) 
to, because I am going to ask Mr. Blough the same question. proble 

One reads in the press every day that the problem of holding the] of ind, 
_ line and not asking too much in the way of wages is very difficult, f Of coy 
ecause Mr. McDonald has to get larger and larger wage increases to} Seng 
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w is hold his position as president of the Steelworkers and if you did not 
> bit get larger increases then there would be some workers who would be 
hink unhappy about it, who would be fussing at you, so that you are under 
ret a camplaon and in a very difficult position. 

I have here an editorial from the Washington Evening Star of April 
stent 13. Then I note that other newspapers say the same thing, and they 
ping also say that Mr. Blough and his executives are under compulsion to 
have get larger profits and to try to satisfy the stockholders. They also 
» mill say that management has stock options which increase in value if 
speed the company makes larger profits, thus increasing their own personal 
n the net worth. 
ection So these editorials present a picture of helplessness, as far as the 

public is concerned, in that both labor and management are under 
T am strong compulsion to go higher and higher. 
Is me, I wonder whether something like this bill, which would give the 
eatest | public an opportunity of being considered somewhat more effectively, 
noney or at least would give the public a chance to understand a little better, 
would have any effect upon this compulsion that both of you are 
mable forced to operate under to some extent ? 
We Mr. McDonatp. Senator, I don’t know about Mr. Blough’s com- 
, since | pulsion, but I know about Dave McDonald’s compulsion. I am 








oward | under nocompulsion. We have an international wage policy commit- 


tee which makes these decisions, not the president. 
I am only one of the 171 people who serve on that wage policy 
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ey are | committee, and we have quite an interesting time. 

re left We will be starting on April 30 and May 1, and these are the men 

» about | from the mills you see who will be expressing themselves. ‘These 

Liative. | are what have come to be known as rank and filers, and they will be 

» it has | telling McDonald then what they would like to do, and I am merely 

people | acting as their agent. Our negotiations committee will be acting as 
the agent for the wage policy committee. They make up our minds 

how to | for us as to what to do. 

ym pany If they would say to us “do nothing” we would do nothing. This 

e open- | isnocompulsion on my part. Now this compulsion thing 

> proud Senator Kreravver. I know but how about the compulsion on your 

ome Up J 171 committee members that you are talking about? Are they under 

invent J compulsion ? 

ey keep Mr. McDonatp. Pardon? Are they under compulsion ? 

. into a Senator Keravuver. Yes. 

: Mr. McDonatp. No, sir. They are just like—well, I guess we could 
‘ibution. } get rather philosophical. They are like you. They are elected repre- 
ndustry. J sentatives to do the people’s will, to try to. You are not always obliged 
v’t want | to do the people’s will. Sometimes the people’s will may be wrong, 
time we J and you gentlemen as Members of the U.S. Senate have to make certain 

decisions which sometimes the people don’t like, so with our interna- 
hat you} tional wage policy committee. They are a representative elected 
stry was} body the same as the U.S. Senators are an elected body. They are fair- 
agement J minded fellows. They come from the mills, the mines, and the facto- 
ou want} ries and they believe in their union and they try to understand the 

problems of the people and the problems of the union and the problems 
ding the} of industry. They are a pretty good bunch of guys. Compulsion? 
: cm Of course this compulsion thing, if I may digress a second 
reases 





Senator Krravuver. Maybe compulsion is the wrong word. 
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Mr. McDona.p. That is the word—you see Hill and Knowlton the 
Madison Avenue public relations outfit, handles a lot of the business 
for the steel companies, of the American Iron and Steel Institute. 

They keep promoting this fiction about difficulties now in McDon- 
ald’s union. He has trouble. He won’t be elected unless he comes up 
with a big package. Well, this is bunk. We had a convention where 
this was disproved. We had 3,523 delegates and on the most important 
issue which was there they failed to mention that I won that issue 
by 3,521, which ain’t bad. And the New York Times said I was wrong, 
that it was 3,523 to nothing because one of the fellows who stood up was 
an usher and the other fellow was just on his way to the men’s room. 
[ Laughter. | 

But they want to keep this illusion alive of dissension and lack of 
harmony in the Steelworkers’ Union. If 3,521 to 2 isn’t pretty close 
to perfection, I don’t know what is. y 

se Kerravuver. You agree with the New York Times for once. 

Mr. McDonatp. That is right. 

Senator Krerauver. You are talking about compulsion the other 
way around? 

Mr. McDonatp. Yes, sir. The compulsion the other way around! 
I don’t know, I don’t like to get dirty. I don’t like it, but I would 
like to say if there is compulsion, the boys who are being compelled 
to do things are doing all right; my friend, Roger Blough. On the 
subject of stock options, my friend Roger exercised options granted 
in 1951 and 1953 to purchase 12,000 shares of United States Steel 
stock at $20.50, and 16,000 shares at $18.50, as follows: The year 1954 
he purchased 4,000 shares at an option price of $18.50 which cost 
him $74,000 and which has a current value of 360,000 bucks. He 
bought another 4,000 that same year at $20.50, which cost him $82,000, 
current value of $362,000. In 1955 he purchased 8,000 shares at $20.50, 
which cost $164,000. It is now worth $720,000. In 1956, he pur- 
chased 12,000 shares at $18.50, it cost him $222,000, with a current 
value of $1,080,000. It cost him $542,000, and he now has in that 
block alone 28,000 shares, 2,520,000 bucks, and he stands to make a 
tidy profit at no risk whatever. 

If we assume the sale of all these shares at the current price of $90 
per share, Mr. Blough would realize a gross profit of $1,978,000 and 
a net profit after payment of 25 percent capital gains tax of $1,483,- 
500. Over the 7-year period since 1951, this averages out to a net 
profit of almost $212,000 per year over and above his regular salary. 
In other words, to have netted an additional $212,000 in 1957, Mr. 
Blough would have had to have earned over $2 million more than his 
regular salary of $265,600. 

And, in addition, Mr. Blough has another stock option granted in 
1955 to purchase 12,000 shares at $48 per share. Such information 
as is available indicates that he has not yet exercised this option, but 
he has 10 years in which to do so. Even were he to exercise it now, 
he could turn over a profit in excess of $42 per share for a total of 
more than $500,000. 

Now, look, I don’t know, if he is being compelled to do things. He 
isdoing all right. He is doing all right for himself. 

Senator Harr. Mr. Chairman ? 

Senator Keravver. Senator Hart. 
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Senator Harr. I think in this connection a proper word is in- 
centive, is it not? 

Mr. McDonatp. Let me tell you another one, if I may. When I 
was a kid working in the National Tube Co. plant out on Second 
Avenue in Hazelwood, I was just a boy and they had a stock subscrip- 
tion plan, United States Steel Corp. This was a subsidiary of United 
States Steel, so I wanted to become a capitalist, so at the rate of $2 a 
month I bought two shares of United States Steel stock, two shares, 
and the price was around $96 or $98 a share. Now, those two shares 
of stock—let’s use round figures, $200, roughly $200. It was 96 or 
98, but roughly $200. Those two shares of stock are now 12 shares 
by stock dividends and do you know how much money I make out of 
my $200 original investment? $36 a year, 18 percent return on my 
original investment of $200, 18 percent. The return would have been 
even greater if I had not cashed in a 40 percent stock dividend in 
1927. 

Now, I am just a little guy. I was just a little guy working in the 
mill. I bought two shares of stock, but can you imagine some fellow 
that had himself 20,000 shares of stock back in those days, and they 
have multiplied to 168,000 shares, at $3 a share, the current rate of 
United States Steel stock. This is the sort of thing which people 
don’t understand or never look into. This is inflation, believe me. 

Where does McDonald get off getting 18 percent interest on a $200 
investment? But I get it. And my shares are lying there in the safe 
deposit vault at home. Gee whiz, imagine a guy that had 10,000 
shares then, or imagine a situation like this with the market price 
90 and a man being permitted, by whom? By theshareholders? Oh, 
sure, by the shareholders. They have no choice. The board of di- 
rectors say, “How about it, Roger; wouldn’t you like to pick up some 
shares of stock? Wouldn’t you like us to put a block of 28,000 shares 
of stock aside for you, which you can pick up at these prices, $18.50, 
$20.50?” The stock is lying there. He could sell them at $90 a 
share. This is absolutely for free. 

Senator Krravuver. Mr. McDonald, this problem of so-called incen- 
tives to management is a subject about which we have heard a great 
deal. It cuts through the whole corporate setup in many large com- 
panies. But aren’t you making an argument for Senator O’Mahoney’s 
bill? If facts of that sort were brought out and made public, such 
as the amount of profits, how much stock is held by management, the 
fact that they have an incentive to raise prices in order to make money 
themselves through their stock options—wouldn’t the results be reason 
enough for illuminating it? 

Mr. McDonat. No, sir. I don’t think so. 
erty, you know. 





This is all public prop- 
It is just not printed in the newspapers. It is all 


there. This is no secret. We just dig this out of the reports of the 
corporations. This is all in the public domain. You don’t have to 


have hearings of any sort to reveal this. This is published. It is 
not published in the papers. The steelworkers get a couple pennies 
wage increase, though, why we are ruining the country, it seems, 
according to a lot of our newspaper friends, but this stuff is in the pub- 
lic domain, and all these other things such as the dividend payments 
to the common stockholders of United States Steel increased 414 times 
from 1940 to 1958, well, nobody knows much about that. A 1940 






5216 ADMINISTERED PRICES 


share brought annual dividends of $4. By 1958, this one share had 
grown to six shares, which returned $18 in dividends. ‘This is all pub- 
lic information. Currently the equivalent six shares are valued at 
more than $540, a tenfold increase. During this same period, pro- 
duction workers earnings rose by less than 31% times. 

Senator Carrotu, Will the Senator yield ? 

Senator Kefauver’s point, though, I think, is a good one, because 
this committee has gone into the appreciation of stock. We know of 
the tremendous increase in profits, of the tremendous percentage. | 
think we have it on file, we have had our own studies and our own 
report showing that $1,000 invested 10 years ago in United States 
Steel would bring $6,000 and some $1,400 in dividends on a $1,000 
investment. 

I think Senator Kefauver’s point, though, as I understand it, is that 
what we have tried to do in this committee is to highlight by our 
report what the situation is. Senator O’Mahoney’s bill, for exam- 
ple, if I may take the time of the chairman here for just a moment, 
just to read one sentence on page 13 of your statement—I am now 
quoting : 

There is not the slightest doubt that the steel industry can afford to provide 
substantially higher wages and greater benefits and still remain highly profit- 
able without increasing prices. 

But. in their entire history, as I understand your statement, dating 
back from 1941 and 1956, have they ever absorbed a wage increase in 
all that period of time? 

Mr. McDona.p. No, sir. 

Senator Carrott. Do you really believe that they will absorb a 
wage increase if you negotiate one now ? 

Mr. McDona.. No, sir. 

Senator Carroiti. So, therefore, we come back to Senator 
O’Mahoney’s bill. Somewhere we have to find a public body, an arm of 
the Congress, which will highlight this problem, and turn the spot- 
light of public opinion on it. This is apart from management and 
apart from labor. We now take a look at the question of inflation 
from the standpoint of the national interest. Is there any way that 
you can recommend that the Congress of the United States can take 
appropriate action to protect the Nation against inflation ? 

Mr. McDonatp. Well, the only recommendation I would have is the 
sort of recommendation I have been trying to make all morning. Let 
us get on with the business of free collective bargaining and see if we 
can’t work out a reasonable agreement and see if we can persuade the 
steel industry not to raise its price. 

See if we can persuade them that out of its current improved tech- 
nology and its tremendously high earnings that it just be reasonable 
this year, take iteasy. They started all this stuff, you know. 

They are the boys that made this big hullabaloo about inflation. 
Now, let them show us that they mean it. This is the only recommen- 
dation I would have. Let them show us that they mean what they 
say in the “United States Steel Hour” and what they say in the ads in 
the newspapers, that they want to stop inflation. Show us that they 
mean it. And they can do this other thing too. They can make a rea- 
sonable agreement with the Steelworkers Union without raising 
prices. 
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You know this is a rather novel thing for us to talk about prices. 
It has only been in the last few years, because we always took the 
position we will get the labor contract. And the industry takes the 
position that prices are their business alone. 

But as I said, there are some new gentlemen who have come into 
positions of power in the steel indystry and my friend, Roger Blough, 
in his very first public utterance blamed the whole inflation in our 
country on two things. No. 1, the Steelworkers Union and its lead- 
ers, rivalry with other labor leaders, and No. 2, the full employment 
policy of the U.S. Government, and then we were in the soup. That 
started this whole hullabaloo. Why they did it I will never know and 
I think they are very sorry right now that they did it. 

Senator O’Manoney. Mr. Chairman ? 

Senator Krerauver. Senator O’Mahoney. 

Senator O’Manoney. I am tremendously interested in this human 
interest story you have told to us this morning. As I understand it, 
some years ago when you were a young man, a worker in the steel 
industry, you purchased two shares of United States Steel stock. 

Mr. McDonaxp. Yes, sir. 

Senator O’Manonry. For less than $100 apiece? 

Mr. McDonatp. That is right, sir. 

Senator O’Manonery. How long ago was that? 

Mr. McDonatp. 1921. 

Senator O’Manonery. Since 1921 those 2 shares have become 12 
shares ? 

Mr. McDonatp. Yes, sir. 

Senator O’Manoney. Without the investment of any more money on 
your part ? 

Mr. McDonatp. One correction. ' There was one time that I needed 
$30 in order to make up the difference. I needed 30 bucks to get addi- 
tional shares. 

Senator O’Manonry. To get what? 

Mr. McDonatp. To get additional shares. ‘There was a stock divi- 
dend, and I was to get a 40-percent stock dividend for the two which 
Ialready held. But I did not have the $30. So I missed that stock 
dividend. I did not have the $30 to put up. I missed that stock 
dividend, and actually I only have 12 shares. But if I had had the 
$30 I would now have 24 shares. But the point is I have 12 shares. 
They pay 18-percent interest. 

Senator O’Manoney. They pay you how many dollars per year? 

Mr. McDonatp. $3 per share, per year. 

Senator O’Manonry. And you have how many shares? 

Mr. McDonatp. Well, I actually have 12. I should have had 24. 

Senator O’Manoney. Yes. 

Mr. McDonarp. But I did not have the $30. 

Senator O’MAnoney. So you get the $36 return. 

Mr. McDonatp. I get $36. I am only getting 18 percent on my 
original investment. But if I had had the original 200 plus the other 
$30 I would have had a total investment of $230 for which I would 
be getting $72 a year interest. 

Senator O’Manoney. Would you consider conveying these 12 shares 
to the Treasury of the United States under a trust agreement by 
which the annual dividends and any additional stock dividends during 
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the pendency of the trust should be applicable to the payment of in- 
terest upon the national debt, provided the executives of United States 
Steel management would do likewise on the shares that they secured 
in the same manner that you secured these ? 

Mr. McDonatp. Boy, [’m with you, Senator. 

Senator O’Manoney. I didn’t understand the answer. 

Mr. McDonatp. I say I’m with you, Senator. Of course, that is 
teenage talk. I have a teenaged son at home so I am subject to this 
talk. Yes, sir; I am for you. I think you are right. 

Senator O’Manoney. Perhaps we can draw up a trust agreement. 
And maybe the “United States Steel Hour” will make a program out 
of it. 

Senator Krravver. I see the Treasury is going to get a great deal 
of relief from this Senate hearing this morning. Anything else now, 
Senator O’Mahoney ? 

Senator O’Manoney. No, thank you. 

Senator Kerauver. Senator Carroll? 

Senator Carrot. Just this one point further. I recognize this is a 
very difficult problem. This nataaaiee measure that we have before 
us would not solve all of our problems either. It is just another de- 
vice, another technique perhaps, where we can highlight public opin- 
ion on this question. 

I think you have answered very frankly and in a very forthright 
manner this morning, and I like your attitude, that, from what I can 
gather, this great union is going to be reasonable in its demands, 

Mr. McDonatp. Yes, sir. 

Senator Carrott. And when you consider the great profits in- 
volved in this industry, and I agree with the application of common- 
sense on both sides, this is the way to curb inflation even more than 
the use of any legislation which may serve as a stopgap—good, plain, 
commonsense recognizing the dangers with which this Nation is 
confronted. 

Mr. McDonatp. Thank you, Senator. 

Senator Kerauver. Thank you, Senator Carroll. 

Senator Hart? 

Senator Harr. Mr. McDonald, I haven’t read all of your statement 
at this point, but I ask you if it was a factor in the position you have 
taken with respect to the bill by Senator O’Mahoney. Do you think 
that action such as is proposed in this Senate bill would lead some day 
to a requirement of prenotification in a public hearing by some agency 
of labor’s intention to ask for a wage increase ? 

Mr. McDonatp. Yes, sir, yes, Senator, I do. 

As a matter of fact, I think that what I said about Australia would 
eventually come into being. I know the Senator does not want that 
and that is not his intent, but. looking down the line I am afraid that 
we would be just so involved that free collective bargaining would 
eventually disappear. 

Senator Harr. Thank you. 

Mr. McDonatp. We would have to have our international wage 
policy committee meeting with the Federal Trade Commission rather 
than with the president of the union. 

Senator Keravuver. Anything else? 

Senator Harr. No, thank you, Mr. Chairman. 
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Senator Krravuver. Congressman Fulton, do you have any ques- 
tions you wish toask? We are glad to have you with us. 

Mr. Foutron. I appreciate being here. I want to say that we in 
Pittsburgh and in the steel industry have every confidence in David 
McDonald and the United Steelworkers Union. They have been a 
fine union and they are very democratically organized. I am glad 
it has been brought out here that they do have a policy of having rep- 
resentation to determine their wage policies and their positions prior 
to negotiations which are then carried out by the negotiating teams. 

I am here as a Representative, a Republican, and I am a refutation 
of the idea, I hope, that all union members vote one way or the way 
anybody else tells them, because I am Dave McDonald’s Congressman 
and he is doing an excellent job. I believe I represent about 20,000 
steelworker families in my district. 

I want to congratulate the senatorial committee and especially Sen- 
ator Kefuavor on having these hearings and bringing these facts to the 

ublic from both sides, because it is an excellent and unbiased forum 
for our country. 

Thank you. 

Senator Kerauver. Thank you, Congressman Fulton. 

Mr. McDonald, in conclusion—so far as I am concerned, and then 
some of the counsel may have some questions to ask—the public has 
had enough inflation and is not particularly concerned about which 
comes first, the price increase or the wage increase. 

I don’t think that the public is going to put up with any more 
inflation and I don’t think our national economy can stand it. We 
are losing our foreign markets and our domestic markets, our indus- 
trial machinery is not running at full employment. There are many 
millions of unemployed people. — - 

You say you don’t want this Senate bill filed by Senator O’Mahoney. 
Iam sure that Mr. Blough will say that he does not like it, for differ- 
ent reasons perhaps. I don’t think any of us like any restrictions, or 
any requirement on the part of management or labor to take part in 
what may be thought are unnecessary hearings. But I think that it 
should be called to your attention and to Mr. Blough’s attention and 
everybody’s attention that it is not unusual at this time for price 
control and wage contro] bills to be filed in Congress. 

A few years ago it would have been unusual, but we have respected 
Members of the Senate and House who are filing wage and price con- 
trol bills. If this thing goes on, there is going to be something much 
stronger, much more drastic than what Senator O’Mahoney has pro- 
posed. 

I do hope that even if this bill is not passed, there is going to be 
the fullest appreciation of this situation on the part of you and your 
committee and on the part of the managers of steel companies too. 

Do you wish to comment? - 

Mr. McDonatp. I know that what you say is true, sir. 

I know that this is the general feeling of people throughout the 
country. I rather am inclined to believe that a great deal of the mat- 
ter has been promoted by public relations campaigns. I am not fear- 
ful of our country now. I am not fearful of the wage scales which 
exist here now. This does not bother me, 
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I think we have been propagandized and propagandized and prop- 
agandized so much that too much of us believe that this, what you 
state, is a fact. 

I don’t think it is a fact. But the people believe it is a fact. All 
I can say, Mr. Chairman, is that I want to be reasonable. 

Our wage policy committee wants to be reasonable. We want a 
chance to give America a shot in the arm, to go forward. We need a 
shot in the arm. Our economy really needs it. Our people need it. 
And if we can get a labor contract worked out early and well in ad- 
vance of the deadline by the American steel industry, I think it will 
be one of the greatest things that we could possibly do, one of the 
greatest. contributions the American steel industry and the Ameri- 
can Steelworkers Union could make not only to our country but to 
the world, showing that we are reasonable men, that we want our 
country to get. greater and greater and more prosperous and more 

yrosperous and find jobs and have a full work complement, everybody 

back to their jobs and American business really booming. I think we 
can do this if we will just work together jointly to get a labor contract 
out on the road and give this injection to America. 

Let’s get on with our job. 

Senator Krravver. Thank you very much for your response, Mr. 
McDonald, and again I compliment you upon your statement. 

Mr. McDonatp. Thank you, sir. 

Senator Krrauver. Now, Mr. Dixon, do you have any questions to 
ask. 

Mr. Drxon. Mr. Chairman, the hour is late. I think the subject has 
been well covered. 

Senator Krrauver. Mr. Chumbris, do you have any questions ? 

Mr. Cuumpris. Thank you, Mr. Chairman. I agree with Mr. 
Dixon. 

Senator Keravuver. Dr. Blair? 

Dr. Buatr. No, Senator. 

Senator Krrauver. Mr. Peck? 

Mr. Pecx. No, Mr. Chairman. I think we have a full record now. 
Thank you. 

Senator Kerauver. Mr. Collins? 

Mr. Cotr1ns. No, thank you. 

Senator Krravuver. We thank you, Mr. McDonald and your as- 
sociates, for being here today. 

Mr. McDonatrp. Thank you, sir. 

Senator Kerauver. We will stand in recess until 2 o’clock this 
afternoon. 

(Whereupon, at 12:30 p.m. the hearing recessed, to reconvene at 2 
p.m. of the same day.) 

AFTERNOON SESSION 


(At the reconvening of the session, the following member was 
present : Senator Hart.) 

Senator Hart. The committee will be in order. The hearing which 
we resume this afternoon is, as you know, on Senate bill 215. 

The Senate, which has consented to the subcommittee sitting during 
Senate sessions, is considering labor legislation. Senator Carroll finds 
it necessary, because of an amendment pending, to be present on the 
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floor for awhile. The chairman of the subcommittee, Senator Ke- 
fauver, will be present within a very few minutes, but in the interests 
of time and for the convenience of other witensses, it has been sug- 
gested that we resume now. 

The first witness scheduled for this afternoon, presenting the views, 
I understand, of the Chamber of Commerce of the United States, will 
be Mr. Walter D. Fackler and Mr. Padraic P. Frucht. 

We are in receipt of a prepared statement, with the option with you, 
sir, whether you care to highlight it or read it through. 


STATEMENTS OF WALTER D. FACKLER AND PADRAIC P. FRUCHT, 
THE CHAMBER OF COMMERCE OF THE UNITED STATES 


Mr. Fackurr. I am Walter Fackler, assistant director of economic 
research for the chamber. We have a rather long statement here, 
falling into two parts. We don’t propose to read the whole thing, 
but we would like it entered into the record. 

Senator Harr. It will be, in full. 

Mr. Facxurr. I would like to summarize merely the highlights of 
the statement. 

Senator Harr. Very well. 

Mr. Fackirr. And let it go at that. 

Senator Harr. It will be printed in full in the body of the tran- 
script. 

Mr. Facxurr. Thank you, sir. 

I am here representing the Chamber of Commerce of the United 
States. I have with me my associate from our economic research 
department, Dr. Padraic Frucht, who is, by training and experience, 
well qualified to discuss the subject’ matter currently before this com- 
mittee. 

We are here, as you know, at the invitation of the subcommittee, 
to present the views of the national chamber on S. 215 and to discuss 
the issues related thereto. 

S. 215 imputes to Congress the belief that (a)— 

a few dominant corporations have control over the production, the distribution, 
and the price of basic commodities upon which all American economy depends— 


and (b)— 


inflation will be checked if the pricing policies of these corporations are publicly 
reviewed before increased prices may be made effective. 

In other words, the bill explicitly and implicitly adopts the thesis 
which has been popularized by the proceedings and activities of this 
committee that “administered prices,” however defined for the moment, 
are an autonomous, independent, and persistent cause of inflation ; and 
it authoritatively prescribes some strong medicine for the alleged 
disease. 

In the firm faith that both the diagnosis is correct and the treat- 
ment will be therapeutic, the proponents of this bill would require 
that whenever 50 percent of total annual domestic sales in any line 
of commerce are made by eight or fewer corporations, any corporation 
80 mvolved having a net worth in excess of $10 million must file a 
30-day advance notice of proposed price increases with the Federal 
l'rade Commission, the Attorney General, and the Congress. 
35621—59—pt. 11——4 
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Under the proposed law, the Federal Trade Commission would hold 
public hearings and, with the Attorney General, make inquisitions 
into the justifiability of the proposed price increases. 

The FTC would be empowered to subpena books, records, and docu- 
ments, and compel testimony. In addition, outside interested persons 
would be allowed to testify at these price hearings either for or against 
the proposed increase. Legal sanctions in the form of fines and im- 
prisonment would be applied against those who fail to comply with 
the reporting and hearings procedures. 

In our testimony we shall attempt to show that S. 215: 
ts is based on faulty assumptions and errors of analysis and fact; 
() would be impractical, unworkable, and highly discriminatory ; 
an 

(c) would seriously damage the economic system. 

In the first place, we should like to point out that the assumption 
that administered prices cause inflation and the assumption that pub- 
lic price surveillance in basic industries will control such inflation are 
assertions which have not been established by either logic or fact. 

Those few economists given to making such assertions have not as 
yet managed to present even one systematic, logically consistent, an- 
alytical model of the process by which administered or administrative 
inflation is generated and transmitted. 

Furthermore, what factual evidence as has been brought forward 
to support the administered price inflation thesis has, by and large, 
been so inconclusive, so inadequate, or so shoddy in method that it 
does not stand up under careful scrutiny and analysis—as we shall 
demonstrate later in our statement. 

It would seem wise, before considering far-reaching governmental 
measures which would inevitably change the character of competitive 
processes, to ask dispassionately and objectively the simple question: 
What? Why? and How? and to demand answers that meet the basic 
canons of scientific analysis and evidence. What are administered 
prices? Why are they a matter of public policy concern? and how 
do they create the alleged ills which make them the object of such 
great concern ? 

Only after clear and unambiguous answers have been found, will 
consideration of the appropriate policy measures be meaningful and 
useful. 

We cannot take time here to go into the whole complex question of 
administered prices—what they are and what their economic implica- 
tions are. Suffice it to say that the term “administered prices” has 
become a vicious piece of obscurantism in public discussion, and that 
the implications of administered prices, however they are defined, ae 
quite different from what popular and political discussion often leads 
the publie to believe. Tn support of these assertions, and to avoid 
repetition, we would like to make two documents a part of this 
statement by reference : 

(1) Commentary by Walter D. Fackler on the compendium, “The 
Relationship of Prices to Economic Stability and Growth,” for the 
Joint Economic Committee published under that title in the volume 
marked “Commentaries,” October 31, 1958, pages 91-102; and (2) 
Statement by Padraic P. Frucht entitled “Administered Prices Re- 
examined” given before the Joint Economic Committtee on February 
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hold 3, 1959, published in the hearings of the Joint Economic Committee 
— on the January 1959 Economic Report of the President, pages 314-328. 
We do not claim that these statements provide the definitive answers 
locu- this committee is or should be seeking, but we do feel they help to 
ae clarify the nature of the real questions involved and point in directions 
—— where meaningful answers may be found. 
| im- Nor are we unconcerned about various kinds of monopoly elements 
with in our economic structure. The problem of excessive market power 
which may distort the allocation of resources, change the distribution 
of income and frustrate freedom of consumer and occupational choice 
fact; is a matter that should engage the sober consideration of this com- 
meri mittee and thoughtful citizens generally. 
But we do warn that until some of the widespread confusion about 
. industrial concentration, administered prices and wages, productivit 
pion and price inflation is cleared up, we are likely to get the wrong kin 
pub- of policies and thus weaken our ability to cope effectively with both 
trae the problems of market power and the problems of inflation within 
st the framework of free markets and individual freedom. 
uot a6 Before going on to consider the more specific weaknesses of S. 215, 
t, an- we should like to record at this point a further objection as to the 
— assumptions on which the bill rests—the so-called basic industry 
fallacy. 
ward Preoccupation with wholesale price movements in particular indus- 
large, tries, such as steel, leads to an unrealistic view of the nature of infla- 
hat it tion and what can be done about it. Steel is no more basic than 
shall agriculture, transportation, fuel, the distributive trades, and other 
industries and services at various stages in the process of production 
rental by which resources are changed in form, place and other value attri- 
titive butes to satisfy human wants and needs. 
stion : Inflation refers to a general increase in the average of all final 
basic prices or the general price level, not to the structure of relative prices. 
stered In other words, the degree or impact of inflation is best measured at 
1 how the consumer level in terms of the behavior of the generalized con- 
F such sumer purchasing power of the dollar. 
‘ While it is often analytically useful to look at hew internal and 
1, will intermediate cost-price relationships are involved in the process of 
1 and inflation, it is not permissible to single out particular price increases 
5 as the cause. One should just as well attribute to stable prices, or 
10n of prices which did not fall enough, the main causal responsibility. If 
iplica- one were to single out some price of goods-in-process as being most 
s” has basic, he would have to settle on the price of human effort (wage and 
d that salaries) as the most basic of all. 
ad, ae Wages constitute over 70 percent of the prices of final output, and 
1 leads labor enters into the productive processes at all stages. 
avoid Clearly if we are going to select particular inflationary culprits 
f this out of the vast complex of relative prices, both intermediate and nal, 
wry and if we are going to apply a basic-industry concept for purposes of 
; 16 controlling inflation, S. 215 is misdirected. It should be a measure 
for the calling for some sort of wage regulation, which we would strongly 
volume oppose too, for the same reasons we oppose S. 215, reasons which 
oi (2) we hope to make clear and persuasive as we develop our statement 
‘es Re- 
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Let us turn now to a closer examination of what is involved in 
the proposed inflation remedy, S. 215. Quite apart from the un- 
warranted, if not fallacious assumptions on which it is based, we 
have said that the bill is impractical, unworkable, and discriminatory. 
To test our judgment, we urge you to consider the problems of 
application. 

The bill opens up a veritable Pandora’s box of difficulties. What 
is meant by “any line of commerce”? Should the Standard Industrial 
Classifications issued by the Office of Statistical Standards apply? 
If so, how fine a breakdown should be used? If broad industry classi- 
fications are used, fewer firms will be directly affected than if narrow 
industry classifications are selected. Are SIC four-digit industry clas- 
sifications sufliciently precise to separate “administered price” indus- 
tries from “market price” industries? Should the 50 percent concen- 
tration ratio be applied on a “product” basis or on an “industry” basis? 
Again, if product classes are to be used, is a broad or narrow classi- 
fication the proper one? 

Presumably, the Federal Trade Commission would somehow be 
expected to be able to answer these thorny questions. But how? What 
criteria would be used to separate the sheep from the goats? 

Would the criteria have to be consistent or could the FTC arbi- 
trarily apply different criteria to different market situations 4 

The fact is that neither the Federal Trade Commission nor any 
other group of experts has any objective standards to apply in deter- 
mining in practice what is meant by dominance of eight firms in any 
line of commerce. The act could apply to many or few market situa- 
tions, depending on what rules were arbitrarily established. 

What is so wrong here among other things is that this bill attempts 
to use statistical concentration ratios for a regulatory purpose for 
which they are essentially useless. However helpful concentration 
data may be for the study of our industrial structures, they cannot 
be applied consistently for purposes of regulation, price or otherwise, 
without creating impossible administrative problems and horrible in- 
equities as to the firms affected and unaffected. 

We cannot discuss here the inadequacies and pitfalls of concentra- 
tion ratios, but we would remind the committee of the limitations so 
carefully stressed in its own report, “Concentration in American 
Industry,” issued in 1957. We would also refer the committee to two 
reports issued in 1957 by the U.S. Chamber of Commerce entitled 
the “Significance of Concentration Ratios” and “The Statistical Bases 
of Concentration Ratios.” 

For the sake of the record we would like to record briefly some of 
the main limitations and inadequacies of these ratios for the purposes 
under consideration : 

(1) The choice of classification intervals determines the size of the 
concentration ratio and incidentally whether eight or fewer firms 
account for more than 50 percent of sales. 

(2) Industry statistics lack the homogeneity necessary to give 
meaning to any line of commerce. 

(3) Industry and product statistics ignore captive production. For 
example, in your committee report on concentration you report that 
81 percent. of the value of shipments of product 34111 (metal cans) 
was accounted for in 1954 by the four largest companies. Yet a 
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recent article in the Wall Street Journal of April 1, 1959, entitled 
“Captive Cans” points out that 14 percent of the total U.S. output 
of cans is produced by can users themselves. The article goes on to 
describe the tremendous expansion of self manufacture of cans by 
canners and food processors which is currently taking place. 

(4) Industry statistics contain also many biases arising from inte- 
grated multiplant operations. Where shipments are made from plant 
to plant in an integrated company, concentration ratios tend to be 
badly overstated. 

(5) Industry and product statistics do not portray the revelant 
markets in which products are sold. For purposes of price regula- 
tion this is one of their most glaring weaknesses.- As the compilers 
and users of product statistics have repeatedly stressed, the product 
concentration ratios do not provide any basis for judgment as to how 
competitive or noncompetitive the markets may be in which the prod- 
ucts are sold. 

(6) Product. statistics ignore the existence and eliminate from con- 
sideration the effects of secondary competition arising from second- 
hand and scrap material markets. 

(7) Product statistics ignore the existence of export markets. This 
feature is also ignored by S. 215, in spite of the fact that in reality 
the prices of some products are determined in world rather than in 
national markets. 

(8) Product statistics ignore competition arising from imports. 
It is quite possible to have a high domestic concentration ratio with 
the firms involved actually producing and selling but a small part 
of the product sold in the U.S. market. 

S. 215 is ambiguous on the matter of imports. Possibly whatever 
concentration ratios are selected might have to be adjusted to take 
into account sales by foreign firms. 

Mr. Brarr. Mr. Chairman, may I ask a question ? 

Senator Harr. Yes. 

Mr. Bratr. You do not wish to give the impression that all of these 
deficiencies in the concentration ratios cause the ratios to overstate the 
actual level of concentration, do you ¢ 

Mr. Fackirr. No, sir; I donot. 

Mr. Brarr. You would recognize that at least two of them, your 
No. 2 and No. 5, have the effect in most cases of causing the ratio to 
understate the level of concentration in the market, do you not? 

Mr. Fackurr. [ would say more than that. But, as a matter of fact, 
five could understate it or overstate it. It would depend on a particular 
case. 

Mr. Brair. Referring to your point 5, an example would be bread. 
In the 1954 census tabulations the national concentration ratio of the 
four largest companies is 20 percent. However, State tabulations based 
upon the same body of data reveal that in most individual States the 
concentration ratio for the four largest is in excess of 40 percent. It 
may well be that through the use of the concentration ratios on a 
national basis some industries will not be encompassed by Senator 
O’Mahoney’s bill, even though in many areas their concentration in the 
market may be higher than that called for by the measure. 

Mr. Fackuier. You make a very good point; it is one of the limita- 
tions of the concentration ratios that they may bias in terms of higher 
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concentration or lower concentration. But the relevant market in 
which the products are sold is not given by a concentration ratio. 
Therefore, it is hard to see how these ratios could be applied in prac- 
tice, no matter what ratios were used, on any objective basis. That is 
the only point I am making, and I would quite agree with you as to 
biases. 

I won’t challenge your statements on bread because I haven’t looked 
at the concentration ratios. But you are certainly quite right; there 
would be biases in both directions, up and down. 

There are other limitations which could be mentioned. Our point 
here is simply to reemphasize the fact that concentration ratios, either 
on an industry or product basis, cannot provide legitimate economic 
guides for determining which firms should give advance notification 
and justification and which firms need not. S. 215 would create a sit- 
uation somewhat analogous to that of the schoolteacher who announces 
that some unknown culprit, a student, a group of students, the janitor, 
or some outsider has stolen a box of chalk. Therefore, all the students 
must remain after school and use up more chalk by writing a thousand 
times on the blackboard the size of their weekly allowances, the number 
of persons in their families, and the multiplication table up to 12— 
except that red-headed students are excused, as are all those who wear 
dental braces. 

We are not being facetious. Almost insuperable problems of appli- 
cation would arise from two causes: A Sepdiemenelly wrong approach 
and unavoidable ambiguity. Although it is hard to envisage all the 
issues that might arise in practice, some can be clearly foreseen. For 


example, consider the impracticability and discrimination of the 
reporting ea 8 firms, over $10 million in net worth and 


50 percent of domestic sales. What of the not unlikely situation in 
which, however “line of commerce” is finally resolved, 3 or 4 firms 
account for most of the 50 percent while the 4 or 5 next in line raise 
the concentration ratio to over 50 percent, but there are, say, 20 or 30 
firms of approximately the same size as the 4 or 5 also having net 
worths in excess of $10 million? The four or five would have to go 
through a costly process of price notification and justification because 
of a particular statistical distribution while their similarly placed 
aoe would not be handicapped by reporting procedures and 
public disclosure. Or would they be? We leave the answer and the 
inferences to the candor of the committee. 

Mr. Drxon. Do you think you could suggest a better measure to use 
than the one that is in this bill? 

Mr. Facxier. Are you asking a question on this point now? A 
better measure for what, Mr. Dixon? 

Mr. Dixon. As to when a corporation should have to give notice of 
price increases. What measure would you suggest? 

Mr. Facxter. I wouldn’t suggest any measure, because I think it 
is fundamentally a hopeless case to begin with. 

Mr. Drxon. I understand, sir. 

Mr. Fackier. Another weakness of S. 215 which would make it 
unworkable and discriminatory is the naive concept of “price” which 
seems to be implicit in its provisions. As with “line of commerce,” 
it is hard to define “a price” in a clear and meaningful sense in our 
world of diversity and product differentiation. As we all know, 
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product and price have many dimensions—physical characteristics, 
terms of sale, credit, service, et cetera. What really constitutes a price 
increase? If management allows quality and service to deteriorate, 
would not the firm, if covered by the act, be guilty of a violation for 
not posting advance notice? We will not dwell on this point though 
we think it most interesting and relevant in assessing not only the 
workability of the act, but its possible adverse effects. We suggest 
that this committee might review with benefit the well-known study 
produced by a committee of the National Bureau of Economic Research 
under the able chairmanship of Dean Edward S. Mason, of Harvard, 
entitled “Cost Behavior and Price Policy, 1943.” Chapter 3, “The 
Dimensions of Price,” is especially pertinent to the evaluation of 
current proposals such as S. 215, but other sections of the study contain 
information and insights which the committee should not ignore in its 
deliberation on the larger issue—administered pricing. 

So far we have shown that S. 215 would be impractical, unworkable, 
and discriminatory because of ambiguities, lack of knowledge, and 
the absence of reasonably sound administrative criteria. But there 
are more fundamental reasons for doubting the efficacy of such a 
measure. It would involve departing from basic principles of free 
market operation without considering the nature of the processes 
it seeks to control or influence. ~ 

It will be argued that price surveillance is not price control. We 
demur. If S. 215 is not designed to influence particular prices, it is 
certainly inconsistent as well as unnecessary. S. 215 rests on the ex- 
plicit premise that the control of particular prices will help to con- 
trol inflation and on the implicit premise that there are criteria by 
which the public can distinguish between justified price changes and 
those not justified. These premises are simply not valid. Neither the 
FTC, nor the Attorney General, nor the Congress, nor economists, 
singly or in groups, nor, a fortiori, the press and the public at large 
can establish unambiguously what the correct structure of relative 
prices should be. What criteria should be employed? Indeed, what 
data and documents are even relevant? What is parity among price 
relationships in an ever-changing economic universe of commodities 
and services, where there is continuous movement taking place in the 
underlying economic variables—demand, technology, factor supplies 
and costs ? 

S. 215 embodies a criteria approach to price determination as op- 
posed to the traditional market sanctions approach of a free economy. 

Mr. Buarr. Mr. Chairman, may I ask one other question there? 

Senator Harr. Yes. 

Mr. Buatr. It is my recollection that in testimony before this sub- 
committee both Mr. Blough of the United States Steel Corp., and Mr. 
Curtice of General Motors testified that in establishing their prices 
they took certain criteria into consideration. If my recollection is cor- 
rect, then the establishment of prices on the basis of criteria is already 
taking place in an industry such as steel or automobiles, is that not 
correct ? 

Mr. Facxuer. Yes, but there is quite a big difference between 
criteria that evolve through the marketplace and criteria that are 
external to the market. 
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Mr. Buatr. Well, some of these criteria don’t seem to have too much 
to do with the market, such as realization of a 20 percent return on 
net worth after taxes. I cannot see how that flows automatically from 
the operation of free market forces. And insofar as steel is concerned, 
it is my recollection that Mr. Blough stated that they tend to establish 
their prices based on such criteria as the relative interests of stock- 
holders, workers, investors, and consumers. I believe, therefore, that 
what Senator O’Mahoney’s bill is designed to do is no more than to 
try to bring into the public view the criteria that are already being 
utilized. 

Mr. Facxirr. Yes, but the point is, Dr. Blair, the criteria that you 
speak of are many and varied, and they will be employed by different 
decisionmakers in different circumstances; moreover, they are based, 
in a forward-looking sense, on subjective estimates by the decision- 
maker as to what the impact of prices on future sales will be, what the 
future market is going to be, what the prospects of entry are. The 
decisionmaker takes into account a lot of things in an expectational 
sense. What businessmen say about the criteria, the rules of thumb, 
they employ cannot be taken at face value; they often stress the rules 
without stressing their deviations from those rules, you see. Now, 
what I am driving at here on criteria, is not to say that businessmen 
don’t take into account their costs and their past costs as part of the 
information that helps them make a decision or other criteria in this 
sense, but that this differs from criteria established by someone out- 
side. If businessmen make a decision, they have to live by that de- 
cision. The market will generally correct errors in judgment. The 
criteria approach that we are talking about is the notion that we 
should seek to impose criteria from the outside, saying, in effect, that 
there is a “correct” set of relative prices, a proper relation between 
the price of steel, the price of automobiles, the price of spectacles, the 
price of bread, the price of wheat, and so forth. 

Basically, such an approach présumes that there are these criteria 
for setting parities as we do in agriculture, between agricultural 
prices and other prices. This is quite a different matter from the one 
that you suggested. 

Mr. Bratr. Basic to the point you just made is the assumption that 
where errors are made, the market will correct the errors. The whole 
point of this bill, I believe, goes to those particular situations where 
there is reason to believe that the market is not sufficiently competi- 
tive, active or free to bring about automatically the most, effective 
utilization of resources. 

Mr. Fackurr. I agree with your last statement. We are saying 
that a market-sanctions approach—that is the term I have used here— 
a market-sanctions approach, as opposed to a criteria approach, pre- 
sumes a workable degree of competition. If this is your point, I 
couldn’t agree more. “But, i in those instances where you say the mar- 
ket is not effective in correcting errors of judgment, then why 
shouldn’t the approach be to make the market work more effectively 

rather than selecting arbitrary criteria on the basis of some parity 

concept from the outside? In other words, on the problem of 
monopoly, monopoly which distorts allocation of resources, I don’t 
disagree. Where the market doesn’t work effectively, we should be 
doing something to correct the situation. That is the point. 
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And this S. 215 approach, which involves an arbitrary blanketing 
of businesses without regard to whether any excessive market power 
is really present, is quite another matter. I think you can see the 
difference. 

Mr. Buatr. That is practically all I had to say on that, Mr. Chair- 
man. I just wanted to bring out the fact that throughout this state- 
ment there can be found the assumption that a bill of this type is not 
really necessary, and, indeed, would be disruptive because the condi- 
tions to which the bill is directed would automatically be corrected by 
the free market. I believe it is Senator O’Mahoney’s view that in a 
number of industries the free market is not sufficiently strong and 
effective to accomplish that result—namely, adequately protecting the 
public interest. 

Senator Harr. The witness can proceed. 

Mr. Facxuer. As I said before I was interrupted, the bill embodies 
a criteria approach as opposed to the market-sanctions approach. It 
assumes the existence of criteria for good and bad price dane with- 
out specifying those criteria or facing up to the fundamental dilemma 
that any such criteria would have to be derived from the basic data 
provided by the marketplace. Unless we are prepared to create a 
new system for determining economic values and social priorities in 
the private sector of the economy, we must rely on the free market to 
determine the “correct” set of parities. 

To arbitrarily suppress price movements in the market would create 
false signals which would invalidate any findings made on the basis 
of selected external criteria. Suppression of some price movements 


causes a distortion of the relative e structure and prevents the 


pricing system from reflecting unc 
values. 

Further suppression based on the false signals and whatever ex- 
ternal criteria are selected would lead to an ever more artificial dis- 
tortion in prices, output, and incomes. 

The free market, in a sense, is a giant automatic calculator which 
continuously establishes and changes the values of inputs and outputs 
which in turn determine how resources are used. 

Who is presumptuous enough to say he knows the correct structure 
or relative prices at any moment in time? Have our years of experi- 
ence in tampering with agricultural prices, parities, and production 
engendered in us such confidence that we feel we can now replace the 
market in other sectors by seeking to impose external, and as yet 
unspecified, criteria ? 

Mr. Dixon. Mr. Chairman, may I ask the witness, would you con- 
sider this bill tampering with the price structure 4 

Mr. Fackter. Yes, sir, very definitely. 

Mr. Dixon. You would so consider this bill to be tampering ? 

Mr. Fackuer. If it is not, then it is certainly unnecessary, isn’t it, 
Mr. Dixon ? 

Mr. Dixon. Would you agree that our overall economy is more 
sensitive to price increases in certain industries than in others ? 

Mr. Fackuer. How was that again? 

Mr. Dixon. I say would you agree that our overall economic state 


of being is more sensitive to a price increase in certain industries than 
in other industries ? 


erlying scarcities and economic 
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(At this point, Senator Kefauver entered the hearing room. ) 

Mr. Facxter. If the question means do some prices move more 
often and by larger amounts? Certainly. There are some sectors 
in the economy that are more flexible in terms of prices than others. 
I would certainly agree. 

Mr. Drxon. I will try to ask it this way. Do you agree that our 
economy is more sensitive to an increase in the price of steel than 
perhaps in the price of bread ? 

Mr. Fackter. No, I don’t think so. 

Mr. Dixon. Do you agree that an increase in the price of auto- 
mobiles affects our economy more than an increase in the price of 
bread ? 

Mr. Fackuer. All you are asking, Mr. Dixon, is whether some com- 
modities are not more heavily weighted in the bundle of goods and 
services that the consumer buys, and of course that is true. That 
is why we have weights in price indices. 

Mr. Drxon. No, I am not talking about that, sir. As I understand 
this bill that Senator O’Mahoney has presented, he has attempted to 
arbitrarily, if you want to use that language, to set up a require- 
ments clause, a condition that would have to be met. before a corpora- 
tion would have to give this price «:‘ifeation. That is the attempt 
that he is making in this bill. Do you mnderstand that ? 

Mr. Facxter. I understand that. 

Mr. Drxon. And you disagree if I understand the testimony, with 
not only this requirement but with the purpose of the bill. 

Mr. Fackter. I don’t disagree with the purpose to the extent that 
purpose is a sincere and honest attempt somehow to control in- 
flation. 

But I do say that you can’t apply such a bill, and that the premises 
on. which it is based are fundamentally wrong to begin with. 

Mr. Drxon. All right. 7 

Mr. Fackter. Furthermore, we would point out that the economic 
decision-making processes are essentially forward-looking. While 
past experience in the form of cost and other business records may 
help the decisionmaker, he still must make his decisions as to output, 
prices, investment and the like on subjective estimates of the future— 
growth of markets, impact of prices on sales, probable cost con- 
ditions, prospects of entry, etc. 

Different decision makers will have different time horizons, and 
in different markets various economic forces will operate at different 
rates of speed on confirm or reject and correct errors in judgment. 

Under our system of economic organization we rely on millions of 
individual decisions, not only of price makers, but of other producers 
and of consumers to perform essential economic functions. Without 
revamping our whole system of economic organization we simply do 
not have criteria by which to justify particular price changes. And 
historical records of the testimony of the individual decision makers 
as to how and why they arrived at particular conclusions will not pro- 
vide the basis for any justification. 

In a free economy some prices, wages, and profits should rise, some- 
times spectacularly, and others should fall—and components of par- 
ticular prices need not move together in the same direction. We want 
flexibility in the structure of relative prices, not stability. 
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To attempt to get stability of the general price level by imposing a 
greater internal stability of price relationships will lead to inefficient 
use of resources, lower real income, and retarded economic growth. 

Of course correct market signals and sanctions presume workable 
competition and absence of long-run monopolistic constraints. But 
to ascertain where administered prices are also backed by excessive 
market power, painstaking study is necessary of the relevant market 
considerations and of the nature of the long-run monopolistic con- 
straints. 

The proper remedy must be applied to fit the economic and legal 
situation on a case-to-case basis. But this is a problem of basic anti- 
trust enforcement, not of inflation control. To harass selected busi- 
nesses on arbitrary and capricious basis in the name of inflation con- 
trol, and to delude the public by the meaningless public spectacle of 
price hearings into believing that such procedures will help to control 
inflation, or that there are clear and unambiguous criteria of price 
justifiability, strikes us as an unpleasant form of public sacrifice. 

We have stated that S. 215 would do serious damage to the operation 
of the economic system. Since it is impossible to foretell exactly how 
such a law might work out in practice, any prediction of consequences 
must be somewhat conjectural. We mention only a few of the more 
likely effects to alert the committee to some of the implications which 
may have been overlooked and to direct attention to further lines of 
inquiry. The following list is exploratory and general; it is not in- 
tended to be precise or exhaustive. 

(1) S. 215 would promote nonprice competition at the expense of 
price competition. While some forms of nonprice competition are 
just as important as price competition, we question the wisdom of delib- 
erate weakening of price competition by public regulation. 

(2) S. 215 would prevent price reductions which otherwise would 
take place. <A firm knowing it would have to justify future price 
increases would be reluctant to cut price when there was reasonable 
expectation that subsequent price or cost increases were in the offing. 

Here we have a strange paradox of a bill introduced because it is 
alleged certain prices do not fluctuate freely enough, but the effect of 
the bill would be to reduce price flexibility further. To the extent 
the bill might create additional downward price rigidities, it becomes 
a bill to promote rather than to control inflation. 

(3) S. 215 would, in a period of upward price pressures, result in 
systematic quality deterioration of the products concerned. Except 
in the case of homogeneous, highly standardized commodities, the 
public exposure provisions of the bill would provide sellers with strong 
incentives to keep posted prices fixed and to change, instead, the compo- 
sition of the product bundle in various ways—substitution of cheaper 
components, fewer attendant services, slower deliveries, etc. It would 
take an army of investigators to police every transaction to detect real 
price changes, and even then because of the many tangible.and in- 
tangible dimensions of price it would usually be impossible to dis- 
tinguish legitimate from illegitimate quality changes. We doubt both 
the wisdom and the morality of such public measures. 

(4) S. 215 probably would increase economic instability rather than 
promote general stability in output, employment and price levels. 
Certainly it would accentuate fluctuations in orders and make inven- 
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tory policy more volatile. With 30-day prenotification, customers 
would rush orders in to buy before a posted increase could become 
effective. Similarly, prenotification would make consumer demand 
more unstable and make economic stabilization more difficult. Inci- 
dentially, firms whose price increases were justified could suffer heavily 
from advance notice. 

(5) S. 215 would weaken competition and create new problems of 
antitrust enforcement. Althought the bill is labeled as a supplement 
to antitrust laws it might well operate to impair them. 

In the name of inflation control, some companies would be dragged 
into a public arena, and on penalty of the law, forced to make public 
normally confidential data and future plans. Other companies and 
labor unions would be provided gratis the very kinds of information 
they would most like to have. In addition, public knowledge about 
costs and related matters would make tacit collusion and common price 
policy far more easy than would be the case otherwise. We do not 
ame how serious these problems might become, but we do suggest 
caution and that these possibilities be carefully considered by the 
committee. 

(6) S. 215 would be especially harmful to certain kinds of business 
including many small businesses. Assertions to the contrary not- 
withstanding, differences in the nature of the product, the technical 
conditions of production and the time structure of demands to make a 
difference in normal price behavior. In some lines of commerce the 
planning and production period is longer than others. 

Some firms can, by contract and other devices, estimate future costs 
with considerable confidence; others cannot. Take an industry whose 
product, prices are closely tied to fluctuating raw material prices—the 
price of flour is largely determined by the price of wheat, for example. 
To impose a 80-day waiting period on such businesses would put them 
in an impossible position. To operate under such strictures would 
mean that gross margins would have to increase substantially as 
protection or insurance against upward shifts in uncontrollable costs. 
The effect, of course, would be to increase prices generally, not to 
control them. 

It should also be pointed out that the 30-day waiting period would 
systematically hurt the weaker or smaller as compared with the 
stronger or larger firm. A strong firm with adequate resources might 
weather a 30-day waiting period without serious long-run harm; 
a weaker firm might go under. 

In addition, smaller firms might be badly hurt by public price pres- 
sures imposed upon their larger competitiors, and hence indirectly 
upon them. Until the larger firm is ready and willing, as a last re- 
sort, to expose itself to public hearings it will try to hold the price 
line. In the meantime, smaller firms may be caught between rising 
costs on one hand and inability to raise prices on the other. The 
committee would be well advised to study carefully the many and 
diverse indirect effects which might be expected to flow from measures 
such as §, 215. 

(7) S. 215 might create unwarranted public hostility against busi- 
ness and divisive strains within business. This might be quite serious 
especially at the retail level of business. Public disclosure of unit 
costs and prices at the manufacturing level, also would reveal gross 
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margins at the distribution levels. The public generally does not 











































ecome | realize that margins vary greatly depending on the product and line 
mand | of business. People generally do not understand why margins vary ; 

Inci- }| nor do they have adequate knowledge to know what competitive mar- 
eavily | gins are appropirate in different situations. 

Mr. Buarr. Mr. Chairman, may I ask a question please ? 
ms of In the paragraph that ends the discussion of point 6 which was read 
lement | jnto the record, you state— 

In addition smaller firms might be badly hurt by public price pressures im- 
ragged posed upon their large competitors and hence indirectly upon them. 
public Until the larger firm is ready and willing as a last resort to expose itself to 
es and public hearings, it will try to hold the price line. 
mation Now isn’t that an admission of the existence of administered prices? 
» about | Isn’t that an acknowledgment of the fact that the price is subject 
n price | to the decisionmaking judgment of the large producer who is not 
do not | presumably responding to free market forces and is not selling at the 
suggest | market but because of some decision or judgment he has made, is 
by the | selling at a price below the market ? 

Mr. Facxier. The interpretation you put on the statement is 
usiness | partly correct and partly wrong. No one ever denied that there were, 
ry not- | that there are, administered prices in some sense, although the term is 
chnical } used to cover a lot of different situations, not only as to firms but as 
make a J to industries and statistical categories, as I pointed out in one of the 
ree the } supplements to our statement. ‘The issue here is simply this: when 






you put pressure on some firms, be they the ones that are in this first 
eight or not, you are going to put pressure on the whole industry, even 
if the industry is competitive. 
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es—the Mr. Brarr. I understand that point. My point is, however, sir-—— 
cample. Mr. Fackter (continuing). Or even if it is not competitive. 

ut them Mr. Buatr. My point is, however, does not the statement that the 
; would | large firm can resist making a price increase, connote the ability to 
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administer a price, to have a price different from what it would be if 
it were determined, as you stressed a few pages earlier, solely by the 
free play of market forces? 

Mr. Facxter. No, not necessarily; it is a matter, merely, of the 
timing and the lags involved, Dr. Blair. These things—the speed of 
reaction in different markets are different. The fact that a firm may 
post a price increase today or hold off and wait until next week or 
next month doesn’t indicate significant market power. It may say 
“Let’s try to hold the price line; if we don’t, we may have to go into 
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ice pres- | Washington and go into public hearings. Let’s try to see if we can’t 
directly } cut our costs or do something in the meantime.” 
last re- But sooner or later, if the firm is really subject to market pressures, 
he price f it is going to have to break the line. It is going to have to raise prices. 
n rising f All I am saying is that because of the lags and the friction in the mar- 
ar. The | ket, you are going to get, in the meantime, some other people, other 
any and | firms, being hurt—those who are not the ones that are having to re- 
neasures | port. Now as to the matter of price leadership which you seem to 
_ | think is implied in this statement, I don’t deny that there are forms 
nst busi- f of price leadership in the economy; but I would like to remind you 
e serious } of a story, that a political scientist, a colleague of mine when I was at 
» of unit f the university used to tell. I think it might be interesting to the chair- 
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man because it was told with reference to political leadership, but I 
think we can apply it to price leadership also. 

He talked about the geese that used to fly over his farm. They 
would always fly ina V. As he was watching one of these flocks of 
geese one day, the leader went off one way but the flock just kept right 
on and veered off the other way. Well, the leader very quickly flapped 
his wings and jumped back into the front. 

Which goes to prove, according to this political scientist, that lead- 
ership is sometimes the ability to follow from the front. 

Senator Kerauver. All right, proceed, sir. 

Mr. Fackuer. Well, we lene merely summarized these various 
points, and we want to stress again that they are tentative and ex- 
ploratory. 

You realize that this statement was prepared in a matter of a couple 
of weeks’ time, and all we could do in some areas was to put down 
some random thoughts. The points are suggestive for lines of inquiry 
which this committee might want to make. If you would like to have 
me elaborate on any one of them I’d be glad to do so. 

Getting back to No. 7 above, the hostility mentioned, if some real 
public purpose were to be served by public disclosure, embarrassment 
of merchants should not bar such a course of action, but it is hard to 
see how setting one businessman against another and the public 
against businessmen by arbitrary public disclosure of information, the 
relevance and meaning of which cannot be generally understood, can 
serve any public interest. This proposal, which purports to rely on 
healthful pressures of public opinion seems to us to be based on prin- 
ciples of the lynch mob instead. 

Mr. Dixon. Do you have any distrust of the public, Mr. Fackler? 

Mr. Facxuer. No, sir. 

Mr. Drxon. Do you think that the public should always be kept in 
the dark about everything other than results? 

Mr. Fackter. No, sir. 

Mr. Drxon. The only thing this bill does, so far as I am able to see, 
is that you can’t raise prices for 30 days if you fit this requirement. 
But it then provides that you have to give some kind of public ex- 
planation for it. Even so, if you want to raise the price, you raise 
it. No agency and no power is given to the Federal Trade Commis- 
sion to say “We have heard you. Now you can’t do it.” This merely 
says, in effect, “You have to let the public in on a few secrets.” 

Ts there anything wrong with letting the public in on a few of these 
secrets ? 

Mr. Fackurr. There is nothing wrong with having an informed 
public. The point I am making is simply this: Here you have firms, 
certain firms selected out by some random procedure, which is about 
what application of the bill would amount to, and these firms would 
have to disclose information while other firms often equally well situ- 
ated, similarly situated, would not have to. disclose. Now we have 
the tradition, at least in antitrust policy, that public disclosure of 
confidential information to the view of competitors should not be done 
unless there is very good reason to subpena that information and bring 
it into a court of law. 

Now there is a question of public information, as distinct from 
justification. But the point that T am making is that you expose a 
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mass of data, costs or whatever data the FTC, 1 assume, would con- 
sider relevant, and then the public, through some process we don’t 
understand, is supposed to be able to decide what is justifiable and 
unjustifiable. The point I want to drive home is that we do not know. 

We want. some prices to go sky high. What if there is a big increase 
indemand? Or suppose some people who were working in some field 
decide that they want to go into other lines or occupations. This is 
one factor in coal. Profits should go up if there is an increased de- 
mand and down with an increase in costs. Why should we have to 
justify the profit-making process? In other words, public justifica- 
tion presumes guilt before guilt is established, and we think it is con- 
trary to our fundamental concepts of justice if nothing more. 

Mr. Dixon. Mr. Fackler, I think you are bringing in something 
that Senator O’Mahoney has certainly never indicated that he in- 
tended to have brought in here. But the way prices are set today, 
the only thing the public is finding out about them is what industry 
wants them to find out about them. 

Mr. Fackter. What you are doing, Mr. Dixon, is simply reverting 
to the basic assertion, which is made time and time again, that compe- 
tition is dead, that firms over large areas, very large areas of the econ- 
omy, are not subject to any market restraints, and I simply disagree. 
I don’t underestimate for an instant the problem of monopoly or mar- 
ket power; it is a very important matter for consideration by this 
committee. 

But. I do deny that firms willy-nilly over broad segments of the 
economy are not subject. to market sanctions or competitive constraints 
of the market. 

Mr. Dixon. Mr. Fackler. I think that one of the purposes of this 
bill is to assert a belief that there is a great deal of advantage in hav- 
ing an informed public. Today the public is not informed and yet 
the public picks up the tab for all these increases. 

Mr. Fackter. Surely. Do you think Mr. Dixon that your income 
tax statement should be open tothe public? 

Mr. Drxon. If it is in the public interest, sir, Idoso. And I think 
if it is in the public interest, yours should be disclosed. 

Mr. Facxuer. I wouldn’t mind disclosing mine. 

Mr. Drxon. I think always the overriding thing, Mr. Fackler, is the 
public interest. 

Mr. Fackter. Certainly. I quite agree. 

Mr. Dixon. So when you talk about costs that must be perhaps 
brought in as justification, that is the question before courts and ad- 
ministrative bodies every day in antitrust law. 

The overriding factor as to whether those things are made public 

or not must be left with the tribunal to measure whether the public 
interest predominates and overrides the private interest. 
_ Mr. Facxirr. This is precisely the point, Mr. Dixon, the public 
interest should predominate. In bringing records into a court of 
law in an antitrust case, each case can be decided on its own economic 
merits on a case by case basis, where rules of relevance, evidence and 
soon can be applied. 

In this kind of thing, S. 215, you go across the board and pick 
out arbitrarily certain firms because they meet some statistical classi- 
fications, and say “You have to bring in” without there being shown 
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the relevance for “bringing in and disclosing” or evidence produced 
as to why it is in the public interest. This 1s quite another matter. 

Mr. Drxon. Mr. Fackler, when we were considering steel prices, 
we asked some questions of the Federal Trade Commission and of 
the Department of Justice. I recall generally the impression that I 
received from the testimony of the head of the Federal Trade Com- 
mission, and I agree with what he said today as to the manner in which 
the antitrust laws are being enforced. He said that before the Com- 
mission could do anything about this type of pricing, it had to have 
concrete evidence of conspiracy or agreement. That is the only time 
that the antitrust law is brought into play. Our antitrust laws are not 
working because, as the Chairman of the Federal Trade Commission 
admitted, they can only work when that type of evidence is found. 
What is proposed here by Senator O’Mahoney is to say, “Well, let’s 
have this type of a price hearing when the company meets this re- 
quirement.” 

Mr. Fackxier. What type of pricing, Mr. Dixon ? 

Mr. Drxon. The ones that meet this requirement in this bill. 

Mr. Fackier. What firms meet the requirement in this bill ? 

Mr. Drxon. I don’t think you would have any trouble in determin- 
ing that, Mr. Fackler. I don’t think any lawyer in the United States 
would have any trouble in determining who meets the two requirements 
that are set forth in that bill. 

Mr. Fackuer. Certainly then the lawyers of this country have a 
great deal of omniscience. We have already asked the question what 
is a line of commerce, what is a product, what is a price? Now you 
say you can determine answers unambiguously. I am very happy 
to hear this, but you are the first one I have ever heard make such 
a statement. 

Mr. Drxon. I asked you if you had anything constructive to offer. 
In other words, if you think you can give Senator O’Mahoney a 
better requirement than that, I think you should offer it to him. 

Mr. Facxuer. I would hate to see this discussion here boiled down 
to the proposition that the criteria are bad, that the bill is ambiguous 
and soon. Let me point out that our objections go more to the basic 
assumptions on which this bill rests rather than to the provisions 
themselves, as bad as they are. 

Mr. Dixon. That is all, Mr. Chairman. 

Senator Kreravver. I think what Mr. Dixon meant also was what 
recommendations do you have for stopping inflation and rising prices 
ata time of decreased demand ? 

Mr. Facktier. If you want we could come back to that question or 
we could attempt to answer it now. It doesn’t make any difference. 

Senator Krrauver. Well, let’s get to it now. 

Mr. Fackrer. First remember that the assumptions on which the 
bill rests are embodied in the preamble, that the pricing in a few basic 
corporations are the cause of inflation and that somehow controlling 
the prices of these corporations would control the inflation. 

Well, you have to have some accurate diagnosis of the causes of 
the inflation before you can start applying remedies, and I want. to 
point out that inflation is a very complex subject, and that it has 
been by no means proven, in logic or in evidence, that these adminis- 
tered prices can be, or are in themselves, the cause of inflation. 
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Now the causes of inflation are many indeed. They are monetary, 
they are institutional. Inflation is in part caused by various price 
rigidities that are pushed into the economy by Government. If I 
were going to give first rank to inflaticaary forces, I would give it to 
the inflationary bias that is pushed now into the economic system by 
Government itself in the form of price-wage regulations where they 
eixst, the agricultural subsidies, the import quotas, tariffs, subsidies of 
all kinds. There is a whole stream of them. We discussed these 
matters before the Joint Economic Committe—the issues of growth 
and inflation. 

Part of the inflationary forces come from the processes of growth 
itself because of major dislocations in demand and immobilities in 
the basic markets of factors of production or resources, labor markets 
and so on. 

Now in a changing economy, a growing economy, with new tech- 
nology, major shifts in demand and major dislocations taking place, 
there are all sorts of growing pains which are likely to manifest 
themselves in some inflationary price rises, particularly where you 
have these institutional rigidities. Now to the extent that admin- 
istered prices—I want to make this point clear because in hearings 
before this committee and elsewhere certain economists have admitted 
that administered prices may have some inflationary potential; as a 
result, some people say: “Ah ha. Administered prices are the causes 
of inflation.” 

To the extent that administered prices are an inflationary factor, 
they are a minor element; they have an upward bias only to the 
extent that they create real rigidities and lags in the system’s response 
to changes in demand. They are not an autonomous inflationary 
force. 

This interpretation is quite different from popular impressions. 
Almost any economist you ask would agree that-in this respect they 
make the problem of inflation more intractable. When you apply 
anti-inflationary medicine you get a little bit of a rash here and there, 
but you still have to apply the medicine; and the rash is not the cause 
of the ailment. And what we have said, and I think it will certainly 
stand up, is that we haven’t yet seen one systematic and analytically 
decent job of showing how administered prices autonomously create 
persistent inflation and how they transmit it. 

Now as to the character of the evidence, that is something that we 
would like to take up then in the second half of our statement. But 
you ask what I would do about inflation. I would say that Congress 
ought to look first to its own inflationary impact, because I think it 
is far more important than the rigidities and the lags that you get 
because of administered pricing, again, however we define it, because 
there seems to be an awful lot of disagreement in the usage over the 
term “administered prices.” 

Mr. Dixon. Mr. Chairman, may I test his statement by what we 
found in the steel industry ? 

May I take you from the year 1956 through 1958 in the steel in- 
dustry, Mr. Fackler? This is not guesswork, sir. This is in the find- 
ing of this subcommittee. This is backed up by records. I hope you 
have read the subcommittee report on this subject. Have you, sir? 
35621—59—pt. 11——5 
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Mr. Facxter. I have not read the whole thing completely. I have 
not studied it. I have looked through it, yes, sir, and read parts of it. 

Mr. Dixon. Between 1956 and 1958 steel prices were increased more 
than once. Those steel price increases have been in my opinion fairly 
accurately estimated that it cost the direct. purchasers of steel some 
$2 billion more than they were paying before 1956 for steel. Now 
steel is not used in its raw form. It is fabricated and it moves on 
toward the consumer, and I assume you would agree that costs tend 
to pyramid toward the consumer. Would you not call, sir, that price 
increase unless it was absolutely justified as inflationary 

Mr. Facxter. No, sir, because I don’t think you can pick out one 
price and say this is inflation. 

It is absolutely wrong methodology to begin with. You could just 
as well pick a price that did not fall and say it is the cause. 

Inflation is a rise in the general level of prices. I am not an expert 
on the steel industry, and I don’t know about your figures on steel. 

But you can’t pick out—we are not here to debate steel prices. But 
let me point out about the pyramiding that you say takes place; there 
is not only a lot of pyramiding, but there is also a lot of absorption, 
and there is a lot of substitution. 

And when you talk about pyramiding—— 

Mr. Dixon. Let’s talk about the $2 billion. We can see that. In 
other words, somebody had to pay $2 billion more for the same 
chy than they had been paying for the past 2 years. That $2 

illion had to come from some place. 

Now it costs people more money. If they did not have the money, 
they had to get it somewhere. In this study we made, we found out 
that between the years 1953 and 1958 the profits per ton on steel 
increased $7.50 a ton to about $20 a ton. Does that indicate to you, as 
an economist, that certainly there was some inflation involved or 
something happened to create that money in that which reflected itself 
in profits ? 

Mr. Facxter. No; you are starting out putting the cart before the 
horse, Mr. Dixon. In the first place I don’t know about steel profits. 
The rate of profit, if I recall—this is the Whitney testimony—the 
profits of steel show some fluctuation but they have not gone up over 
historical records. Now why is this? You see if you want to take 
the pyramiding argument, why don’t you take 

Mr. Drxon. I don’t know what you are referring to, sir, but I say 
to you the records show that those profits increased that amount. I 
am saying to you that is the record. Don’t run from the record now. 
It is there. 

Mr. Fackter. I am not trying to run from the record. You are try- 
ing to talk to me about the steel industry and steel prices, and I am 
saying that they are not relevant to begin with, and I don’t know 
about the record in steel. May I ask my colleague here a question on 
this? He has the Whitney statement. 

Mr. Frucnr. I have here a copy of a letter which was submitted 
by Dr. Simon Whitney of the Federal Trade Commission to this com- 
mittee, March 20 of this year. 

Mr. Whitney’s figures, table E, page 16 of his letter showed profit 
margins in steel before income taxes for the years 1947 to 1958. 

There is certainly no trend in profits as a percent of sales to be 
shown in this evidence. 
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That is 
what the industry has been talking to us about for 2 years. I told you 


that the figures were profits per ton on the capital investment, not 
sales. That is a nice gimmick to use. Let’s talk about the ones that 
every accepted economist in the United States uses. 

Mr. Facxter. If you want to look at rates of return, that is one 
thing. If you want to look at the profit component of price, profits 


Mr. Dixon. We are not talking about percent of sales. 













should be related to sales. It all depends on what you want to use 
these profit figures for, Mr. Dixon. 

Mr. Buair. If I may just clarify this point, I think that the figure 
that Mr. Dixon is using is profit per ton, not profit in terms of sales, 
nor profit in terms of investment. In terms of profit per ton, there 
was a substantial increase. 

Mr. Facxter. Then profits per dollar sales would have to go up 
also, I assume. 

Mr. Buatr. Not necessarily. 

Mr. Frucut. May I say something here? I am not at all clear 
about the measure that is involved here, but I do know that the steel 
companies produce other things besides tons of steel. They are inte- 
grated, many of them. They not only produce iron, they produce 
steel. They roll this steel. ‘They fabricate it to a greater or lesser 
extent. The mix or fabrication would presumably change. The mix 
of all of these would change. United States Steel, I believe also pro- 
duces cement. 

Now to take a profit figure where the profits are arising from a 
large and varying combination of products and lump them all onto 
one product certainly does not seem to be a particularly germane 
figure. What is more germane, if I may continue for a moment, is 
profits as a percent of the the total sales. 

Mr. Facxtuer. In terms of the cost component or the profit com- 
ponent in the price of steel certainly, then, percent on sales is the 
appropriate measure. But since Mr. Dixon has raised this question 
of the pyramiding effects, out of which much has been made, let me 
point out, that steel is an intermediate product. It is sold and be- 
comes cost of materials at another stage of production and goes on 
down the line. Labor likewise is an intermediate product. It is an 
input. If you are going to take the measure of, say, how much wage 
rates contribute, that is the dollar price of an hour of labor, this too 
is an input cost. The price of steel should be viewed in terms of its 
final impact, as inputs go through the various stages of production and 
finally come out the other end in consumer goods. What are the com- 
ponents of the final price? That is what we want to find out. And to 
take and measure prices of inputs, particular inputs, and to say that 
this is inflationary or the price of this particular input is inflationary 
Is Just not proper. 

You say, “Well, there are increases in productivity, so that your in- 
puts are used more effectively.” True. This means that unit costs do 
hot necessarily go up with every increase in the input prices. 

Now I stress this because in talking about inflation, it is very, ver 
basic. I might at this point call your attention to chart A, page 26- 
mour statement. The testimony that you have heard 
Mr. Buatr. May I just interrupt right there, Mr. Chairman? 
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This chart and much of the following discussion are based upon a 
concept introduced very briefly without much discussion on pages 22 
and 23 of the prepared statement. 

The chart draws a distinction between prices received by producers 
and prices paid by producers. The basis for drawing a distinction 
for this purpose between prices paid by producers, many of which are 
received by other producers, and the prices received by some producers 
which are paid by other producers, is not made very clear in this 
statement. 

I would add that in economic theory the free market to which you 
have referred so often applies of course to prices whether they are 
paid by producers or received by producers. 

Mr. Fackter. Of course. 

Mr. Buatr. You would agree with that? 

Mr. Fackter. But there are many different markets. 

Mr. Buair. Of course there are. 

Mr. Fackter. There are markets for inputs, there are markets for 
final output. 

You have a whole series of interrelated markets; some industries 
are more integrated than others, but you still have a whole series of 
interrelated markets. But when you are measuring inflation, my 
point is, you want to separate out materials as they pass from one 
producer to another producer through various stages of production; 
what is sold by one producer becomes cost of materials to another; 
what is labor cost at one level becomes cost of materials at another 
level, and this goes on through to the final consumer. Now if you 
are going to take the wholesale price index, and this is the point in 
the chart, if you are going to take the wholesale price index, which 
includes all kinds of prices, you are including those of the goods and 
services, the consumer goods, which are final prices as goods leave 
the producer and are sent on through the channels of distribution, and 
you are also counting the input, prices that went in along the way. 
There isa lot of double counting. 

Att best, in the wholesale price index, no matter how you group it, 
you are going to get a lot of double counting. All we have done hen 
in this chart is to try to eliminate some of the double counting and to 
show that although some prices go up, as these products went through 
various hands and through various buyers and sellers, and finally were 
put in transit on their way to consumers, where they left the pro- 
ducer at the point they are measured in the index, that the consumer 
good prices, the prices received by producers for the consumer goods, 
did not go up nearly as much as the components that were bought in 
transit. , 

Labor prices went up, taxes went up, lots of things went up, but 
fortunately, we have had some increases in productivity, so that the 
amount passed on or amount pyramided is much smaller. 

Now, if you take the wholesale price index and just lump all prices 
together and use the index as a measure of inflation, you are doing 
two things: First, you are lumping all these things together without 
separating out what happened at the final stage when consumer goods 
were speeded on their way to the consumer; secondly, you are assun- 
ing that the wholesale price index is the right measure. But only 
part of those goods that are in the wholesale price index ultimately 
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become consumer goods, and, in addition to those which are included 
and sent on to the consumer, there are a lot of other things that the 
consumer buys in the form of services, rents, and so on, that do not 
show up in the wholesale price index. 

So when you are talking about inflation, an administered price infla- 
tion, you get it down to where you are talking about a very small 
corner of the barn. 

Mr. Buarr. All I wanted to do, Mr. Fackler, was to make sure that 
the committee members realize that this chart to which you advert is 
based upon a distinction between prices paid by producers and prices 
received by producers, a distinction for which, to my knowledge, there 
is very little basis in economic theory. 

Mr. Facxuer. Well, the distinction is not one of theory, but one 
of statistical fact. In other words, these are the categories in which 
the statistics are packaged. A retailer is a producer in an economic 
sense. No one will deny that. That is not the point. At the level 
of consumer goods in the WPI, when you get to the consumer durables, 
consumer nondurables and consumer foods in the wholesale price index, 
those prices already include preceding prices which are higher, and 
you would not deny that, would you, Mr. Blair? 

Mr. Buair. I believe I can make my point best if I merely state that 
: accept your concept would be to make irrelevant most economic 
theory. 

M ‘ Fackurr. That is not true at all. That is ridiculous. In what 
way 

Mr. Buatr. Economic theory is concerned with markets. 

Mr. Fackter. Right. 

Mr. Biarr. Buyers are buying a product that is sold by producers; 
whether the buyers themselves are the ultimate consumers or are them- 
selves producers who fabricate the product into various types of goods 
that are purchased by other producers is completely irrelevant. 

Mr. Facxtier. It depends on the problem you are trying to deal 
with. You would say, then, that to aggregate the national income we 
should add up all of the intermediate transactions instead of using a 
value-added approach; we come out with a gross national product, if 
we include all the transactions, of 15 times the national gross product 
we actually have. Why do you think the national income figures are 
gathered on a value-added basis? You say this distinction does not 
make any sense. It is the only one you can make. 

Mr. Biatr. The function of determining natinal income, which in- 
volves accounting concepts, is somewhat different than the function of 
analysis of markets. 

_Mr. Facxter. You are quite right, but this too is a matter of statis- 

tical aggregation, the wholesale price index which this committee has 
used. They have used this aggregation of statistics, a great big aggre- 
gation; and all I am saying, we ought to disaggregate a little bit and 
ook at it a little more carefully. It has nothing to do with theory 
of markets. 

Senator Keravver. All right, continue with your statement. 

Mr. Facxer. The point here, then, is to remind the committee that 
when you look at the evidence upon which this bill is based, when you 
look at the evidence, you should ask: What is the character of this 
evidence? There have been two bits of evidence: one, the kind of 
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evidence that has been introduced by Dr. Gardiner Means with his 
charts showing that administered prices went up during one period 
and did not go up during another, and so on; the other is the BLS 
study on price flexibility. These are the two main bits of evidence 
that purport to show that administered prices are the general cause of 
inflation. In examining that evidence I just want to warn the com- 
mittee that first they are dealing with this big conglomerate wholesale 

rice index, and secondly, that it is not the consumer price index. 
If you look at the consumer price index charts on page 29-A for the 
same periods that Dr. Means has presented wholesale prices, take 
chart B, the first period 1942-53, you see that food went up, durables 
went up, nondurables, services, and rent, in that order. 

Food obviously went up more. This was the so-called period of 
classical inflation. At the bottom of the chart is the period 1953-58, 
We have services going up 16 percent, followed by increases in rent, 
nondurables, and food. Finally, durables in this period of “admin- 
istered inflation” actually fell by 1 percent. ‘These are the consumer 
price figures. What I am saying is, first, if you take the conglomerate 
wholesale price index and you do not separate out the prices of con- 
sumer goods, which also include the prices of components, and then 
neglect to consider the additional transportation and other costs that 
are incurred at the wholesale trade level, and then fail to take into 
account the other goods that the consumer buys besides, that you are 
getting a completely false and distorted view of inflation. That is 
the first point. It is a warning to this committee that the evidence 
so far has all been of the other kind, based on the conglomerate whole- 
sale price index. 

It should be obvious from the foregoing discussion that we think 
S. 215 is a bad bill—a mischievous bill—however sincerely it may be 
intended as a measure to cope with problems of inflation. But let it 
be clearly understood, that our basic objections go not only to the im- 
practicality of its specific provisions, but even more strongly to the 
underlying approach and assumptions. 

Most of our criticisms of S. 215 apply to similar measures which 
have been introduced in the Congress in one form or another to deal 
with inflation by establishing prenotification of or price surveillance 
schemes. 

As we said at the beginning, the basic premises on which S. 215 
rests are unsupported by analysis or factual evidence. Since there 
have been numerous statements by legislators, public officials, union 
officials and others assuring the public that the evidence does confirm 
the “administrative inflation” thesis, it is incumbent upon us to dem- 
onstrate the invalidity of these claims. This we will attempt to do. 

The most important mass of evidence that has been presented to 
support the “administrative inflation” thesis is contained in various 
statements before this committee and elsewhere by Dr. Gardiner 
Means, whose basic notion is that the price inflation since 1953 has 
been caused chiefly by the price policies of firms which are supposed 
- be free, to greater or lesser degree, from the discipline of market 

orces. 

A subsidiary bit of evidence has been adduced from a BLS study, 
“Frequency of Change in Wholesale Prices,” prepared last year at 
the request of the Joint Economic Committee. 
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At this point I wonder if I might ask my colleague Dr. Frucht 
to carry on with our analysis of the evidence. We won't try to read 
the rest of the statement, but we would like to explain, very briefly 
for the benefit of the committee, some of the other charts and the 
character of the testimony that has been presented previously to this 
committee. 

Senator Kerauver. All right, Mr. Frucht, you may proceed. 

Mr. Frucut. Thank you, sir. I would like to read a small part 
of the beginning of this next part of our testimony. 

Empirical, or factual evidence, if it is to serve as a basis for re- 
sponsible legislative action, must be subjected to searching criticism. 

ile failure of empirical evidence to confirm a hypothesis does not 
invalidate the hypothesis, it does mean that other theories or hy- 
otheses may strike as close or closer to the truth. Certainly in as 
important an inquiry as this, objectivity and truth, rather than pre- 
conceived notions, shoakd prevail. We are confident that the com- 
mittee agrees with us on this score. 

In this spirit we should like to examine the evidence on three es- 
sential bases: 

(1) The relevance of the data and the technical validity of methods 
and procedures used ; 

() The consistency of the findings with the data presented and 
other data available; 

(3) The validity of inferences drawn. 

Because the findings claimed by Dr. Means have received such 
wide popular acceptance and because they are so important in their 
implications for economic theory as well as public policy, we shall 
direct most of our attention to Dr. Means’ evidence and only inci- 
dental attention to the alleged support given to Dr. Means’ findings 
by the BLS study. 

The first piece of evidence, of course, is the use of the wholesale 
sie index rather than the obviously more relevant consumer price 
mdex. 

Mr. Buatr. I want to enter an objection to the use of the word 
“obviously.” 

Mr. Frucut. I withdraw the word. I used the word on the under- 
standing that the principal concern of this committee is the behavior 
of the consumer cost of living. This statement has been made by mem- 
bers of this committee on numerous occasions. It would seem that, if 
we are concerned with the cost of living, the relevant index would be 
the index that tells us what is happening to the cost of living. 

Now if indeed we have had such a pyramiding as has been alleged, 
then it would seem to me peculiar that the prices received by producers 
should as a group have risen so much less than the prices paid by these 
same producers, 

Furthermore, I would point out to you that our charts on the con- 
sumer index show that in the period of classical inflation, durables and 
nondurables rose very substantially in the consumer index, while in 
the period of administered, so-called administered inflation from 1953 
to October 1958, durables fell while nondurables rose less than rent 
and a great deal less than services. 

In both cases, it must be emphasized, durables and nondurables rose 
less than the average rise in the consumer price index. 
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Mr. Buarr. This was also a period during which at least the trade 
press reported extensive price cuts by discount houses and other re- 
tailers of durable goods who, even though they were confronted with 
higher prices for what they had to purchase, were forced to sell at 
lower retail prices because of the fall in demand with the result that 
their margins were reduced. 

Mr. Frucu. My point, Dr. Blair, is not to explain what happened. 

I am not in a position to do that. All I am suggesting to you 1s that 
it is not possible to look at these charts and to draw any clear-cut im- 
plication out of them about responsibility for the rise in the cost of liv- 
ing. 
Mr. Brartr. But all I am trying to do is make it clear that the com- 
mittee understands that when the consumer price index is used, there 
is interposed another level of business entrepreneurs between the pro- 
ducers and the consumers, namely, the retailers and other distributors, 
They may follow quite different pricing policies than the producers of 
a product, with the result that even though the manufacturers raise 
their price, the price to the consumer may be reduced as a result of 
action by these retailers in reducing their own margins. 

Mr. Frucnut. I would point out to you that, from 1942 to 1953, the 
cost of food, for instance, rose 84 percent in the consumer price index, 
while durables rose only 63.4 percent. I go back to the wholesale price 
index chart A, which shows that consumer durables and nondurables 
rose 

Senator Kerauver. What page are you referring to? 

Mr. Frucut. I am using chart A, page 26a. This shows that con- 
sumer durables and nondurables, from 1953 to October 1958, rose con- 
siderably less than 10 percent in prices received by producers. 

In this period that we are so particularly concerned with, the prices 
of durables to the consumer actually fell. Yet services rose 16 percent. 
Now, I am completely mystified as to how it is that durable goods = 
ducers during this period of administrative inflation could have been 
responsible for the rise in the cost of living, and that responsibility 
should have been unique and virtually complete, when at the very 
same time services went up 16 percent and durables fell 1 percent. 

Now if I am to take seriously the thesis that this inflationary period 
has been due to the rise in the prices of highly administered durable 
products at the consumer level, I find myself completely mystified by 
the behavior of services, unless one is prepared to assume that there 
is also in this area great concentration, great and strong rigidit 
in prices. I would as an economist be prepared to say that this evi- 
dence, on the contrary, would indicate some excess demand in the 
system. 

ar. Buatr. What is your reaction to Dr. Means’ explanations of 
the behavior of services? Are you familiar with that? 

Mr. Frucnt. No, I am not. 

Mr. Buartr. It was given in testimony before this subcommittee. 

Mr. Frucut. I would very much like to hear the point that he 
made. 

Mr. Brarr. It is in the testimony. 

Mr. Facxkter. It is quite clear what the reasons for the rise in the 
price of services are. Basically, services are subject to a very slow or 
nonexistent increase in productivity, and as wage scales rise, labor 
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input prices rise; yet there is no increase in output (the barber does 
not cut any more heads of hair in an hour) so the price of services is 
bound to rise. 

There is another perfectly good explanation, Dr. Blair, and that is 
that there has been a great shift in demand; as we have acquired more 
durable goods, more television sets, more automobiles, we have to have 
people to look after these things. 

We have to have television repair men and automobile mechanics. 
And so if you look at the composition of the labor force and the com- 
position of demand and the tremendous change that the economy is 
undergoing, and has undergone postwar, it is not at all surprising 
that services have risen. 

Mr. Buatr. Those are some of the reasons advanced by Dr, Means 
and I think that they constitute an explanation which should not cause 
one to be completely mystified, as Dr. Frucht professes to be. 

Mr. Facxter. The point he was really making is to ask how, if you 
take the consumer goods segment of the wholesale price index, which 
rose somewhere between 5 and 6 percent—the figures are in table 1— 
how a rise of 5 percent could cause the statistical average to go up 
more ¢ 

In other words, the rise in the cost of living was not statistically 
at least, due to the rise in these wholesale prices. And yet almost 
all the testimony before this committee and all the emphasis has been 
on the wholesale price index. 

All we are pleading for, Mr. Chairman, is a little more perspec- 
tive on the problem of inflation—what constitutes inflation—and where 
the inflation at the consumer level has been. Clearly, it has been, as 
the figures show, in services, particularly in this administered infla- 
tion period. It has been in food. It has been in other things, in 
everything much more than in durables, which actually went down in 
stem in spite of the higher labor input costs, raw material input costs, 

igher prices of steel and components, and so on, that went in the 
final price. Durables still fell at the consumer level. 

Mr. Buatr. Of course, you would not contend that the increase in 
the price of steel would have no effect on the price of food or other 
products. 

Mr. Facxter. I did not say that. There are all kinds of indirect 
increases. 

Mr. Briar. Precisely. It is impossible to measure them, of course, 
isn’t it 2 

Mr. Fackurr. Yes, but when you say that the price of steel looms 
very big in the Consumer Price Index, I think that Mr. Whitney and 
Mr. Clague, of the Bureau of Labor Statistics, have both pointed out 
the reverse, that it is probably very small, indeed. 

Mr. Buarr. No, no, they are just taking those consumer products 
which, like refrigerators, contain a considerable amount of steel, and 
then relating those particular products to the total value of all products 
in the index. 

What we are talking about here is the way in which an increase in 
the price of steel increases the price of food by increasing the price of 
foodmaking machinery, processing machinery, trucks, cans, and so 
forth. 

Mr. Fackuer. Yes, but 
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Mr. Buatr. The whole myriad of products and services using steel 
which exist between the ultimate scduser, in this case the farmer, and 
the ultimate consumer, the housewife. 

Mr. Facxuer. Yes, but Dr. Blair, listen: The increased price of steel 
going into a machine that is far more productive, a machine that pro- 
duces a great many more units of output per hour, we will say, than 
the previous machine ends up to be nonexistent or almost infinitesimal. 
You say, “Well, it is going to increase the price of machinery, and 
become part of the cost of medical services because some of the equip- 
ment contains steel.” But the steel component of that machine, as 
compared with the labor component of the price of these services, 
and the increased price of these services, is almost microscopic. 

Mr. Buarr. Are you contending that in such cases an increase in 
the price of steel would not constitute a justification for a higher price 
of the product? Take the case, for example, of automobiles, where 
an increase in the price of steel causes machine tools used in the auto- 
mobile industry to be more expensive. You say that because of the 
greater efficiency of the machine tools the increase in the price of 
steel 

Mr. Fackter. Is offset, is offset exactly the same as an increase in 
wage rates is offset in part, at least. 

Mr. Buatr. So that, therefore, in these areas there is a factor of 
increased productivity operating against an increase in the price of 
the basic product such as steel. This factor of increased productivity 
should tend to make such price increases in those areas unnecessary. 

Mr. Fackuerr. I did not say “unnecessary” because you cannot tell a 
priori whether or not the increase in productivity is sufficient to offset 
the increase in both material costs and labor costs. You have input 
prices. They go up. If productivity goes up sufficiently, they are 
offset. That isall lam saying. Looking at the pyramiding of steel, 
you have to take into account the offsets, just the same as in the labor 
market when productivity goes up higher wages can be absorbed out 
of productivity increases to some extent. 

When the rise in total input costs exceed the increase in productiv- 
ity, only then will prices or unit costs rise. 

When you are talking about pyramiding, you have to talk about 
not just where the increases take place, but also where the decreases 
take place. 

Senator Keravver. I think, Mr. Frucht, you had better get on with 
your statement because we are going to have to go to the Senate floor 
pretty soon. 

Mr. Frucur. I can’t find my copy of the ninth element in your 
hearing record, but I believe Dr. Means made substantially the same 
point. What point he did make on the other side is that the increase 
in the price of steel would have effects on business expectations and 
behavior quite disproportionate to its direct effects on prices and 
costs. Now, there is a point made by Mr. Whitney, which I think is 
very relevant. If pyramiding in prices was really set off by an in- 
crease in the price of steel, then, presumably, profits should have been 
rising at all levels of production and through wholesale and distribu- 
tion, and soon. But, in fact, there has been no tendency of this kind. 
So we, I think, are entitled to conclude that all kinds of factors are 
working on expectations, and that no one single change in a factor 
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price is going to bias expectations systematically throughout the sys- 
tem. 

Well, now, the point I think we would like to make and the thought 
we would like to leave you with here is that if you are concerned with 
the behavior of the cost of living as opposed to the price behavior 
in a group of manufacturing industries—this is another question—if 
you are concerned with the cost of living, the appropriate index to 
study is the behavior of the CPI. I would like now, however, to turn 
to the evidence on the behavior of administered prices within the 
wholesale price index as it has been studied, as findings have been 
made about it, by Dr. Means. The essential thesis I have to make is 
that Dr. Means’ case is in no sense substantiated, that the data do not 
support his conclusions, that the data in some cases actually work 
oppositely to his conclusions. 

I don’t know what the data taken as a whole show. No one to my 
knowledge has systematically studied the behavior of the components 
of WPI. But one thing is certain. The charts, one through four, 
presented by Dr. Means form absolutely no basis whatsoever for any 
conclusions one way or the other about the behavior of administered, 
concentrated, inflexible, competitive, or any other kind of pricing. 

Now, Dr. Means’ position rests upon a distinction between two 
kinds of inflation. He tells us that the period from 1953 on is one 
characterized by the absence of excess monetary demand. Therefore, 
he says, we must explain any price increases in the WPI after 1953 
on some other basis than that of excess money supply or excessive 
expanditures in the market. He suggests, also, that the period from 
1942 to that bench mark, 1953, be characterized as a period of classical 
inflation. Well, now, the essential problem here is the problem of 
the validity of a classification, of a principle of classification. If Dr. 
Means’ classification stood up as valid, if it, in fact, did what he said 
it did in a consistent way, 1f when new data, when new ocllections 
of data within his periods are looked at, they also reflected the same 
price behavior, then, of course, he would have made one point that 
we would have to then consider further on other grounds. But Dr. 
Means’ classification has not stood up. What he ‘has shown us is that 
for some selected periods, within the period 1952 to the present date, 
a group of products, a set of product groups within the wholesale 
price index, has behaved as he suggests it should. He has presented 
us with only four charts. He has not presented us with all the possible 
charts, with charts covering all the relevant data, and, in fact, his 
evidence is inconsistent and involves omissions. 

I would like to suggest that you consider chart D, which we have 
drawn on the same basis as those drawn by Dr. Means. Chart D 
covers the period from 1947 to 1953. This is a period in which the 
WPI rose on the average by 14.2 percent. This is a period in which, 
if you will recollect, classical inflation was operative, according to 
Dr. Means’ statements, a period in which we are thus entitled to 
believe that administered prices, the black columns, would rise more 
slowly and market prices would rise more quickly. Chart D looks 
very, very much like Dr. Means’ chart 4, which covers a period, I 
believe, of 1953 to 1958. If I were using Dr. Means’ criteria, I would 
be inclined to call this a period of administrative inflation. 
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Mr. Buarr. Mr. Chairman, may I just note that the period 1947-53 
was a period that encompassed some market or demand inflation in the 
sense that Dr. Means would use it, but I imagine that he would have 
contended that after 1949 the period was not one of demand inflation 
and that by 1958 there had been a decline, or certainly a leveling off 
of general demand. 

Mr. Facxuer. During the Korean war period? 

Mr. Buair. By 19538, the Korean war impetus to price increases 
had pretty well spent itself. That had taken place in late 1950 and 
1951. This is 1953. 

Mr. Facxuer. I want to be sure that I have the period straight, 
Dr. Blair. You said that from 1949 to 1953 there was a decline in 
demand ? 

Mr. Buatr. Dr. Means had made the argument that by 1953 prices 
were, in general, in equilibrium —both administered prices and market 

rices. This, he said, came about as a result of a very rapid rise 
in market prices when controls were eliminated in the years imme- 
diately following World War II. The rises in the market price sec- 
tor were then followed by rises in the administered price segment 
in the years following that sharp increase in demand, which were 
roughly the years 1949 to around 1953. And, by 1953, he stated that 
the administered price industries had caught up in price with the 
increase in price which had earlier taken place in the market price 
sectors. So I think that Dr. Means would hold that the showing de- 
picted in chart D does, in fact, accord with his exception. 

Mr. Frucut. I disagree. Dr. Means said in the 1959 hearings, 
speaking of this period, 1942 to 1953: 

There is no evidence that administered prices as such had a tendency to go 
up more or less than market prices. 

That is on page 4757. 

He furthermore held that: 


There is strong evidence— 


Mr. Buair. He also stated on the next page, Mr. Frucht, that the 
excess demand had its initial impact on flexible market prices while 
administered prices clearly lagged behind. Then, he adds: 

Only in the later stages of this monetary inflation did administered prices 
catch up with the general rise. 

What you have depicted here is the catching up which he described, 
as I understand it. 

Mr. Frucut. The point I am making is this: We have a classification 
system which has been used to suggest that 1953 is a benchmark, that 
pricing behavior in this economy has in some way changed from that 
of earlier periods, that a qualitatively different kind of pricing be 
havior obtains now. I agree that there was a period of catching up. 
But I would point out to you that Dr. Means presented us with no 
chart on this, that he has asserted time and time again that the period 
to 1953 was a period of excess demand, that the classical monetary 
factors were at work during this period. 

Well, now, we have a classification that is subject to modification. 
That is the point. 

The point I am trying to make here is in essence that this classifica- 
tion is a very poorly chosen one. If we actually had administered 
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inflation back in 1947 to 1953, the possibility rises that perhaps we had 
classical inflation during the period which Dr. Means classified as one 
of administered inflation. This is one case. I will now give you 
another one. 

If you take the period 1951 to 1953, you will find behavior which, 
again, smacks remarkably of what Dr. Means calls administered in- 
flation. Table 2, on page 35, shows that four of Dr. Means’ price 
administration groups rose during that period, although two fell. 
We had a mixed behavior in the mixed group. In the market price 
group the price in every single one of Dr. Means’ competitive indus- 
tries fell. Now, I am not saying that you cannot explain in economic 
terms this price behavior, I am saying that this shows inconsistency 
with the Mean’s thesis and I refer you to his statement, which I quote 
on page 34 of our statement. He states that— 
the classical type of inflation such as we had after World War II and in the 
Korean war. 

This is a direct quote. 

These inflations were demand inflations in which there was too much money 
chasing too few goods. As a result of the excess demand, market dominated 
prices rose first and most while administrative prices lagged behind. 

Mr. Buarr. In all fairness to Dr. Means, I think we are all familiar 
with the fact that prices skyrocketed in 1950-51 and then leveled out 
in 1952 and 1953, and that in 1954 we had a recession. Now, I doubt 
whether he would contend that the period 1951-53 was a period of 
demand inflation such as he depicted in his chart 2 to be found on 
page 4750. 1 do not think it is fair to Dr. Means to say that we had 
in 1951-53 the same kind of demand inflation that we had in the period 
1942-47, most of which, of course, took place from 1945 to 1947. I 
think there is a great difference. 

Mr. Frucnr. My point is not that this cannot be explained. My 
point is not that there weren’t changes, that there weren’t periods of 
adjustment and readjustment and shifts in relative prices. My point 
is that Dr. Means has stated otherwise for the record and to the Com- 
mittee on Government Operations of the House of Representatives, on 
March 25, 1959. 

Then he stated categorically—and he was suggesting major policy 
changes to this committee—he stated without any qualification what- 
soever that these inflations were demand inflations. Now, clearly, 
they weren’t. I am prepared to agree with you that during such a 
period one would expect demand of certain kinds of durable goods 
to be very heavy during the war effort. I am not suggesting to you an 
alternative systematic economic analysis of this period. 

I am only saying that the classifications developed by Dr. Means do 
not show the stability, the consistency that Dr. Means’ statements say 
they do have and that his inferences require. 

Mr. Buatr. Do you have a table like this for 1950-51? 

Mr. Frucur. No, I don’t. 

Mr. Buatr. Would you submit it for the record ? 

Mr. Frucut. I would be glad to. 

Senator Krgauver. Let it be received and made a part of the record. 
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(A revision of the table referred to, with additions requested, 
follows :) 


Percentage change in wholesale prices for selected dates during the period of 
“classical inflation,” 1945-538 


[Grouped according to 3-fold classification of Gardiner Means] 


—— 


1945-51 | 1945-47 | 1947-51 | 1947-53 | 1951-53 | 1950-51 


Administered (black): 
Metals, metal products 
Machinery, motive products 
Nonmetallic minerals 
Tobacco, etc 
Rubber, rubber products. 
Pulp, paper, etc 
Mixed (gray): 
Chemicals, allied products..................-..- 
Fuel, power, etc 
Furniture, household 
Market (white): 
Leather products, etc 
Lumber, wood products. 
Textile products, apparel 
Processed food 
Farm products. 
Miscellaneous products 
All commodities. 
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1 Not available. 
Source: Computed from Bureau of Labor Statistics data, Supplement to testimony of Walter D.Fackler 
and Padraic P. Frucht, Apr. 23, 1959. 
Mr. Frucur. The point I would like to make here is that if you were 
to break down this period 1942, or, say, 1947, to the present, if you 


were to take it year by year, you would find all kinds of contrasting 

behavior. You would find a mix. One year one group of prices 

would go up, the next year another group. You would find no such 

consistency as Means alleges. Now I — out to this committee that 
1 


the major impact of Dr. Means’ work here at least, it seems to me, and 
it has been pointed out by many a political reporter—is the apparently 
overwhelming consistency in the behavior patterns of the black and 
the white industries. Well, now, the evidence here suggests that that 
consistency does not exist. I would now like to turn, if I may—— 

Senator Keravuver. Let me just ask you this, gentlemen. I have 
here a copy of the hearings with Dr. Means’ statements. He has 
undertaken to give a breakdown by years. You have 1951 to 1953. I 
suppose that includes the years 1951, 1952, and 1953. The main part 
of the Korean war was over, as I remember it, at the end of 1952. But 
the point I want to make, to find out from you, is this: Do you dispute 
the percentages of the charts showing the wholesale price changes in 
products in chart 1 of Dr. Means from 1943 to 1953 ? 

Mr. Frucut. No,sir. 1942 to 1953? 

Senator Keravuver. Yes. 

Mr. Frucnt. No, sir. 

Senator Kerauver. Page 4748 of the hearings before this committee. 

Mr. Frucnut. That isthe chart 2, is it, sir? — 

Senator Keravver. That is chart 1. 

Mr. Froucur. Chart 1; yes, sir. I haven’t looked into it. 

Senator Krravuver. It shows an average increase of $1 percent. 

Mr. Frucut. Is that in our appendix ? 

Senator Kerauver. I mean are you disputing that? 
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Mr. Frucur. At this point, I am not; no, sir. 

Senator Keravuver. Chart 2 is on page 4750. 

Mr. Faokter. Chart 2 is from 1942 to 1947? 

Senator Kerauver. 1942 to 1947, showing an average increase of 50 
percent. Do you dispute any of that? 

Mr. Frucur. No, we have not looked into the accuracy of this chart. 

Mr. Facxier. We are not disputing that these represent the prod- 
uct components of the wholesale price index. 

Senator Kerauver. Chart 3 on page 4752 shows the wholesale price 
changes by products 1953 to 1957. ‘That is the administered price in- 
flation chart. Do you dispute any of that? 

Mr. Fackuer. By dispute, sir, you mean ? 

Senator Kerauver. Do you challenge any of his figures? 

Mr. Fackuer. We are not challenging them on the basis of the 
wholesale price index—that these are inaccurate figures. We are 
disputing their relevance—his classification schemes, his picking par- 
ticular years, and his claims to having proven something from them. 
Of course, these are charts of wholesale prices. 

Senator Keravuver. I just want to make sure that the committee 
hasn’t been misled by these charts. 

Mr. Fackter. Remember, he has black, mixed and white groups. 
He has this classification, you see, some categories being competitive, 
others mixed, and others, the black ones, clearly administered prices. 
What we are trying to get over is simply that by this classification 
scheme and the periods used in conenction with his classification 
scheme, Dr. Means hasn’t proven anything. We are not carping at 
Dr. Means about his charts or anything else. We are really trying 
to get over the crucial point that there is a real problem here of the 
validity of evidence. That is the only thing, Mr. Chairman. 

Mr. Buatr. But your basic position, as I understand it, is not that 
his figures are wrong but that an erroneous interpretation as to the 
nature of inflation can be drawn from the charts that he presented ? 

Mr. Fackier. You can’t draw the generalizations that Dr. Means 
draws from them. 

Mr. Buair. As proof of that at page 35, table 2, you have shown 
greater price increases in the administered price areas than in the 
market price areas, the market price areas have fallen. You point 
out that this was a period of strong demand, and that, owing to the 
existence of the Korean war, and perhaps other variables, you would 
expect the pattern to have been reversed had Dr. Means been correct? 

fr. Fackter. We would have expected that from his statements. 

Mr. Buatr. Yes. 

Br Facxter. And this is a period for which he did not draw a 
chart. 

Mr. Buarr. Yes. Now, I want to point out that I don’t think that 
quite does full justice to Dr. Means, because the bulk of the increase 
in demand resulting from the Korean situation was over 2 years 
before, as far as it manifested in price. It was over in 1951. The 
all-commodity index jumped from 103.1 to 114.8. Then it began to 
decline. It declined to 111.6 in 1952 and declined further to 110.1 in 
1953. Furthermore, during these years immediately following 1951, 
the declines in prices were most precipitous in farm products, proc- 
essed foods, textiles, lumber and products which Dr. Means has re- 
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garded as market-priced in nature, whereas during the same period 
the price of metals and other administered price industries rose. 
Consequently, he would hold, I should imagine, that your table on 
page 35 supports, rather than contradicts his showings. 

Mr. Frucur. Dr. Blair, we do not dispute the proposition that 
Dr. Means would agree with us on this point. We are disputing or 
making the point only that this is within the period that he considers 
classical inflation. Now, you have suggested that the period 1951 to 
1953 is inappropriate for this purpose. But may I infer from this 
that you consider the previous period 1947 to 1951 a relevant period? 

Mr. Buatr. Whose period are you referring to? 

Mr. Frucnr. I am referring to “my” period, 1947-51. This is a 
period which neither Dr. Blair nor Dr. Means suggested as having 
any elements of administrative inflation in it. This is a period of 
classical inflation; isthat correct? Do you dispute that point? 

Mr. Buarr. The period 1945-47 was a period of rapidly rising 
demand. The period of 1949-50 and part of 1951, I would say, was 
also a period of rapidly rising demand. 

Mr. Frucnt. All right, then this isa period that I may characterize 
as conforming accurately, validly, and without any impropriety to a 
= of classical inflation. Now, I have some numbers and I would 

e glad to turn them over to you. I made them out very quickly and 
they are not included in my statement, but I have some copies for 
your benefit, and I will be glad to turn in a formal and properly 
organized set of data for this. But what I find is this, that the break- 
down 1947-51 shows the following: That the six groups dominated 
by price administration rose 27.7 percent on the average, and this 
is just a simple average I concocted this morning in a great hurry. 
This is a period of classical inflation in which the price administra- 
tion groups are presumed to have lagged. Now, regarding groups 
dominated by market prices during this period of classical inflation, 
they should have risen considerably more than the price administra- 
tion group, according to the Means thesis. My finding is that they 
rose only 15.2 percent. They lagged behind the administrative prices. 

My point here is that, again, the classifications do not stand up. 
They don’t make any sense. What we have had from Means is two 
charts, very well selected charts to show a certain kind of persistent 
behavior in “classical” inflation as defined and two charts to show 4 
certain kind of relative price behavior in “administered” inflation. 
Actually, picking years within the period, taking a rather wide sweep 
of years and breaking the period down several ways, we find that his 
classifications simply do not stand up. 

Mr. Bratr. But if you are going to test Dr. Means’ proposition, I 
suggest that you use his beginning year for the demand inflation 
period, namely 1945, instead of 1947, because 1947 was right in the 
middle, or toward the end, of a sharp increase indemand. 

When you submit your statement, will you prepare a similar table 
based on the period 1945-51 instead of 1947-51 ? 

Mr. Frucnurt. I will doso, sir. If I had time and resourees, I would 
like to make a thorough study of this. But I simply don’t have that 
time. I have other duties. 

My point is that if a really thoroughgoing statistical study of price 
behavior in this period were undertaken it would involve year-by-year 
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comparisons for all the years. It would involve taking changes by 
several years, by still more years, and moving these up and down. 
It would involve a systematic study. Now Dr. Means has suggested 
that with four such pieces of information this Nation should under- 
take to change the institutions governing the behavior of its markets. 
All I am really attempting to say here is that this evidence is com- 
pletely inadequate for this purpose. 

Now I have one more table and one more chart. that I would like 
to throw into evidence, because I think it highlights and makes my 
point most strenuously. 

That is the price behavior for the period July 1957—March 1958. 

Now as we all know 

Mr. Brair. What page is that please? 

Mr. Frucnr. That is on page 37a. 

Senator Krravuver. All this is very interesting but I think I should 
point out that Dr. Means’ testimony was in another series of hearings 
we had. This testimony would have been a good deal more relevant 
in that series of hearings. 


Mr. Facktrr. I would like to just make one comment, Mr. Chair- 
man, on that. 

In your letter inviting our testimony, you said that your hearings 
and the evidence pr esented to the committee had given rise to the be- 
lief that there was a very serious problem, with which the O’Mahoney 
bill was designed to cope. 

Now if we are going to talk about S. 215 and ask: “Should we or 
should we not adopt something like this?” it seems to me particularly 
relevant to examine the character of the evidence on which the need 
for the kind of legislation being proposed is based; and that was the 
sole purpose of trying to come here with our kind of analysis. It was 
not to carp at Dr. Means or anyone else. We are only interested in 
the character of the evidence which has been submitted to this com- 
mittee and on which proposals such as S. 215 are reported to be based. 

Senator Krerauver. Very well. This committee has had an investi- 
gation of the steel industry and of the automobile industry and we 
have had an investigation of oil. 

What the country y,1 think, is immediately interested in is this: They 
know what happened in the merease in the cost of living last year 
when the price of steel went up, and in certain years preceding that. 
Senator O’ Mahoney undoubtedly had i in mind the fact that if there is 
going to be another price increase in steel this year, we are going to 
have another round of inflation which on top of some of the others 
would not be a good thing for the public or for our country. 

He says here that it is— 





a measure designed to prevent by the light of advance publicity alone unneces- 
sary and unwarranted price increases at a time when all of the people and all 
of the governments of the United States, local, State, and National are suffering 
seriously from inflation. 


Then he started with concentrated industries particularly those 
which we have studied here. 

So while we are glad to have this, I think the main thing we would 
like to know when you finish your resentation here i is, Do you think a 
price increase in the price of steel, a substantial one, would be infla- 
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tionary? Do you think that it would be in the public interest to 
focus the spotlight of publicity on what both industry and labor do 
and what the reasons for the price increase are, if there is going to 
be one? That is the issue involved here. But you proceed with your 
prepared paper. 

r. Fackier. We will finish up very quickly here, Mr. Chairman. 
We would like to call attention to the last chart on page 37a. This 
is chart E, which shows the wholesale price index based on Dr. 
Meang’ criteria and groupings, and uses his classifications ; we use the 
period of July 1957-March 1958, because Dr. Means himself has 
stressed this period as so relevant. 

This was the period of the recessionary decline when you could say 
there was obviously no excess aggregate demand. 

There was clearly a deficiency in total demand, and this period 
shows it clearly. He came before your committee on March 10, a 
little over a month ago, and said, “Here is clearly a case of administra- 
tive inflation.” And he presented a table and said, in effect, “See the 
administered prices? It is in the administered price sector where we 
had prices rising even in a recessionary downswing.” 

But for his table he did not draw a graph; and all we are doing here 
is supplementing that record, again not to carp at Dr. Means but so 
that this committee can evaluate the evidence. There was no men- 
tion in his statements before this committee that he had omitted 
groups representing 3314, roughly 33 percent, of the weighting of the 
wholesale price index. 

So if you take his table, draw it according to his scales and add 


the groups omitted. Table E is a picture of administrative inflation 
using Dr. Means’ own classifications during the period of the down- 
swing, as he a it, from July 1957 to March 1958 in his reply to 


Dr. Young of the Federal Reserve. 

All we are asking is: is this administrative inflation? Here are the 
big white groups that are omitted entirely from his table; when they 
are added, the black increases then don’t show up, as they did in 
his table 2, to be the major culprits. Now all we are saying, Mr. 
Chairman, is that this committee, which is examining a very impor- 
tant piece of legislation that will affect the economy very seriously, 
ought to be very much concerned about the character of the evidence 
that has been submitted to support the administered inflation thesis. 

We do not claim that these charts prove or disprove anything. But 
we do say that on the basis of these classifications, which Dr. Means 
admits are purely subjective, that there are no objective criteria by 
which someone else could arrive at the same conclusions because he 
has his own classifications, and he has his own date. Yet he says that 
his evidence clearly shows administrative inflation. 

And he said this to you on the 10th of March, omitting these three 
vital white groups. Now, we merely call attention to his oversight. 
We don’t want to be unfair to Dr. Means. because in his testimony 
before the Joint Economic Committee he did mention that he was 
omitting from his table farm products because there were some ano- 
malies. But that is precisely the point. There are always anomalies. 


It would be a peculiar year in agriculture when there were not 
anomalies in supply. 
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Mr. Buarr. I think that particular anomaly, if you will recall, 
was the worst freeze that had ever occurred in Florida’s history—— 

Mr. Fackter. Precisely. 

Mr. Buatr. Which destroyed the fruit and vegetable crop that 
reaches the markets around February and March of the year. 

Mr. Facxuzr. That is precisely the point. 

Mr. Bua. Just one moment. And because that was such an un- 
usual event, he felt that to incorporate farm products, the price of 
which would have risen almost entirely as a result of a rise of one and 
its components, fresh and dried fruits and vegetables, would cause 
misunderstanding rather than promote understanding. Also in the 
other item that you have shown he omitted miscellaneous products. 
The only item in that group which rose markedly in price was manu- 
factured animal feed. There again we -_ have a seasonal factor or 
perhaps that is an administered price product. 

Mr. Facxter. He did not explain why he omitted the miscellaneous 
group. As a matter of fact, to this committee he did not even make 
note of the fact that he had omitted it and the others. Only if you 
had known that he had gone before the Joint Economic Committee in 
January or February and had his statement from those hearings, 
would you have known he had omitted several groups in his statement. 

Now when I say precisely, I mean that the point you make is per- 
fectly valid. If you are going to make a classification system and 
then you are going to select years to fit data into your classification 
system, ostensibly to prove a thesis, and then when the data do not 
bear out the conclusions that you have stated positively are shown 
by the data, you cannot simply say “Well let’s throw this one out 
for this reason, let’s throw another one out for another reason.” You 
have to go back systematically through all your other periods and try 
to point out anomalies there. 

ou have to adopt some objective criteria to determine what you are 

going to include. and why. Because there are always changing con- 

itions of supply and demand, as well as frosts. in various markets. 
In agriculture this is always the case. 

Senator Keravuver. I don’t understand. In your chart here you 
are referring to July of 1957. I don’t find any chart that Dr. Means 
has submitted. 

Mr. Facxuer. It was table 2 in his March 10 statement. I don’t 
have a copy of the hearings. We have the original mimeographed 
statement. That is from where it was taken. 

Senator Krerauver. I mean there is nochart. 

Mr. Facxuer. No, he didn’t have a chart, sir. That is precisely 
the point. 

Senator Keravver. I think at the conclusion of your statement in 
fairness we should give Dr. Means the opportunity of reading it and 
making any explanation he wishes. 

(Dr. Means’ comments may be found on p. 5778.) 

Mr. Facxter. I would be very happy to see Dr. Means’ comments, 
sir. It is not Dr. Means or anyone in that we are talking about. 
Again let me repeat we are talking about the character of the evidence 
on which you as a representative of the American people are called 
to decide important issues of public policy; and we say that the evi- 
dence so far presented is so inconclusive that it just can’t be used. 
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Mr. Buatr. The worst freeze in Florida’s history is not a regular 
anomaly. The destruction to the crops was quite extensive. 

Mr. Facxuer. I am sure that is true but there are always these 
changes going on in agriculture. 

Mr. Briar. Yes. 

Senator Kerauver. Let me ask you this. In Dr. Means’ chart IV, 
which is on page 4754 of the hearings on administered prices, there 
seem to be about a 38 percent wholesale price change in steel from 
1953 to October 1958. Does that conform with your information ? 

Mr. Facxuer. Taking steel out of the other category? You mean 
in Dr. Means’ chart IV, is that right? 

Senator Krerauver. Yes. 

Mr. Fackuier. Yes, I don’t dispute the height of the data; these are 
wholesale price data based on major commodity groupings. He has 
taken out steel from a major group to show it separately. Again it is 
the classification scheme and the way it is used that we are objecting 
to, sir. 

Mr. Frucut. I would like to point out furthermore, sir, that the 
President’s economic report estimates that the increased farm income 
resulting from increased prices in fresh fruits and vegetables was all 
of 8 percent. I am sure that some other items of farm income were 
declining to some extent. 

And in the case of livestock, income went up because of the supply 
conditions in meat by the amount of. 40 percent according to the 
President’s Economic Report. Now what I am suggesting to you is 
this: Undoubtedly if you will look back in the record, you will find 
similar shortages, gluts, and so forth, in agricultural production. 

You will find instability a characteristic of agriculture. 

Now, how important is this instability? How much does it bias 
our figures?) How much variation in the prices or the incomes of 
farmers can we allow before eliminating such a series for one or more 
years? Now, are the prices of the WPI farm products index within 
bounds in all other past years included in Means’ charts? No caleu- 
lation of this sort was made, or, at least, referred to. Now, consid- 
ering again the question of the impact of farm price increases on 
processed foods, how large is that factor in the prices of this group? 
No calculation was made on that, either. I have information that the 
price of meat is only about 50 percent of the price of processed meats, 
that the price of vegetables is only about somewhere in the low 30's 
as a percent of the price of vegetables in the retail market. Now, if 
we have a small increase in one part of a large bundle and array of 
farm products which gets cut down in relative importance as it moves 
up to the consumer, can that be an excuse for throwing almost 30 per- 
cent of the total WPI index out, particularly when its behavior is in- 
consistent with the hypothesis raised? Now, I would suggest, as an 
economist, that objective standards should have been established, that 
some criteria should have been established whereby the rest of us could 
have worked through the whole data and established the soundness 
of Dr. Means’ reason for rejecting farm products and processed foods. 
Then we would have had an opportunity to observe the effects of using 
this criterion in 1947, 1948, and so forth. 

In other words, how much of this consistency and stability in the 
findings in his four tables is due to the fact that he overlooked 
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anomalies of this kind? We have no way of knowing from Means’ 
statements. 

Mr. Dixon. Mr. Chairman, may I ask one question here ? 

I was impressed with all of the experts who came before us, gentle- 
men, in the administered price hearings that were begun by this sub- 
committee. We started the hearings with the theory behind adminis- 
tered prices. The subcommittee then applied that theory by studying 
the pricing practices of the steel and automobile industry. We also 
made a study of asphalt roofing pricing practice. 

I have listened patiently to your statement and I have been im- 
pressed that we have been hearing you attack theory. You have not 
dealt with the practical facts that lead Senator O’Mahoney to intro- 
duce his bill the fact of the way prices are established and announced 
in the steel industry, in the automobile industry, and in the petroleum 
industry, and in other industries where there is a large degree of con- 
centration. You have been impressive with your criticisms of Dr. 
Means, but I would still like to have you comment upon whether or 
not our present antitrust laws, or any other laws that you know about, 
have been effective in any way in regulating the pricing practices of 
the steel industry, where prices have consistently been raised upward, 
upward, upward over a long period of time. 

Senator O’Mahoney introduced his bill for the purpose of illuminat- 
ing that type of pricing. As to whether Dr. Means is right or whether 
you are right or whether anybody is right when you apply that to 
the fact—we are faced with facts in addition to theory here. Do you 
think that it would be healthy, Dr. Fackler, for the steel industry to 
increase prices again $6? Do you think that would help the economy 
of this country ? 

Mr. Facxuer. Mr. Dixon, as I said before, I am not an expert on 
the steel industry, and I don’t know how the price of steel is likely 
to behave next year. I don’t know what the wage negotiations are 
going to bring forth or anything about it. 

As I said at the beginning, you can’t look at particular prices, steel 
being one of them, and say that this is inflation. Now if you have 
evidence that in particular industries there is monopoly, there is a 
great deal of market power and ability to distort the allocation of 
resources in the economy and the distribution of incomes in the econ- 
omy, this is certainly a matter of serious concern. You should be 
investigating such power and ways in which that power can be 
neutralized—not starting at the other end and by using a blanket 
arbitrary standard to drag selected producers or manufacturers or 
sellers in almost any other line of commerce (they don’t have to be 
manufacturers accrding to the bill) through a process that is essen- 
tially meaningless to begin with. 

Mr. Dixon. Dr. Fackler, Senator O’Mahoney has studied this prob- 
lem practically a lifetime. 

Mr. Fackirr. Yes, sir. 

Mr. Drxon. He introduced a similar bill to this, I understand, in 
1948. He went through it in the TNEC hearings. 

Mr. Facxtrr. That’s right. 

Mr. Dixon. He has now gone through administered price hearings. 
If any living soul in the United States is entitled to have a compre- 
hensive understanding of the problem of monopoly and concentration 





5258 ADMINISTERED PRICES 


in pricing, I think Senator O’Mahoney is entitled to that understand- 
ing. And it is based upon that understanding that Senator 
O’Mahoney introduced this bill. 

Mr. Facxuer. Yes; but I think in this case Senator O’Mahoney is in 
error. I respect and admire him for dealing with and thinking about 
a oe with which he has become very much concerned on the basis 
of his experience; that is, what happens in a society when organiza- 
tions, corporations and other large blocks of economic power appear 
to dominate the scene ? 

What happens to the individual? What happens to competition? 
I am just as much concerned as the Senator is about this particular 

roblem. This is a real and important issue. But in part the prob- 
em depends on one’s view as to how competitive the system really is. 

In large measure it depends I think on one’s image of the economic 
system. 

"Bete look out the window here and they see the economic system 
as being dominated by a few giants subject to no constraints, no mar- 
ket constraints, no demand constraints, no constraints of entry, of sub- 
stitution and so on so they see hardly any competition at all. 

Others look out and they see a perfectly flexible sea of competition, 
a nice flexible economy. Everything reaches new equilibria very 
quickly after every disturbance. Perfectly competitive. Others see 
the system as a kind of a mixed sort of thing. 

(At this point, Senator Hart withdrew from the hearing room. ) 

Mr. Facxter. It is sort of like those maps, Mr. Dixon, that you 
sometimes see—tourist maps, where you get the Texan’s view of the 
United States, or you have the New Yorker’s view of the United 
States. You have seen such comic maps, where here is New York City 
and New York State—they constitute practically half of the United 
States—in the middle there are some Indians and cowboys running 
around in a kind of a desert, and then there is a little Sahara, or oasis 
rather, out on the west coast. Such is the New Yorker’s view of the 
United States in these comic maps. 

Well, I think that our view of the economy is often of this type. We 
have a distorted view. Now with all due respect for Senator O’Ma- 
honey and his wide experience and the sincerity with which he is try- 
ing to deal with problems as he sees them, I think that his view un- 
derestimates the effectiveness and the degree of competition that does 
exist in a dynamic changing economy, and that there is a good deal 
more competition than he assumes. 

Senator Kerauver. I appreciate the importance of what you have 
been saying and the fact that different people have different view- 

oints. But all of these elements have to be taken into consideration. 

come back to this chart IV. Steel shows an increase of almost 40 
percent in 5 years. Would the chamber of commerce be concerned 
if we had another 40 percent increase in 5 years in the price of steel? 
Some of your smaller members are writing us that they are terribly 
alarmed about it. They have to buy the steel which they fabricate. 
They also write us that if this is going to be the pattern, what is going 
to be the wage situation and the general price situation? Big wage 
increases are granted here and that sets the pattern for what every- 
body else does. 

Mr. Facxuer. Then it is a question of wage leadership, I should 
think. Is that right, sir? 
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Senator Kerauver. No. That is part of it certainly. But it is also 
a question of price leadership. The price of steel has risen almost 40 
percent in 5 years. Your little members are writing us they are con- 
cerned about it, or please don’t let it happen any more. 

Are you going to be concerned if there is another 40 percent increase 
in the next 5 years? 

Mr. Facxter. This is a question that is—really, there is no answer 
to it. If there is monopoly pricing in steel, I am very much concerned 
about it. But I would like to see it, steel, considered on its merits. 
You weren’t here, sir, but in our statement on S, 215, in the early 
part of the statement when we were addressing ourselves directly to 
this issue, we said that these things, administered prices, monopoly, 
etc. should be decided on a case-to-case basis where the relevant eco- 
nomic and legal considerations can be brought forth. You can’t get at 
the problem with this kind of blanket thing, S. 215. 

I don’t know the reasons for the cause in the rise of steel prices. I 
know that other prices have gone up too. Dr. Means has broken one 
particular price group out of a major category in his charts but there 
are lots of other prices that have gone up as much as steel. A great 
many prices have gone up more than steel. Should we then, on the 
basis of the amount of particular price increases during a period, a 
general inflationary period over several years, not be just as concerned 
about other prices if the amount of the rise is the basis that we are 
going to use to select our particular industries for scrutiny of their 
pricing policies. 

Senator Kerauver. All right. 
clude. 

Mr. Frucur. Senator, I would point out, for instance, that the 
American people are tremendously concerned about what happens to 
the price of medical service; and, while I don’t have a breakdown 
here, I will be willing to bet that those services have gone up more in 
price than steel. Why did they go up? Wages went up. Nurses, 
cones; salaries went up. Doctors are making more money. 

lospital expenses are up. Medicines are higher. There are all kinds 
of reasons for this. Why select just steel?’ Why impute so much 
to one industry when there are so many candidates? We are or should 
be equally concerned with rising prices in all of these sectors. 

Senator Krrauver. Of course, this bill applies to everybody that 
fits the pattern. The distributors don’t come under the monopoly 
laws. The reason we are interested in steel, among other things, is 
that steel is usually called the bellwether of our economy. Everybody 
uses steel. If the prices of steel go up, there is bound to be some 
price increase in all the things that use steel. It is the trigger that we 
have found in the past has a good deal to do with whether we have 
inflation or whether we do not. Don’t you think that is true? 

Mr. Facxter. No, sir, I don’t think that you can say that steel or 
any other industry is the trigger for the economy. I think there 
have been a lot of assertions about this, but I don’t think it has ever 
been proven satisfactorily as to how it happens and why it happens. 

_ Senator Kerauver. You don’t think steel is particularly a basic 
industry, then ? 

_ Mr. Facxuer. As I said earlier in my statement, I don’t think steel 
is any more basic to our present standard of living, than what we 


Now, gentlemen, let’s try to con- 
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consume, than many other things, than transportation, than fuel, the 
price of wholesale and retail services that are added on. What is 
basic? This isthe question. What criteria do you use to say this is a 
basic industry ? 

Senator Kerauver. Generally such things are referred to in the 
things that I read. 

Mr. Facxuer. As I pointed out, labor, too, sir, is a basic industry, 
the most basic industry of all. 

Senator Kerauver. It is very basic, I agree with you. The cost 
of labor is very basic. 

All right, sir, let’s see if we can finish up. 

Mr. Fackter. We are at your convenience here, sir; we don’t want 
to take any moretime. We have a long statement and we don’t expect 
to cover it all. Wejust wanted to hit some highlights of it. 


RELEVANCE OF DATA AND VALIDITY OF METHOD 


As we pointed out earlier, consumer prices, or fina] prices, are a more 

appropriate indication and measure of inflation than intermediate 

rices. It is somewhat surprising, therefore, that Dr. Means devotes 
is attention solely to the behavior of wholesale prices. 

By grouping wholesale prices in various ways, Dr. Means purports 
to prove that the war and immediate postwar period 1942-47 or 
1942-53 was a period of “classical” inflation characterized by excess 
demands, with “market” or “competitive” prices rising faster than 
“administered” prices. Price movements in the period 1953-58, Dr. 
Means avers, demonstrate conclusively that administered prices are 
the chief inflationary culprits with monetary and demand factors 
playing, at best, or worst, a very minor role. 

The BLS Wholesale Price Index, WPI, is composed entirely of the 
prices of goods in process including goods that go to other producers 
as well as those destined ultimately for consumers. Moreover, the 
WPI contains in transit only a part of those goods which make up 
a typical bundle of goods and services purchased by the consumer. 

Increases in prices of goods in process are no more important than 
increases in wage rates for labor services contributed throughout the 
various stages of production. The final costs and prices are deter- 
mined not only by prices of inputs but by how unit costs are affected 
by productivity improvements, quality changes and the costs which 
are subsequently added in the channels of distribution. Actually, 
only about one-third of the index represents wholesale prices received 
by producers; the other two-thirds of the index measure wholesale 
prices paid by producers.! This is shown in the Bureau_of Labor 
Statistics’ classification of commodities inculded in the “Wholesale 


1See U.S. Department of Labor, Bureau of Labor Statistics, ‘Economic Sector Indexes, 
January 1947—July 1955,” and monthly reports on “Wholesale Prices and Price Indexes 
(Wholesale Prices by Stage of Processing).” 
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Price Index by Economic Sectors,” or, as it is ealled now, by “Stages of 

Processings,” as follows: 

Prices paid by producers: Weights 
Crude materials for further processing 


Intermediate materials, supplies and components 
Producer finished goods 


Subtotal, prices paid by producers 


Prices received by producers: 
Consumer foods (crude and processed) 
Consumer durable and nondurable goods (other than foods) 


Subtotal, prices received by producers._.................--—....--=. 


Grand total 


1Cf. Bureau of Labor Statistics, “Wholesale Prie Index, Relative Importance 
vidual Commodities, December 1957,” based on 1954 weight diagram, table 2, p. 36. 


The only sector of the Wholesale Price Index that can be used 
for measuring partial inflationary effects consists of the prices re- 
ceived by producers, that is, the prices of those goods that will later 
flow through the normal distrubution channels into the hands of the 
consumers. The other prices, to the measurement of which two-thirds 
of the Wholesale Price Index is devoted, are prices which the pro- 
ducers had to pay for crude and intermediate materials, for supplies 
for component parts of the end product, and for tools and equipment 
required in the production processes. While changes in the prices 
of these intermediate products, together with changes in wage rates, 
taxes and profits, which are not included in the Wholesale Price Index, 
can yield a partial explanation of the changes in prices received by 
producers, they do not measure those price changes any more than they 
measure inflation. On the contrary, their uncritical use in an analysis 
of price inflation seriously distorts the analysis and results in a griev- 
ous misstatement of the impact of “administered prices.” 

Yet, this is precisely the error of Dr. Means when he uses indis- 
criminately all parts of the Wholesale Price Index, the prices paid 
by the producers as well as the prices they received, to measure infla- 
tion. The resultant distortion contained in Dr. Means’ figures is 
substantial. Its exact magnitude can be ascertained by measuring 
separately changes in prices paid and prices received by manufacturers 
and processors. 

In chart A, and supporting table 1, which covers the same period 
and the same prices changes, in the Wholesale Price Index as Dr. 
Means’ chart 1V, we separate out prices by stages of processing to 
eliminate or minimize the bias of double counting. As in Dr. Means’ 
chart IV, the height of the columns represents price changes, and 
the width, the relative importanct of the various groups, as weighted 
by the BLS. As can be seen, about two-thirds of the chart, on the 
left, represents prices paid by producers, subdivided into a number of 
categories, and only about one-third, to the right, reflects the prices 
received by producers included in the index. The chart clearly shows 
substantial price increases in the goods purchased by producers, and 
the relatively smaller ones passed along toward consumers. Simple 
arithmetic indicates that, of the total price increases in the Wholesale 
Price Index during the period 1953 to October 1958, about three- 
fourths was paid by producers, while only about one-fourth was passed 
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along toward consumers. In other words, by choosing the Wholesak 
Price Index as a tool for measuring the effects of inflation and using 
it in the way he does, Dr. Means significantly overstates the magnitude 
of what he calls “administrative inflation.” 


(Chart A, and supporting table 1 are as follows :) 


CHart A 


SOURCE: BLS 
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Tholesale TaBLE 1.—BLS wholesale price indea, by stages of processing—Changes between 
19538 and October 1958 


1953 October | Change | Weight! 
1958 


Prices paid by producers: 
Crude materials: 

Foodstuffs and feedstuffs Lb 83.9 

Nonfood materials, excluding fuel- --- L 

Crude fuels 2 123.1 

— materials, supplies, components, producers’ 
goods: 

Nonmanufacturing industries: 
Supplies se 101.0 
Processed fuel : os 5. & 106.9 
Construction materials and components i 134. 2 
Producers’ finished goods 146.3 

Manufacturing industries: 
Intermediate material for food manufacturing - - ---- 101.4 
Intermediate material for nondurable manufactur- 

ng 104. 2 

Processed fuel and lubricants 104.9 
Containers 137.9 
Supplies. oie 140.5 
Intermediate material for durable manufacturing. 156. 2 
Se a A dead betleeaeentabe 150. 2 
Producers finished goods 155.0 


Ome Fo HINES 


1 


NIL CNOSCRK ON SO Ors 


Subtotal, prices paid by producers 


z 








Prices received by producers: 
Consumer foods (crude and processed 
Consumer durables and nondurables 


Subtotal, prices received by producers 107. 1 113.3 


Grand total, BLS Wholesale Price Index 110. 1 119.0 


1 December 1957 weights (relative importance), BLS. 
? Consumer durables 113.8; 125.0; +-9.8; 7.7; consumer nondurables (except food) 106.9; 112.2; +-5.0; 13.7. 


Source: BLS Wholesale Prices and Price Indexes, 1953 and October 1958 (final). 


Mr. Facxuer. The difference between prices paid by producers and 
received by producers is striking, and all the more so because the 
Wholesale Price Index does not reveal other cost increases which 
have been absorbed by industry. As the Bureau of Labor Statistics 
reports elsewhere, — rates paid by producers, hourly earnings of 


production and related workers in manufacturing, increased by more 
than 20 percent during the same period. 

Why, then, is it that with such substantial increases in so many major 
production costs, prices received by producers increased only 5.8 per- 
cent during that period? The answer is both obvious and familiar. 
It is that improvement in technology, material utilization, produc- 
tivity, and managerial and labor skills have enabled producers, gen- 
erally, to offset a significant part of the price, wage, and tax increases 
which they had to pay, so that the — which they sold for ultimate 
use by consumers were only slightly higher in price when they were 
sent on their way. 

We are not carping at Dr. Means. If his ideas are really sound, 
they will be all the more influential and useful after they have sur- 
vived rigorous criticism. But we urge the committee to stand back 
and look at Dr. Means’ use of the Wholesale Price Index in perspec- 
tive. Why not look at the Consumers’ Price Index, also, to see if it 
helps confirm Dr. Means’ findings? 

In chart B we have plotted the components of the CPI for the two 
major periods Dr. Means uses to portray wholesale price movements. 
As in Dr. Means’ charts, the width of the components represents rela- 
tive weights—in this case the base weights established in 1952. In 
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Dr. Means’ period of “classical” inflation from 1942 to 1953, food 
prices accounted for the largest element of increase with durables 
in second place. Since Dr. Means might be expected to say that the 
prices of rurables are more likely to be “administered” than_ other 
prices, we should expect durables to lag behind nondurables and serv- 
ices in this period. 

Notice, further, that in Dr. Means’ period of “administrative” 
flation, 1953 to October 1958, services led the parade with consumer 
durables at the bottom end of the scale utente showing a decrease 
over this period of 1 percent. Is this the kind of behavior we would 
expect from Dr. Means’ pronouncements that “administered prices” 
have been the inflationary thief preying on consumers? 

(Charts B and C are as follows:) 
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Chart C? show the CPI for another period characterized by Dr. 
Means as a period of “administrative inflation” par excellence—the 
recessionary decline, July 1957 to March 1958. Here, again, the data 
and the consumer will not bear out Dr. Means’ assertions. Durables 
come off rather well indeed; services continue their seemingly inexor- 
able march upward. 


CuHart C.—CONSUMER PRICE INDEX, CHANGES IN MAJorR GROUPS 
July 1957 = March 1958 
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Mr. Facxurr. The second part of chart C covering 1955 to the pres- 
ent, February 1959, is added for the sake of the record. The com- 
mittee may want to inspect it also, since it was in 1956 that the CPI 
started to rise after several years of virtual overall stability. 

If prices received by producers rise to a much lesser extent than 
those paid by consumers, does not this suggest that something other 
than the increase in prices received by producers is responsible ¢ 

For Dr. Means’ periods of “administrative inflation,” 1953 to October 
1958, prices received by producers rose 5.8 percent, while the CPI rose 
8.1 percent. Worse than this, the price rise of durables in the CPI 
was a negative 1 percent and the nondurables rose only 6.4 percent. 
Services and rent, on the other hand, rose 16 percent and 11.4 percent, 
respectively. 

It is passing strange that a set of prices which rise more slowly 
than the average can be presumed without further analysis, to be 
responsible for the behavior of the average in a statistical sense. We 
would be most interested in any attempt to explain how this could be 
expected to come about. 

Let us emphasize that we do not say that our charts based on the 
WPI and CPI prove or disprove assertions as to the cause of infla- 
tion. But we do say there is still much explaining to do. Clearly 


2Chart C is drawn to a larger scale than chart B, since one of the periods involved is 
80 short that the smaller scale would be too difficult to read. 
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Dr. Means’ highly oversimplified, aggregative, partial approach at 
the wholesale level is hardly a start, even a very feeble start, toward 
supporting sweeping generalizations about “administrative inflation.” 

ot let us turn to Dr. Means’ evidence proper, bearing in mind that, 
however carefully sifted, it represents the grain in only one corner 
of the granary. 


THE CONSISTENCY OF THE FINDINGS WITH THE EVIDENCE 


The novel ideas of Dr. Gardiner Means do not stem from a reformu- 
lation of economic theory. Rather, they flow from a set of empirical 
findings which are believed by their discoverer and his adherents to 
constitute a strong prima facie case for legislative action and for a 
major overhaul of economic theory. 

The heart of Dr. Means’ position rests on the validity of his dis- 
tinctions between “classical” and “administrative” inflation, and be- 
tween the behavior of what he terms the “administered-price” and the 
“market-price” groups in the wholesale price index. His thesis, of 
course, is that the inflation since 1953 has been a new kind of infla- 
tion, characterized by the absence of excess monetary demand and by 
ever higher prices established by those price setters with discretionary 
price-setting power. 

Because it is so crucial to his argument, we would like to quote a 
number of Dr. Means’ statements regarding the various periods of 
inflation. Speaking of the period 1942 to 1953, he holds: 


* * * There is no evidence that administered prices as such had a tendency 
to go up more or less than market prices * * ** 


Regarding the period 1942-47, he holds: 


* * * The administered prices lagged very much behind and in that way 
slowed up the process of inflation.‘ 

Again: 

* * * there is strong evidence that this inflation from the increase in the 
stock of money had run its course by 1952.° 


And: 


I could produce much more evidence that the price inflation from 1953 to the 
present was not the product of “too much demand” but was the product of 


8“Administered Prices: Part 9—Administered Price Inflation: Alternative Public 
Policies.” Hearings before the Subcommittee on Antitrust and Monopoly of the Com- 
mittee on the Judiciary, U.S. Senate. Government Printing Office, Washington, D.C., 
1959. p. 4757. 

* Ibid., p. 4758. 

5“Administered Prices: Part I—Opening Phase—Economists’ Views.” Hearings be- 
fore the Subcommittee on Antitrust_and Monopoly of the Committee on the Judiciary, 
U.S. Senate. Government Printing Office, Washington, D.C., 1957, p. 95. 
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administrative power with which your committee is concerned. I could show 
how between mid-1953 and mid-1955, a period of recession and partial recovery, 
administered prices rose and their rise was accompanied by a fall and partial 
recovery in market prices; how from mid-1955 to mid-1956 both administered 
and market prices rose; how from mid-1956 to mid-1957 administered prices 
rose and market prices fell; and how from mid-1957 to mid-1958 administration- 
dominated prices rose and market-dominated prices again fell. Whether market 
prices fell with a fall in general demand or rose with a rise in general demand, 
administered prices steadily climbed * * *. Clearly, so far as wholesale prices 
are concerned, the dominant fact of the inflation since 1953 has been its admin- 
istrative character * * *.° 
Furthermore, on March 10, 1959, we find Dr. Means insisting: 


* * * if we examine price changes from July 1957 to March 1958, what do we 
find? * * *the administration-dominated prices continued to rise in an ad- 
ministrative inflation which was marked by the depression fall in market- 
dominated prices * * *.' 

The picture of the inflation that emerges from Dr. Means’ analysis 
is a black one, no doubt about that. So black is it, in fact, that one 
is inclined almost to accept it without further ado. But let us look 
further into the matter. 

Dr. Means demands rigorous proof from his critics, and certainly 
the same may be demanded of him. 

Consider the period from 1942 to 1953, characterized by Dr. Means 
as one of the “classical inflation.” In such a period, he claims, we 
can expect to see “all groups of prices move up more or less 
together.” ® This conclusion is shown by his chart I, in which the 
blacks, whites, and group are well mixed. 

But Dr. Means does not provide us with a chart for 1947 to 1953, 
a major part of the period of “classical inflation”—though we are 
a with chart II, covering 1942 to 1947. This is unfortunate 

cause a chart for 1947 to 1953,:drawn on the same basis as Dr. 
Means’ charts, shows that the black administered-price product 
groups, on the whole, made the largest price increases of the period, 
though the picture is not perfect. We introduce our chart D, show- 


ing this; the committee may wish to compare it with Dr. Means’ 
chart IV. 


*Statement before the Senate Antitrust and Monopoly Committee, Dr. Gardiner C. 
Means, economist, Mar. 10, 1959, pp. 13, 14. 


'Ibid., p. 17. 
§“Administered Prices—Part 9,” op. cit., p. 4747. 
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(Chart D is as follows:) 
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Mr. Facxter. One might well wonder why Dr. Means did not see fit 
to label this period also as one of “administrative inflation.” This 
would, however, have created a problem for him because, as he has often 
said, monetary demand was excessive until the early 1950’s. Since Dr. 
Means’ analysis of “classical inflation” builds on the proposition that 
under such conditions market prices rise faster than administered 
ones, it is easy to understand why his discussion of the period from 
1947 to 1953 is notable for its skimpiness. 

Dr. Means considers the period from 1951 to 1953 one of classical 
war inflation: 


* * * the classical type of inflation such as we had after World War II and 
in the Korean war. These inflations were demand inflations in which there 
was too much money chasing too few goods. As a result of the excess demand, 
market-dominated prices rose first and most while administrative prices lagged 
behind.® 

But, unfortunately for this thesis, the facts tell exactly the opposite 
story. From 1951 to 1953 all of Dr. Means’ white or market-price 
industries suffered price declines, while all but two of the black ad- 
ministered-price groups rose. See table 2, below. 

(Table 2 referred to may be found on p. 5300. Column 5 of table 2 
gives the figures under discussion at this point.) 

Table 2 , (column 5), alone should be enough to negate Dr. Means’ 
thesis, but we continue on to show that there is an excess amount of 
material available for this purpose. 

Dr. Means is in worse trouble for the period of recession from July 
1957 to March 1958 because he has made a great deal out of the evidence 


here, and because the nature of the per iod makes the setting of blame 
for rising prices here a matter of special concern. 

Much politic al capital has been made out of Dr. Means’ finding 
that administered prices were chiefly responsible for the rising prices 
of that period of recession. He states the obvious: 

Actually, there is clear evidence of a deficiency of demand in 1957 and 1958.” 


And then later makes the categorical assertion: 


* * * All of the industrial market-dominated groups of chart IV went down. 
All of the administration-dominated groups of chart IV went up except rubber 
and rubber products which went down slightly * * * The administrative domin- 
ated prices continued to rise in an administrative inflation which was masked by 
the depression fall in market dominated prices * * *™ 


*Statement before the House Committee on Government Operations; Dr. Gardiner C. 
Means; Mar. 25, 1959. 


p. 4. 
© Statement, Mar. id: op. cit., p. 2. 
1 Tbid., p. 17. 


35621—59—pt. 11——-7 
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These findings could hardly fail to be impressive. The only 
difficulty is that they just plainly aren’t so. In the first place, an 
industrial market group did rise. Miscellaneous products rose from 
88.8 to 94.3, or over 6 percent. 

This misstatement, however, does not undermine his position nearly 
as much as his incredible omission of farm products and processed 
foods (market prices according to his categories) from his table II 
(p. 18) in his March 10 statement to this committee. These three 
omissions, amounting to 33 percent of the entire wholesale price 
index, were not even ete or justified in any way in Dr. Means’ 
statement to this committee. How significantly they affect the analy- 
sis can be judged from the fact that farm products rose 8.3 percent 
and processed foods 3.3 percent during this period of deepening 
recession. 

Though Dr. Means has made much of the administered inflation of 
1957-58, he did not follow his usual practice of showing his evidence 
in chart form. Instead, it appears in a table (table II, p. 17),” in 
which he abandons his previous groupings by pricing classification 
and presents the data ranked in terms of size a price change. This 
does not facilitate comparison between this data and that contained in 
his preceding statement to this committee. Had Dr. Means created 
another of his famous charts to convey this information, it is likely 
that the three major omissions would have been more widely noted. 

Weare glad to make up for this omission by presenting our chart E, 
which tells the story in Dr. Means’ own graphic idiom. It is drawn 
on the same scale used by Dr. Means. The picture is quite different 
than one would have gained from Dr. Means’ assertions. 


73 Ibid. 


"” 
5 
o 
() 
oO 
4? 
4 
Ay 
3 
a 
= 





ADMINISTERED PRICES 


e only (Chart E is as follows:) 


ace, an 
ee from 


nearly 

ocessed 

able IT 

e three 

e price 

Means’ ae 

 analy- SLONGOUd TYLA & iy 
percent 

»pening 


ition of 
vidence 
iw). @ 
fication 
. This 
Lined in 
created 
s likely 
.oted. 

hart E, 
; drawn 
‘ifferent 


THESE GROUPS USED BY MEANS 
0 “PROVE’ THAT “BLACK” PRICE INCREASES WERE BIGGEST 


BY PRODUCT GROUPS 
July 1957 to March 1958 


i 
“ 
~ 
a 
: 


WHOLESALE PRICE CHANGES 


THESE GROUPS OMITTED BY MEANS 





5272 ADMINISTERED PRICES 































Mr. Facxter. Although he did not inform this committee of his ( 
omission of the three recalcitrant product groups, Dr. Means did ut 
state to the Joint Economic Committee in February that he left out oo 
farm and food products for the reason that: obs 

* * * since, as the Economic Report points out, the prices of farm and food P 
products reflect the sizable contraction in the supply of certain farm products, uncl 
notably a short supply of fresh fruit and vegetables, due to bad weather con- : 
ditions and the short supply of cattle.” ist 

Two of these omissions are thus conveniently rationalized for Dr, s 
Means, by a report for which he otherwise seems to have little respect. ai 
It was vital for Dr. Means’ position that he find some way out of the | ° T 
position in which the data placed him, for Dr. Means had made a as: 
very strong point out of the proposition that in a world of adminis- — 
trative pricemakers, recession was particularly painful for farmers. be 

The farm price disadvantage in a depression is thus a more important ex- Thi 
ample of the depression disadvantage of all producers whose prices are made 
in the market * * * Farmers, like other producers selling at market prices, gro 


are also at a disadvantage in an administrative inflation.” and 


But it is a highly abnormal year in which abnormalities in supply ic 
do not occur somewhere in the wide range of agricultural products. os : 
Dr. Means’ rationalization for eliminating farm products from his wane 
portrayal of the inflationary forces of the period is absolutely un- | *° 
tenable. 

There does exist an appropriate procedure whereby Dr. Means could 
have eliminated these food categories from the analysis of recession 
prices: He could have set up an objective criterion of farm supply 
abnormality and applied it to all the years covered by his charts. 
Had he done this, we very much doubt that food would have appeared 
in any of his tables. Undoubtedly this is what Dr. Young had in 
mind when he criticized Dr. Means for having included farm products 
and products manufactured from them in his analysis.’* Dr. Means 
refused this advice, but also failed to subject the past years to adjust- 
ments such as he made so strategically in this particular instance. 

It cannot be too strongly emphasized that Dr. Means failed to make 8 
any attempt at all to justify, and quite neglected even to mention, J “®™ 
his omission of miscellaneous products from table IT and his analysis. | Sine 

If an analysis based on empirical research is to be taken seriously, J by ¢ 
objective criteria governing special cases must be applied systemati- § lishe 
cally to all the data. At every point in time, special circumstances [ use 1 
are developing in hosts of product markets. Only a naive person § stan 
would dare to argue that in the periods analyzed by Dr. Means there § the « 
were no special circumstances affecting prices in the administrative D 
price sectors. Yet Dr. Means has made no mention of any, and in- § Inde 
sists on calling all price increases by firms in his black groups f five 
administered in nature. havi 

Even taking Dr. Means’ work at its own face value we can find no § This 
rational basis for accepting his conclusions. His groups simply do Mea: 
not behave the way he says they must. Our advice to Dr. Means and § the f 
his supporters is: anyone who thinks the recent inflation is an ad- | —_ 
ministered inflation had better study the record. fe, 
for th 


18“January 1959 Economic Report of the President,” hearings before Joint Economie Statis 
Committee, Congress of the United States, Government Printing Office, Washington, D.C.: Ti 
1959, p. 763. 

14 “ Paministered Prices: Part 1,’’ op. cit., p. 98. 

145 Statement, Mar. 10; op. cit., pp. 4, 5. 
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One man who has made some study of the record is the man who 
puts it out—Ewan Clague, Commissioner of Labor Statistics. This 
careful analyst in testimony before the Joint Economic Committee, 
observed : / 


Prices of manufactured goods, on the other hand, have remained generally 
unchanged during the past year, although some of them have been edging upward 
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er con- in the latter half of 1958 as business has been improving.” 

-D It is not surprising that Dr. Means’ bland conclusions cover up a 
or “Tt. | mass of inconsistencies. What more could be expected of a set of 
pe gs elassificatory criteria that defy all rational understanding ? 
er . ¥ Did Dr. Means classify his groups on the basis of concentration 
jade. * 1 ratios, on the basis of price-flexibility data, on the basis of any obser- 
minis- | yable measure? He did nothing of the sort. 
re Dr. Means bases his classifications on his “general knowledge.” 
ant ex- — This is truly a case of incredible presumption. Most of the product 
igs — groups in the Wholesale Price Index are composed of an enormous 
pec 1 and ever-changing variety of types of products and market situa- 
bia tions which make even product-by-product classification a most difli- 
rs cult endeavor. Though it should really not be necessary to subject 
ion these classifications to critical review, the fact that they have been 
ly un- accepted by so many laymen as reasonable and sound imposes that 
duty on us. 

— Consider the consistency of Dr. Means’ groupings with the evidence 
onal from the Bureau of Labor Statistics price flexibility study ** on the 
supply number of price changes per item over a 3-year period. Dr. Means 
aot calculated the average number of price changes per item for each 
»peared Wholesale Price Index group. ree a 

had i Of course there was little problem in estimating the flexibility of 
nodes tobacco and beverages as very low, and farm products and processed 
” Mean foods as high. It was easy also to estimate lumber and wood products 
adjust- | * high in flexibility. But that still leaves 11 difficult cases to be 
ae estimated. Dr. Means points out that his groupings are 

to make * * * consistent with the findings of the BLS on average frequency of price 
nention, change except in five cases * * ** 
inalysis. | Since correct hits in 6 out of 11 nonobvious cases could easily happen 
sriously, | by chance, the realiability of Dr. Means’ judgment is hardly estab- 
stemati- J lished by this result. It is interesting that Dr. Means does not 
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use this evidence either to revise his classifications or to modify his 
stand on price rigidity. What he does do is to try to explain away 
the discrepancy. 

Dr. Means explains, in the footnote to a table of Wholesale Price 
Index groups * that the figures on average price flexibility in those 
five out-of-line groups were biased by low weight items with be- 
havior contrary to that of the items of large weight in the index. 
This is, of course, a perfectly rational approach. We agree with Dr. 
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mply do § Means that the use of average price changes per item dreadfully biases 
eans and § the flexibility rating of the product groups. 
s an ad- 








% “January 1959 Economic Report of the President” (hearings), + cit., p. 96. 
Frequency of Change in Wholesale Prices: A Study of Price Flexibility ; prepared 
for the Joint Economic Committee by the U.S. Department of Labor, Bureau of Labor 
Statistics ; Government Printing Office, Washington, D.C., 1959. 
18 “Administered Prices: Part 9” ; op. cit., p. 4756. 
*Ibid., p. 4756. 
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It would be better by far to use the percentage of items in each 
product group which fall in quintile 5 of the Bureau of Labor Sta- 
tistics Study.”° 

But why does Dr. Means seek out only sources of bias for categories 
in which fragmentary evidence might tend to cast doubt on the relia- 
bility of his subjective classifications? At any rate, since Dr. Means 
goes to the trouble of explaining away these five inconsistencies with 
his classifications, it seems clear that he still regards price flexibility 
as fundamental to his basic thesis on price administration. 

Dr. Blair reminds us of the importance of price flexibility, pointing 
out that: 


It will be remembered that by definition Dr. Means’ “administered-price” indus- 
tries are industries of infrequent price change, whereas his market-price 
industries are industries of frequent price change.” 


2 Frequency of Change in Wholesale Prices; op. cit. 

For those unfamiliar with the BLS study, Dr. John Blair’s description of it may be useful: 

“The BLS classified each of 1,789 products in the Wholesale Price Index according to the frequency of the 
products’ price changes during the 3-year period 1954-56; these represented all of the 1,900 products in the 
index with the exception of certain items whose prices are secured on a confidential basis, certain seasonal 
products, and a few items for which the price series obtained by the BLS was not suitable for the purpose of 
the study * * *. 

«* * * the distribution of the products into five categories or ‘quintiles,’ according to the frequency of 
change, [was] as follows: 


Flexibility group (quintile) Number of | Number of 
pricechanges| products 


“Since the BLS compntes its price series on a monthly basis, the greatest possible frequency of change 
was 36; an example is natural rubber, which during the 3-year interval had 36 changes, of which 14 were 
decreases and 22 were increases. At the other extreme were products which had no price changes at all 
during this period, of which synthetic rubber is an example * * *.’’ (Price Behavior of Administered or 
Market Price Products in the Current Inflation, Memorandum to Mr. Paul Rand Dixon, Staff Director—- 
Subcommittee on Antitrust and Monopoly, Committee on the Judiciary, U.S. Senate: Prepared by John 
M. Blair, Chief Economist; pp. 2, 3.) 


™ Blair memorandum to Dixon, op. cit., p. 2. 





n each 
r Sta- 


2g Ores 
> relia- 
Means 
Ss with 
cibility 


pointing 


”” indus 
<et-price 


ency of the 
jucts in the 
‘in seasonal 
» purpose of 


requency of 


Sumber of 
products 


370 


»y of change 
hich 14 were 
1anges at all 
1inistered or 
if Director- 
red by John 


ADMINISTERED PRICES 


He further points out that: 


Only one of the five classes, or quintiles, can properly be regarded as “flexible” 
in the usual and tradional sense of the term. This is quintile 5, which consists 
of products having 15 or more price changes in the 3-year period.” 

Let us accept Dr. Blair’s criterion for a moment, though let it be 
understood that we do not accept the BLS study as even remotely 
reliable as a basis for drawing conclusions about price flexibility. 

We take the major commodity groups of the Wholesale Price Index 
and classify them as “administered” or “market” prices depending on 


‘whether 50 percent or fewer commodity items in each group fall in 


quintile 5 of the BLS study. (See table 3 following.) According 
to this test, suggested by Dr. Blair’s statement above, we get a world 
of black and white—mostly black. Only two groups can properly 
be classified as “market price dominated”—farm products and proc- 
essed foods. This is not altogether surprising, since Dr. Means 
himself has asserted that: 

Most of the prices you come in contact with every day are administered 
prices—the prices in the Senate restaurant, at your barbershop, and in your 
local stores. * * * In fact, most industrial prices are administered prices and 
so are a large proportion of retail prices * * * it is only in agriculture and 
some raw materials that the flexible market price is the usual type.” 

We here introduce chart F, a reinking of Dr. Means’ chart IV, 
to demonstrate the results of using what we may not altogether 
unfairly term the “Blair” test. It is interesting to note that six 
groups of the black type increased their prices from 1953 to October 
1958 to a lesser extent than did processed foods. The behavior of the 
two white—or market-price—groups is most intriguing, since one rises 


while the other falls. This test of administered versus market price 
behavior is, to be sure, highly inconclusive, as two of the black groups 
also reduced prices in this period. There is reason to wonder, on the 
basis of the evidence presented up to now, whether “administrative 


inflation” can be controlled by public price surveillance over “basic” 
industries. 


2Tbid., p. 3. 
#2 “Administered Prices—Part I” ; op. cit., p. 71. 
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(Chart F, and table 3 are as follows:) 
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TABLE 3.—Proportion of commodities in quintile V, by major groups of the 
wholesale price index 


Total Number of Percent in 
Major group number of | commodities | quintile V 
commodities | in quintile V 





Farm products_..._..-- a det ae te 86 

Processed foods- . - - ‘ 137 

Textile products and apparel....-..-....----..---- 190 

Hides, skins, and leather_....-..---.. eagunaiale 48 

Fuel, power, etc. sition imn aie aac 40 
INV TTIOSIN ; | Chemicals and allied produc ts. - 288 

7 | Rubber and rubber products-_- RES EATS ee 36 

Lumber and wood products-_-.......----- 63 

Pulp, paper, etc 

Metals and metal products-. aan 

Machinery and motive products. 

Furniture, ete a a 

Nonmet tallic minerals ies trates bsalaboniae 

Tobacco manufacturers and beverages--. 

Miscellaneous products. 


wMoeBo- 
oan 


-— ww 
PDO 


be wo 
VAAwWS 


~1 


Total in BLS price flexibility study__._-- 


Source: Frequency of Change in Wholesale Prices: op. cit. 


Mr. Facxter. To develop this point further, we should like to call 
attention to charts 10 and 11 of the BLS study.* 


“BLS study, op. cit., p. 34. 
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(Charts 10 and 11 follow :) 


Chart 10. Annual Average Price Indexes of Durable Manufactured Commodities, 
By Price Flexibility Quintile, 1947-56 


SMOER (1947 - 492100 
140 


40.010 INOEK UO4T- 49100) 
acai nig 
—— Quintile | (103 items) 
——= Quintile 2 (166 Items) 
© © Quintile 3 (290 items) 


= Quintile 4 (235 items) 
== Quintie 5 ( 75 items) 


1947 19486 1949 1950 195) 1952 1953 1954 1955 


Chart Il. Annual Average Price Indexes of Nondurable Manufactured Commodities, 


By Price Flexibility Quintile, 1947-56 
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Mr. Facxuer. Chart 10 for durable manufactures shows that the 
quintile closest in average price behavior to the “flexible” quintile, 
“5”, was quintile 1—the most flexible and the most inflexible! 

This suggests that much caution should surround any attempt to 
draw the portentous conclusion that price flexibility and pricing levels 
are related. This conclusion is buttressed by the almost perfectly 
opposite behavior of the first quintile for nondurable commodities 
in chart 11. 

The two sets of inflexibly priced commodities behave as if they 
danced to quite different music. The proposition, of course, would 
not surprise Dr. Simon Whitney (Federal Trade Commission) or 
Dr. Ralph Young (Federal Reserve Board) or very many of the 
thousands of economists of the Nation. But it hardly fits with the 
categorical pronouncements of Dr. Means, and Dr. Means has given 
us no reason to suppose that price administration is more prevalent 
in nondurables than durables. Nor is any reason presented for the 
fact that, in 1955 and 1956—years of administrative inflation, accord- 
ing to Dr. Means—the rate of increase of first quintile prices of both 
durables and nondurables should have been the slowest of all the 
quintiles. 

Thus far we have not directly challenged the validity of the Bu- 
reau of Labor Statistics study on price flexibility, as a price flexibility 
study. Since both Dr. Means and Dr. Blair have placed considerable 
reliance on this evidence, we felt it appropriate to show that in num- 
erous ways the data do not support some of the assertions being made 
about administered prices. 

We, however, are far from satisfied that any reliance whatsoever 
can legitimately be placed on a study which suffers from innumerable 
defects. 

The flexibility study was undertaken by the BLS at the request 
of Senator Douglas. In its introductory pages and technical appen- 
dix, very important words of caution are made by the BLS staff 
itself. ‘They did what they were told to do; but they did point out, 
mainly in technical terms, serious limitations and qualifications re- 
garding its method and use. 

To determine the usefulness of the BLS study we asked a highly 
competent, professional statistician, Prof. Everett H. Johnson, Chair- 
man of the Department of Statistics of George Washington Univer- 
sity to prepare an evaluation of the report for us. Professor Johnson 
is a member of the business statistics committee of the National 
chamber. 

We quote briefly from Johnson’s analysis of the BLS study : * 

The principal comment to be made about the current BLS study is that it 
should never have been undertaken if a study of price flexibility is what was 
desired. The fact that poorly conceived studies may have been made in the past 
is no justification for their continuance. 

The data * * * may be fairly satisfactory for indicating long-term trends 
of “wholesale prices” * * * However, for various reasons, the prices collected 
by BLS for index number purposes are not at all suitable to measure the fre- 
quency of price changes. 


* * * there is very little, if any, relationship between the magnitude of price 
changes and their frequency. 


* An evaluation of certain aspects of the BLS report entitled “Frequency of Change in 
Wholesale Prices: A Study of Price Flexibility,” Everett H. Johnson, George Washington 
University, Apr. 4, 1959; mimeographed, passim, 
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* * * it may be said that the BLS study may add something to the fund of 
knowledge regarding the behavior of the WPI, but that its contribution to the 
measurement, understanding, and interpretations of the effects of flexibility is 
quite limited. Such a study is not suitable as a basis for the formulation of 
private or public policy or legislation relative to the problem of concentration 
and administered prices with respect to price behavior. 

We should like to enter into the record the full statement by Pro- 
fessor Johnson as an appendix to our testimony. 

Let us repeat again, we are not carping at Dr. Means or at anyone 
else. Weare interested only in the character of the evidence on which 
the American people through their representatives are expected to 
decide momentous policy issues. 

There is ever so much more that could be done to show how confused 
and useless the evidence is. The awful truth is that we have barely 
scratched the surface. We have not, for example, tested Dr. Means’ 
classifications for consistency with concentration ratios, such as they 
are. We have not touched Dr. Means’ heroic assumptions and asser- 
tions about capacity utilization and demand. We have not subjected 
his results to basic tests of statistical significance. We have not 
mentioned many minor pieces of erroneous or careless statistical 
presentation. 

Under pressure of time, when preparing testimony hastily, anyone, 
including Dr. Means, may make some errors. As this statement is 
written under great time pressure, we certainly do not claim that we 
are free of error in our presentation. But we do say that after the 
fact one should not persist in error. And we do say that scrupulous 
care should be taken in the sifting of evidence and the evaluating of 
all statements of opinion, fact, and analysis. 





THE VALIDITY OF THE INFERENCES 





The case for administrative inflation has not been made on empircal 
grounds. As we have shown, the data, methods, and procedures on 
which Dr. Means has based his case simply do not hold water. The 
emphasis placed on wholesale price changes grouped according to ar- 
bitrary and completely subjective criteria, the inconsistencies through- 
out, the omissions of relevant data, the factual misstatements and the 
ambiguities all combine to destroy the validity of inferences drawn 
from his oddly assorted collection of facts. 

If there was doubt before in anyone’s mind that the inflation of 
the past few years has been one of price increase in administered 
price industries, that doubt would certainly be reinforced and en- 
larged by a careful examination of Dr. Means’ work. 

On the validity of inferences which may legitimately be drawn 
from the BLS study, “Frequency of Change in Wholesale Prices,” 
we have, in the main, let a competent statistician, Dr. Everett H. 
Johnson, speak for us in the material quoted above and by submit- 
ting his analysis for the record. 

This paper gives a brief analysis of that study and its usefulness 
in analyzing the price flexibility which we would like to be made a 
part of our statement for the record. 

Senator Kerauver. Where is the statement? May I see it? 

Mr. Facxtrr. I think you have it there, sir. 
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Senator Kerauver. Very well, we will make Dr. Johnson’s state- 
ment a part of the record. It will be printed in the appendix. 

(Dr. Johnson’s statement may be jena p. 5333.) 

Mr. Facxier. Certainly he has shown that no valid inferences of 
any real significance regarding relationships between industrial con- 
centration, amplitude of price movements, and frequency of price 
movements can properly be seated out of that study—though it may 
be useful for other purposes. 

This subcommittee has been surfeited with “facts”—great helpings 
of undigested and indigestible facts, served up in a thin gravy of 
warmed-over assertions. To explain price movements and price be- 
havior, it is not enough just to serve up new helpings of data. 

There must be a systematic explanation, using objective criteria, 
of the observed behavior. After the facts have been tested for rele- 
vancy, accuracy, and consistency, they must then be fitted into a 
logical explanatory scheme. Facts do not speak for themselves; they 
must be explained. 

Before the “administrative inflation” thesis can be accepted as an 
adequate explanation of price level behavior in recent years, much 
less serve as a basis for new, important public policies, it must be 
based on reasonable assumptions about economic behavior, must be 
formulated in a clear, logical manner, and must provide a more com- 
plete, and more consistent explanation of price phenomena than do 
existing theories. 

When one considers the possible sources of inflationary bias in the 
American economy—Government-imposed price rigidities of many 
kinds, immobilities of labor and other resources, shifts in demands, 
changing technology, monetary factors, systematic upward biases 
in input prices, and many others—one wonders whether “administra- 
tive inflation” is not an awfully small donkey on which to pile such 
a tremendous and unwieldy burden. 

Certainly there are a great many other factors which must be sys- 
tematically eliminated on objective grounds before administered prices 
can be isolated, theoretically or empirically, as even a partial infla- 
tionary force or mechanism. 

We suggest that before we cast aside orthodox theories which can 
and do explain price movements of recent years, however imperfectly, 
before we jump up and down on the corpse of supply and demand, 
we had better exercise a bit of mature caution. 

Contrary to popular assertions, the price movements in recent years 
are not the outlandish puzzle they are sometimes painted. Any ele- 
mentary text in economies will show clearly why, when demand is 
falling and costs are rising, price may go up, may go down, or remain 
stable, even in the most competitive case; and any of these three price 
possibilities may be associated with a reduction in output. 

Contrary to popular notions, also, economic theory is not fixed, static, 
or obsolete. New ideas are continuously advanced, tested, and ab- 
sorbed into economic theory; old ideas are constantly being reformu- 
lated and some rejected. There are some new departures being made 
on the subject of administered prices, but little yet has appeared to 
suggest their inflationary potential. 

It may be that there is an intellectual lag in the academic circles and 
other segments of the economic profession. Perhaps we should for- 


mulate policy first, and then try to rationalize it, however good or bad, 
after the fact. 


j 
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On the other hand, when the policies are far reaching and are based 
on unsupported flights of fancy far beyond the frontiers of existin, 
economic knowledge, perhaps it would be better to get the analysis 
straight first, and formulate policy later. We are very hopeful that 
this committee will follow the latter course of action. 

(Appendix I: Means’ Chart II and Appendix II: Means’ Chart IV 
are as follows:) 
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Mr. Facxtrr. That concludes the formal statement and the informal 
statement, unless it is the desire of the committee to question further, 

Senator Kerauver. Thank you very much, Mr. Fackler and Mr. 
Frucht. It has been suggested here that Senator O’Mahoney prepared 
this bill based upon information and testimony of Dr. Means. 

Senator O’Mahoney prepared this bill back in October of 1958. 

Dr. Means’ testimony was started on January 23, 1959, so Senator 
O’Mahoney had prepared the bill 

Mr. Fackuer. Yes; I did not imply in any way that it was because of 
Dr. Means’ testimony that Senator O’Mahoney introduced this bill. 
He introduced a similar version many years ago, or a different version 
of the same idea, I think, in 1949. 

But one of the reasons we were concerned so much about the evidence 
that has been submitted previously to this committee is because of 
statements by the chairman and others that there are serious public 
ener implications here, and certainly if that is true then we ought to 

ave a good look at the evidence. 

In your own statement, sir, of January 27, and in your speech at 
Vanderbilt and at other places, you have mentioned that there may be 
important public policy implications in the hearings that you have 
been conducting, including the information and the evidence given 
by Dr. Means. 

Senator Kerauver. Yes, I certainly have mentioned that, and I 
still think that is true. I think the testimony we have had before 
the committee has been illuminating and we have had more than one 
viewpoint presented. 

I think Dr. Means’ testimony has been very useful. You are pre- 
senting the data from a different angle, but you are not questioning 
the accuracy of any of the charts. What you are questioning is what 
they purport to show as put into the record by Dr. Means. 

Mr. Facxter. The interpretation of the charts and the classification 
used in the charts. As to the drawing of the charts, whether or not 
they represent the data accurately, on proper scale, and so on, we 
have not questioned such matters; no, sir. 

Senator Keravuver. All right, Mr. Peck? 

Mr. Peck. Mr. Chairman, I have just one question. Actually, it 
arises from the colloquy between Mr. Fackler and Mr. Dixon earlier 
this afternoon, and I ask this of Mr. Fackler just in order to clarify 
the record. Is it true, sir, that you believe that this bill, Senate 215, 
represents a departure from reliance upon traditionalmarketplace 
competition because we find that in certain segments of the Nation’s 
industry there is perhaps not the same degree of competition that we 
would iike to have? Do you feel, sir, that it is to a certain extent an 
abandonment of the faith in this competition and a use of a different 
administrative procedure in order to try to bring about what we 
should have ? 

Mr. Fackxier. Yes; I most certainly do. It is really a radical de- 
parture, although there have been other departures such as in the field 
of agriculture. It is a radical departure from the idea that the mar- 
ketplace is the proper place to arbitrate differences in tastes and to 
decide how the resources of the Nation are to be used, as opposed to 
the idea of applying some arbitrary standard. 
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Now you can say that “the mechanism is no good,” the mechanism is 
so imperfect that it won’t work; and this is what this bill assumes. 
The market mechanism is just gone. We have to do something about 
it because it is such an imperfect mechanism for translating con- 
sumer preferences into demand and then getting the resources used 
in accordance with those demands, allocated properly *n other words. 

So this proposed S. 215 is a radical departure, and I urge in all 
sincerity, I urge the committee to consider what is involved. I could 
do no more it seems to me than quote the chairman’s statement in the 
Vanderbilt speech which I thought, except for the use of some of the 
evidence with which I don’t agree, I thought was a very fine statement, 
sir, and I was particularly impressed 

Senator Kerauver. We agree on one thing. 

Mr. Fackter (continuing). At the end where you say— 


history teaches us when a nation loses its economic freedom it also loses its 
political freedm. 

Germany under Hitler, Italy under Mussolini went through this experience. 
We must not let it happen in the United States. Keeping competitive may not 
be popular. To insist upon price competition may work temporary hardships on 
present day concentrations of power, but in the long run it is the only way a de- 
mocracy can survive. The accomplishment of this purpose is the joint respon- 
sibility of business, labor, and government and one in which the lawyers must 
play a major part. 


Those are very stirring words. I agree with them 100 percent, and 
that, sir, is precisely why I think that this bill, S. 215, which is not di- 
rected at preserving a competitive system, is wrong. It is a departure 
from the basic concept of the competitive system. 

Senator Kerauver. I am glad you enjoyed my speech at Vander- 


bilt. 


TESTIMONY ON PRICE INCREASE PRENOTIFICATION (S. 215) PRESENTED TO THB 
ANTITRUST AND MONOPOLY SUBCOMMITTEE OF THE SENATE JUDICIARY COM- 
MITTEE BY WALTER D,. FACKLER AND PADRAIC P. FRUCHT 


I am Walter D. Fackler, assistant director of economic research for the 
Chamber of Commerce of the United States. With me is my associate, Dr. 
Padraic P. Frucht, also from the economic research department, who by train- 
ing experience is especially well qualified to discuss the subject matter of the 
inquiry currently being made by this subcommittee. 

We are here at the invitation of the subcommittee to present the views of the 
_—? chamber on §, 215 (the O’Mahoney bill) and to discuss the issues related 

ereto. 

8. 215 imputes to Congress the belief that (a) “a few dominant corporations 
have control over the production, the distribution, and the price of basic com- 
modities upon which all American economy depends” and (b) “inflation will 
be checked if the pricing policies of these corporations are publicly reviewed be- 
fore increased prices may be made effective.” In other words, the bill explicitly 
and implicitly adopts the thesis which has been popularized by the proceedings 
and activities of this committee that “administered prices,” however defined for 
the moment, are an autonomous, independent, and persistent cause of inflation ; 
and it authoritatively prescribes some strong medicine for the alleged disease. 

In the firm faith that both the diagnosis is correct and the treatment will be 
therapeutic, the proponents of this bill would require that whenever 50 percent 
of total annual domestic sales in “any line of commerce” are made by eight or 
fewer corporations, any corporation so involved having a net worth in excess of 
$10 million must file a 30-day advance notice of proposed price increases with 
the Federal Trade Commission, the Attorney General, and the Congress. Under 
the proposed law the Federal Trade Commission would hold public hearings and, 
with the Attorney General, make inquisitions into the justifiability of the pro- 
posed price increases. The FTC would be empowered to subpena books, records, 

35621—59—pt. 11——-8 
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and documents and compel testimony. In addition, outside “interested” persons 
would be allowed to testify at these price hearings either for or against the pro- 
posed increase. Legal sanctions in the form of fines and imprisonment would 
be applied against those who fail to comply with the reporting and hearings 
procedures. 

In our testimony we shall attempt to show that S. 215: 

(a) Is based on faulty assumptions and errors of analysis and fact; 
(b) Would be impractical, unworkable, and highly discriminatory ; and 
(c) Would seriously damage the economic system. 

In the first place, we should like to point out that the assumption that “ad- 
ministered prices” cause inflation and the assumption that public price surveil- 
lance in “basic” industries will contro] such inflation are assertions which have 
not been established by either logic or fact. Those few economists given to 
making such assertions have not as yet managed to present even one syste 
matic, logically consistent, analytical model of the process by which “adminis- 
tered” and “administrative” inflation is generated and transmitted. Furthermore, 
‘what factual evidence as has been brought forward to support the “administered 
price” inflation thesis has by and large, been so inconclusive, so inadequate, or 
so shoddy in method that it does not stand up under careful scrutiny and analy- 
sis—as we shall demonstrate later in our statement. 

It would seem wise, before considering far-reaching governmental measures 
which would inevitably change the character of competitive processes, to ask 
dispassionately and objectively the simple question: What? Why? and How? and 
to demand answers that meet the basic canons of scientific analysis and evidence. 
‘What are administered prices? Why are they a matter of public policy con- 
cern? And how do they create the alleged ills which make them the object 
of such great concern? Only after clear and unambiguous answers have been 
found, will consideration of the appropriate policy measures be meaningful and 
useful. 

We cannot take time here to go into the whole complex question of admin- 
istered prices—what they are and what their economic implications are. Suffice 
it to say that the term “administered prices” has become a vicious piece of 
obsecurantism in publie discussion, and that the implications of “administered 
prices,” however they are defined, are quite different from what popular and 
political discussion often leads the public to believe. In support of these asser- 
tions, and to avoid repetition, we could like to make two documents a part of 
this statement by reference: 

(1) Commentary by Walter D. Fackler on the compendium, “The Relationship 
of Prices to Economic Stability and Growth” for the Joint Economic Committee 
published under that title in the volume marked “Commentaries,” October 31, 
1958, pages 91-102 ; and 

(2) Statement by Padraic P. Frucht entitled “Administered Prices Reexam- 
ined” given before the Joint Economic Committee on February 3, 1959, published 
in the hearings of the Joint Economic Committee on the January 1959 Economic 
Renort of the President, pages 314-328. 

We do not claim that these statements provide the definitive answers this 
committee is or should be seeking, but we do feel they will clarify the nature 
of the real questions involved and point in directions where meaningful answers 
may be found. Nor are we unconcerned about various kinds of monopoly ele 
ments in our economic structure. The problem of excessive market power 
which may distort the allocation of resources, change the distribution of income 
and frustrate freedom of consumer and occupational choice is a matter that 
should engage the sober consideration of this committee and thoughtful citizens 
‘generally. But we do warn that until some of the widespread confusion about 
industrial concentration, “administered prices and wages,” productivity and 
price inflation is cleared up, we are likely to get the wrong kinds of policies and 
thus weaken our ability to cope effectively with both the problems of market 
power and the problems of inflation within the framework of free markets and 
individual freedom. 

Before going on to consider the more specific weaknesses of 8S. 215, we should 
like to record at this point a further objection as to the assumptions on which 
‘the bill rests—the so-called “basic industry fallacy.” Preoccupation with 
wholesale price movements in particular industries, such as steel, leads to an 
‘unrealistic view of the nature of inflation and what can be done about it. Steel 
is no more “basic” than agriculture, transportation, fuel, the distributive trades, 
‘and other industries and services at various stages in the process of production 
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by which resources are changed in form, place, and other value attributes to 
satisfy human wants and needs. Inflation refers to a general increase in the 
average of all final prices or the general price level, not to the structure of 
relative prices. 

In other words, the degree or impact of inflation is best measured at the con- 
sumer level in terms of the behavior of the generalized consumer purchasing 
power of the dollar. While it is often analytically useful to look at how internal 
and intermediate cost-price relationships are involved in the “process” of infla- 
tion, it is not permissible to single out particular price increases as the “cause.” 
One could just as well attribute to stable prices or prices which did not fall 
enough the main causal responsibility. If one were to single out some piece of 
goods in process as being “most basic,” he would have to settle on the price of 
human effort (wage and salaries) as the most “basic” of all. Wages constitute 
over 70 percent of the prices of final output, and labor enters into the productive 
processes at all stages. Clearly if we are going to select particular inflationary 
culprits out of the vast complex of relative prices, both intermediate and final, 
and if we are going to apply a “basic industry” concept for purposes of control- 
ling inflation, S. 215 is misdirected. It should be a measure calling for some sort 
of wage regulation—which we would strongly oppose too, for the same reasons 
we oppose S. 215, reasons which we hope to make clear and persuasive as we 
develop our statement further. 

Let us turn now to a closer examination of what is involved in the proposed 
inflation remedy, S. 215. Quite apart from the unwarranted, if not fallacious 
assumptions on which it is based, we have said that the bill is impractical, 
unworkable, and discriminatory. To test our judgment, we urge you to consider 
the problems of application. 

The bill opens up a veritable Pandora’s box of difficulties. What is meant by 
“any line of commerce?” Should “Standard Industrial Classifications” issued by 
the Office of Statistical Standards apply? If so, how fine a breakdown should 
be used? If broad industry classifications are used, fewer firms will be directly 
effected than if narrow industry classifications are selected. Are SIC four-digit 
industry classifications sufficiently precise to separate “administered price 
industries from “‘market price” industries? Should the 50-percent concentration 
ratio be applied on a product basis or on an industry basis? Again if product 
classes are to be used, is a broad or narrow classification the proper one? 

Presumably, the Federal Trade Commission would somehow be expected to be 
able to answer these thorny questions. But how? What criteria would be used 
to separate the sheep from the goats? Would the criteria have to be consistent 
or could the FTC arbitrarily apply different criteria to different market situa- 
tions? 

The fact is that neither the Federal Trade Commission nor any other group of 
experts has any objective standards to apply in determining in practice what is 
meant by “dominance” of eight firms in “any line of commerce.” The act could 
apply to many or few market situations, depending on what rules were arbitrar- 
ily established. 

What is so wrong here, among other things, is that this bill attempts to use 
statistical concentration ratios for a regulatory purpose for which they are 
essentially useless. However helpful concentration data may be fer the study 
of our industrial structures, they cannot be applied consistently for purposes of 
regulation, price or otherwise, without creating impossible administrative prob- 
lems and horrible inequities as to the firms affected and unaffected. 

We cannot discuss here the inadequacies and pitfalls of concentration ratios, 
but we would remind the committee of the limitations so carefully stressed in 
its own report, “Concentration in American Industry,” issued in 1957. We 
would also refer the committee to two reports issued in 1957 by the U.S. Cham- 
ber of Commerce entitled “The Significance of Concentration Ratio and The 
Statistical Bases of Concentration Ratios.” 

For the sake of the record we would like to record briefly some of the main 
— and inadequacies of these ratios for the purposes under considera- 

on: 

(1) The choice of classification intervals determines the size of the concen- 
tration ratio and incidentally whether eight or fewer firms account for more 
than 50 percent of sales. 

(2) Industry statistics lack the homogeniety necessary to give meaning to 
“any line of commerce.” 
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(3) Industry and product statistics ignore captive production. For example, 
in your committee report on concentration you report that 81 percent of the 
value of shipments of product 34111 (metal cans) was accounted for in 1954 
by the four largest companies. Yet a recent article in the Wall Street Journal 
of April 1, 1959, entitled “Captive Cans” points out that 14 percent of the total 
U.S. output of cans is produced by can users themselves. The article goes on 
to describe the tremendous expansion of self manufacture of cans by canners 
and food processers which is currently taking place. 

(4) Industry statistics contain many biases arising from integrated multi- 
plant operations. Where shipments are made from plant to plant in an inte- 
grated company, concentration ratios tend to be badly overstated. 

(5) Industry and product statistics do not portray the relevant markets in 
which products are sold. For purposes of price regulation this is one of the 
most glaring weaknesses. As the compilers and users of product statistics have 
repeatedly stressed, the product concentration ratios do not provide any basis 
for judgment as to how competitive or non-competitive the markets may be in 
which the products are sold. 

(6) Product statistics ignore the existence and eliminate from consideration 
the effects of secondary competition arising from second-hand and scrap mate 
rial markets. 

(7) Product statistics ignore the existence of export markets. This feature 
is also ignored by S. 215, in spite of the fact that in reality the prices of some 
products are determined in world, rather than national markets. 

(8) Product statistics ignore competition arising from imports. It is quite 
possible to have a high domestic concentration ratio with the firms involved 
actually producing and selling but a small part of the product sold in the U.S. 
market. §S. 215 is ambiguous on the matter of imports. Possibly whatever con- 
centration ratios are selected might have to be adjusted to take into account 
sales by foreign firms. 

There are other limitations which could be mentioned. One point here is 
simply to reemphasize the fact that concentration ratios, either on an industry 
or product basis cannot provide legitimate economic guides for determining 
which firms should give advance notification and justification and which firms 
need not. S. 215 would create a situation somewhat analogous to that of the 
schoolteacher who announces that some unknown culprit, a student, a group of 
students, the janitor or some outsider, has stolen a box of chalk. Therefore, 
all the students must remain after school and use up more chalk by writing a 
thousand times on the blackboard the size of their weekly allowances, the num- 
ber of persons in their families and the multiplication table up to 12—except 
that redheaded students are excused, as are all those who wear dental braces. 

We are not being facetious. Almost insuperable problems of application would 
arise from two causes: a fundamentally wrong approach and inevitable ambi- 
guity. Although it is hard to envisage all the issues that might arise in practice, 
some can be clearly foreseen. For example, consider the impractically and dis- 
crimination of the reporting requirement: 8 firms, over $10 million in net worth 
and 50 percent of domestic sales. What of the not unlikely situation in which 
(however, “line of commerce” is finally resolved) 3 or 4 firms account for most 
of the 50 percent while the 4 or 5 next in line raise the concentration ratio to 
over 50 percent but there are, say, 20 or 30 firms of approximately the same size 
as the 4 or 5 also having net worths in excess of $10 million? The four or five 
would have to go through a costly process of price notification and justification 
because of a particular statistical distribution while their similarly placed com- 
petitors would not be handicapped by reporting procedures and public disclosure. 
Or would they be? We leave the answer and the inferences to the candor of the 
committee. 

Another weakness of 8S. 215 which would make it unworkable and discrimina- 
tory is the naive concept of “price” which seems to be implicit in its provisions. 
As with “line of commerce,” it is hard to define “a price” in a clear and meaning- 
ful sense in our world of diversity and product differentiation. As we all know, 
product and price have many dimensions—physical characteristics, terms of sale, 
credit, service, etc. What really constitutes a price increase? If management 
allows quality and service to deteriorate, would not the firm, if covered by the act, 
be guilty of a violation for not posting advance notice? We will not dwell on this 
point though we think it most interesting and relevant—in assessing not only the 
workability of the act, but its possible adverse effects. We suggest that this com- 
mittee might review with benefit that well-known study produced by a committee 
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of the National Bureau of Economic Research under the able chairmanship of 
Dean Edward S. Mason of Harvard, entitled “Cost Behavior and Price Policy” 
(1943). 

Chapter 3, “The Dimensions of Price,” is especially pertinent to the evaluation 
of current proposals such as §S. 215, but other sections of the study contain infor- 
mation and insights which the committee should not ignore in its deliberation 
on the larger issue, “administered pricing.” 

So far we have shown that S. 215 would be impractical, unworkable, and 
discriminatory because of ambiguities, inadequacies knowledge, and the absence 
of reasonably sound administrative criteria. But there are more fundamental 
reasons for doubting the efficacy of such a measure. It would involve departing 
from basic principles of free market operation without considering the nature 
of the processes it seeks to control or influence. 

It will be argued that price surveillance is not price control. We demur. If 
§. 215 is not designed to influence particular prices, it is certainly inconsistent 
as well as unnecessary. SS. 215 rests on the explicit premise that the control 
of particular prices will help to control inflation and the implicit premise that 
there are “criteria” by which the public can distinguish between “justified” price 
changes and those “not justified.” These premises are simply not valid. Neither 
the FTC, nor the Attorney General, nor the Congress, nor economists (singly or 
in groups), nor, a fortiori, the press and public at large can establish unambig- 
uously what the “correct” structure of relative prices should be. What criteria 
should be employed? Indeed, what data and documents are even relevant? 
What is “parity” among price relationships in an ever-changing economic universe 
of commodities and services, where there is continuous movement taking place in 
the underlying economic variables—demand, technology, factor supplies, and 
costs? 

S. 215 embodies a “criteria” approach to price determination as opposed to 
the traditional “market sanctions” approach of a free economy. It assumes the 
existence of “criteria” for “good” and “bad” price changes without specifying 
those criteria or facing up to the fundamental dilemma that any such “criteria” 
would have to be derived from the basic data provided by the marketplace. 
Unless we are prepared to create a new system for determining economic values 
and social priorities in the private sector of the economy, we must rely on the 
free market to determine the “correct” set of parities. ‘To arbitrarily suppress 
price movements in the market would create false signals which would invali- 
date any findings made on the basis of selected external criteria. Suppression 
of some price movements causes a distortion of the relative price structure and 
prevents the pricing system from reflecting underlying scarcities and economic 
values. Further suppression based on the false signals and whatever external 
criteria are selected would lead to an ever more artificial distortion in prices, 
output, and incomes. 

The free market, in a sense, is a giant automatic calculator which continuously 
establishes and changes the values of inputs and outputs which, in turn, deter- 
mine how resources are used. Who is presumptuous enough to say he knows 
the “correct” structure of relative prices at any moment in time? Have our 
years of experience in tampering with agricultural prices, parities, and produc- 
tion engendered in us such confidence that we feel we can now replace the market 
in other sectors by seeking to impose external, and as yet unspecified, criteria? 

Furthermore, we would point out that the economic decisionmaking processes 
are essentially forward looking. While past experience in the form of cost and 
other business records may help the decisionmaker, he still must make his 
decisions as to output, prices, investment, and the like on subjective estimates of 
the future—growth of markets, impact of prices on sales, probable cost condi- 
tions, prospects of entry, etc. Different decisionmakers will have different 
time horizons and in different markets various economic forces will operate at 

fferent rates of speed to confirm or reject and correct errors in judgment. 

Under our system of economic organization we rely on millions of individual 
decisions, not only of pricemakers, but of other producers and of consumers to 
perform essential economic functions. Without revamping our whole system 
of economic organization we simply do not have “criteria” by which to justify 
particular price changes. And historical records or the testimony of the indi- 
vidual decisionmakers as to how and why they arrived at particular conclusions 
will not provide the basis for any such justification. 

In a free economy some prices, wages, and profits should rise, perhaps spec- 
tacularly, and others should fall—and components of particular prices need not 
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move together in the same direction. We want flexibility in the structure of 
relative prices not stability. To attempt to get stability of the general price 
level by imposing a greater internal stability of price relationships will lead to 
inefficient use of resources, lower real income, and retarded economic growth. 

Of course, “correct” market signals and sanctions presume workable competi- 
tion and absence of long-run monopolistic constraints. But to ascertain where 
“administered prices” are also backed by excessive market power, painstaking 
study is necessary of the relevant market consideration and of the nature of 
the long-run monopolistic constraints. The proper remedy must be applied to 
fit the economic and legal situation on a case-to-case basis. But this is a problem 
of basic antitrust enforcement, not of inflation control. To harass selected busi- 
nesses on an arbitrary and capricious basis in the name of inflation control, and 
to delude the public by the meaningless public spectacle of price hearings into 
believing that such procedures will help to control inflation, or that there are 
clear and unambiguous criteria of price justifiability, strikes us as an unpleasant 
form of public sacrifice. 

We have stated that S. 215 would do serious damage to the operation of the 
economic system. Since it is impossible to foretell exactly how such a law might 
work out in practice, any prediction of consequences must be somewhat con- 
jectural. We mention only a few of the more likely effects to alert the committee 
to some of the implications which may have been overlooked and to direct atten- 
tion to further lines of inquiry. The following list is exploratory and general; 
it is not intended to be precise or exhaustive. 

(1) S. 215 would promote nonprice competition at the expense of price com- 
petition. While some forms of nonprice competition are just as important as 
price competition, we question the wisdom of deliberate weakening of price 
competition by public regulation. 

(2) S. 215 would prevent price reductions which otherwise would take place. 
A firm knowing it would have to justify future price increases would be reluctant 
to cut prices when there was reasonable expectation that subsequent price r 
cost increases were in the offing. Here we have a strange paradox of a bill 
introduced because it is alleged certain prices do not fluctuate freely enough, but 
the effect of the bill would be to reduce price flexibility further. To the extent 
the bill might create additional downward price rigidities, it becomes a bill 
to promote, rather than to control, inflation. 

(3) S. 215 would, in a period of upward price pressures, result in systematic 
quality deterioration of the products concerned. Except in the case of homo- 
geneous, highly standardized commodities, the public exposure provisions of the 
bill would provide strong incentives to keep posted prices and change the com- 
position of the product bundle in various ways—substitution of cheaper com- 
ponents, fewer attendant services, slower deliveries, etc. It would take an army 
of investigators to police every transaction to detect real price changes, and even 
then because of the many tangible and intangible dimensions of price it would 
usually be impossible to distinguish legitimate from illegitimate quality changes. 
We doubt both the wisdom and the morality of such public measures. 

(4) S. 215 probably would increase economic instability rather than promote 
general stability in output, employment, and price levels. Certainly it would 
accentuate fluctuations in orders and make inventory policy more volatile. 
With 30-day prenotification, customers would rush orders in to buy before a posted 
increase could become effective. Similarly, prenotification would make con- 
sumer demand more unstable and make economic stabilization more difficult. 
Incidentally, firms whose price increases were “justified,” could suffer heavily 
from advance notice. 

(5) S. 215 would weaken competition and create new problems of antitrust 
enforcement. Although the bill is labeled as a supplement to antitrust laws, 
it might well operate to impair them. In the name of inflation control, some 
companies would be dragged into a public arena and, on penalty of the law, 
forced to make public normally confidential data and future plans. Other 
companies and labor unions would be provided gratis the very kinds of informa- 
tion they would most like to have. In addition, public knowledge about costs 
and related matters would make tacit collusion and common price policy far 
more easy than would be the case otherwise. We do not know how serious these 
problems might become, but we do suggest caution and that these possibilities 
be carefully considered by the committee. 

(6) S. 215 would be especially harmful to certain kinds of business including 
many small businesses. Assertions to the contrary notwithstanding, differences 
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in the nature of the product, the technical conditions of production, and the 
time structure of demands do make a difference in normal price behavior. In 
some lines of commerce the planning and production period is longer than 
others. Some firms can, by contract and other devices, estimate future costs with 
considerable confidence; others cannot. Take an industry whose products 
prices are closely tied to fluctuating raw material prices—the price of flour 
is largely determined by the price of wheat, for example. To impose a 30-day 
waiting period on such businesses would put them in an impossible position. To 
operate under such strictures would mean that gross margins would have to 
increase substantially as protection or insurance against upward shifts in un- 
controllable costs. The effect, of course, would be to increase prices generally, 
not to control them. It should also be pointed out that the 30-day waiting period 
would systematically hurt the weaker or smaller as compared with the stronger 
or larger firm. A strong firm with adequate resources might weather a 30-day 
waiting period without serious long-run harm; a weaker firm might go under. 

In addition, smaller firms might be badly hurt by public price pressures 
imposed upon their larger competitors, and hence indirectly upon them. Until 
the larger firm is ready and willing as a last resort, to expose itself to public 
hearings it will try to hold the price line. In the meantime, smaller firms may 
be caught between rising costs on one hand and inability to raise prices on the 
other. The committee would be well advised to study carefully the many and 
diverse indirect effects which might be expected to flow from measures such as 
§. 215. 

(7) S. 215 might create unwarranted public hostility against business and 
divisive strains within business. This might be quite serious especially at the 
retail level of business. Public disclosure of unit costs and prices at the 
nanufacturing level, also would reveal gross margins at the distribution levels. 
The public generally doesn’t realize that margins vary greatly depending on 
the product and line of business or why they vary; nor do they have adequate 
knowledge to know what competitive margins are appropriate in different 
situations. If some real public purpose were to be served by public disclosure, 
embarrassment of merchant should not bar such a course of action, but it is 
hard to see how setting one businessman against another and the public against 
businessmen by arbitrary public disclosure of information, the relevance and 
meaning of which cannot be generally understood, can serve any public interest. 
This proposal, which purports to rely on healthful pressures of public opinion, 
seems to us to be based on principles of the lynch mob instead. 

It should be obvious from the foregoing discussion that we think S. 215 is a 
bad bill—a mischievous bill—however sincerely it may be intended as a measure 
to cope with problems of inflation. But let it be clearly understood, that our 
basic objections go not only to the impracticality of its specific provisions, 
but even more strongly to the underlying approach and assumptions. Most of 
our criticisms of S. 215 apply to similar measures which have been introduced 
in the Congress in one form or another to deal with inflation by establishing 
prenotification or price surveillance schemes. 

As we said at the beginning, the basic premises on which S. 215 rests are 
wsupported by analysis or factual evidence. Since there have been numerous 
statements by legislators, public officials, union officials, and others assuring the 
public that the evidence does confirm the administrative inflation thesis, it is 
incumbent upon us to demonstrate the invalidity of these claims. This we will 
attempt to do. 

The most important mass of evidence that has been presented to support the 
administrative inflation thesis is contained in various statements before this 
committee and elsewhere by Dr. Gardiner Means, whose basic notion is that the 
price inflatidn since 1953 has been caused chiefly by the price policies of firms 
which are supposed to be free, to greater or lesser degree, from the discipline of 
market forces. 

A subsidiary bit of evidence has been adduced from a BLS study, “Frequency 
of Change in Wholesale Prices,” prepared last year at the request of the Joint 
Economic Committee. 

Empirical or factual evidence, if it is to serve as a basis for responsible legis- 
lative action, must be subjected to searching criticism. While failure of em- 
Dirieal evidence to confirm a hypothesis does not invalidate the hypothesis, it 
does mean that other theories or hypotheses may strike as close or closer to the 
truth. Certainly in as important an inquiry as this, objectivity and truth, rather 
than preconceived notions, should prevail. We are confident that the committee 
agrees with us on this score. 
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In this spirit we should like to examine the evidence on three essential bases; 

(1) The relevance of the data and the technical validity of methods and pro- 
cedures used ; 

(2) The consistency of the findings with the data presented and other data 
available ; 

(3) The validity of inferences drawn. 

Because the findings claimed by Dr. Means have received such wide popular 
acceptance and because they are so important in their implications for economic 
theory as well as public policy, we shall direct most of our attention to Dr. Means’ 
evidence and only incidental attention to the alleged support given to Dr. Means’ 
findings by the BLS study. 


RELEVANCE OF DATA AND VALIDITY OF METHOD 


As we pointed out earlier, consumer prices or final prices are a more appro- 
priate indication and measure of inflation than intermediate prices. It is some 
what surprising, therefore, that Dr. Means devotes his attention solely to the 
behavior of wholesale prices. 

By grouping wholesale prices in various ways, Dr. Means purports to prove 
that the war and immediate postwar period 1942-47 or 1942-53 was a period of 
classical inflation characterized by excess demands, with market or competitive 
prices rising faster than administered prices. Price movements in the period 
1953-58, Dr. Means avers, demonstrates conclusively that administered prices 
are the chief inflationary culprits, with monetary and demand factors playing, 
at best (or worst), a very minor role. 

The BLS wholesale price index (WPI) is composed entirely of the prices of 
goods in process, including goods that go to other producers, as well as those 
destined ultimately for consumers. Moreover, the WPI contains in transit only 
a part of those goods which make up a typical bundle of goods and services 
purchased by the consumer. 

Increases in prices of goods in process are no more important than increases 
in wage rates for labor services contributed throughout the various stages of 
production. The final costs and prices are determined not only by prices of 
inputs but by how unit costs are affected by productivity improvements, quality 
changes, and the costs which are subsequently added in the channels of distri- 
bution. Actually, only about one-third of the index represents wholesale prices 
receievd by producers; the other two-thirds of the index measure wholesale 
prices paid by producers.’ This is shown in the Bureau of Labor Statistics 


+See U.S. Department of Labor, Bureau of Labor Statistics, “Economic Sector Indexes, 
January 1947-July 1955,” and monthly feports on “Wholesale Prices and Price Indexes 
(Wholesale Prices by Stage of Processing).” 
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classification of commodities included in the wholesale price index by economic 
sectors, or, as it is called now, by stages of processings, as follows: 


Prices paid by producers: Weights * 
Crude materials for further processing 
Intermediate materials, supplies and components 
Producer finished goods 


Subtotal, prices paid by producers 


Prices received by producers: 
Consumer foods (crude and processed) 
Consumer durable and nondurable goods (other than foods) 


Subtotal, prices received by producers 


Grand total 


1Cf. Bureau of Labor Statistics, “Wholesale Price Index, Relative Importance of 
Individual Commodities, December 1957, Based on 1954 Weight Diagram,” table 2, p. 36, 


The only sector of the wholesale price index that can be used for measuring 
partial inflationary effects consists of the prices received by producers, that is, 
the prices of those goods that will later flow through the normal distribution 
channels into the hands of the consumers. The other prices, to the measure- 
ment of which two-thirds of the wholesale price index is devoted, are prices 
which the producers had to pay for crude and intermediate materials, for sup- 
plies, for component parts of the end product, and for tools and equipment 
required in the production processes. While changes in the prices of these inter- 
nediate products, together with changes in wage rates, taxes, and profits (which 
are not included in the wholesale price index), can yield a partial explanation 
of the changes in prices received by producers, they do not measure those 
price changes any more than they measure inflation. On the contrary, their un- 
critical use in an analysis of price inflation seriously distorts the analysis and 
results in a grievous misstatement of the impact of “administered prices.” 

Yet, this is precisely the error of Dr. Means when he uses indiscriminately 
all parts of the wholesale price index, the prices paid by the producers as well 
as the prices they received, to measure inflation. The resultant distoration 
contained in Dr. Means’ figures is substantial. Its exact magnitude can be 
ascertained by measuring separately changes in prices paid and prices received 
by manufacturers and processors. 

In chart A (and supporting table 1) which covers the same period and the 
same price changes, in the wholesale price index as Dr. Means’ chart IV, we sepa- 
rate out prices by stages of processing to eliminate or minimize the bias of 
double counting. As in Dr. Means’ chart IV, the height of the columns 
represents price changes, and the width, the relative importance of the various 
groups, as weighted by the BLS. As can be seen, about two-thirds of the chart 
(on the left) represents prices paid by producers, subdivided into a number of 
categories, and only about one-third (to the right) reflects the prices received 
by producers included in the index. The chart clearly shows substantial price 
increases in the goods purchased by producers, and the relatively smaller ones 
passed along toward consumers. Simple arithmetic indicates that, of the total 
price increase in the wholesale price index during the period 1953 to October 
1958, about tree-fourths was paid by producers, while only about one-fourth 
was passed along toward consumers. In other words, by choosing the whole- 
sale price index as a tool for measuring the effects of inflation and using it 
in the way he does, Dr. Means significantly overstates the magnitude of what he 
calls administrative inflation. 
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TaBLE 1~—-BLS wholesale price indea, by stages of processing—Changes between 
1953 and October 1958 


ADMINISTERED PRICES 


Change, 
October |increase (+-) 
1958 decrease 


Weight ! 





Prices paid by producers: Percent 
Foodstuffs and feedstuffs_............-- ft Senin 94.6 3.9 —5 6 
Nonfood materials, excluding fuel........------ 3. , +4.6 
Crude fuels ns + 11.0 

Intermediate materials, 
producers’ goods: 
Nonmanufacturing industries: 
Supplies 
Processed fuel__-- 
( ‘onstruction materials and components aoe 
Producers’ finished goods 
Manufacturing industries: 
Intermediate materials for food manu- 
I os etl actin at cand inten aadmeioad 
Intermediate materials for nondurable- 
manufacturing 
Processed fuel and lubricants.....-....- 
eo ae isin aiaphabeabliennel 
Supplies __- 
Inte rmedis ite materials for durable manu- 


supplies, components, 


Components. in 
Producers finished goods. 


Subtotal, prices paid by producers 
Prices received by producers: 
Consume r foods (crude and processed) -. sions 104. 6 
Consnmer durables and nondurables 2 “(exe luding 
GI so ociiiccdctvndadsesssenidaaedangiecsdssasabnapie 


Subtotal, prices received by producers- --_.---.---- 107. 1 


Grand total, BLS wholesale price index. -.-...--.-- 110.1 











| December 1957 weights (relative imports ance), BLS. 
2 Consumer durables 113.8; 125.0; +-9.8; 7.7. Consumer nondurables (excluding food) 106.9; 112.2; +-5.0; 
13.7. 


Source: BLS wholesale prices and price indexes, 1953 and October 1958 (final). 


The difference between prices paid by producers and received by produc ers is 
striking, and all the more so because the WPI does not reveal other cost increases 
which have been absorbed by industry. As the Bureau of Labor Statistics 
reports elsewhere, wage rates paid by producers (hourly earnings of production 
and related workers in manufacturing) increased by more than 20. percent 
during the same period. 

Why, then, is it that with such substantial increases in sO many major pro- 
duction costs, prices received by producers increased only 5.8 percent during 
that period? The answer is both obvious ond familiar. It is that improvements 
in technology, material utilization, productivity, and managerial and labor skills 
have enabled producers, generally, to offset a significant part of the price, wage, 
and tax increases which they had to pay, so that the goods which they sold for 
ultimate use by consumers were only slightly higher in price when they were 
sent on their way. 

We are not carping at Dr. Means. If his ideas are really sound, they will be 
all the more influential and useful after they have survived rigorous criticism. 
But we urge the committee to stand back and look at Dr. Means’ use of the WPI 
in perspective. Why not look at the Consumer Price Index also to see if it 
helps confirm Dr. Means’ findings? 

In chart B we have plotted the components of the CPI for the two major 
periods Dr. Means uses to portray wholesale price movements. As in Dr. Means’ 
charts, the width of the components represents relative weights—in this case the 
base weights established in 1952. In Dr. Means’ period of classical inflation 
from 1942 to 1953, food prices accounted for the largest element of increase 
‘with durables in second place. Since Dr. Means might be expected to say that 
the prices of durables are more likely to be administered than other prices, we 
should expect durables to lag behind nondurables and services in this period. 
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Notice, further, that in Dr. Means’ period of administrative inflation, 1953 to 
October 1958, services lead the parade with consumer durables at the bottom 
end of the scale actually showing a decrease over this period of 1 percent. Is 
this the kind of behavior we would expect from Dr. Means’ pronouncements that 
“administered prices” have been the inflationary thief preying on consumers? 

Chart C?* shows the CPI for another period characterized by Dr. Means as a 
period of administrative inflation par excellence—the recessionary decline, July 
1957 to March 1958. Here again the data and the consumer will not bear out 
Dr. Means’ assertions. Durables come off rather well indeed; services continue 
their seemingly inexorable march upward. 


Cuart B.—CoNSUMER PRICE INDEX, CHANGES IN MaJgor GROUPS 


“aue 1942-1953, Annual Averages 
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*Excludes food. #eExcludes rent. 
Source: Computed from Bureau of Labor Statistics data. 


2 Chart C is drawn to a larger scale than chart B, since one of the periods involved is 60 
short that the smaller scale would be too difficult to read. 
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Cuart C.—CoNSUMER PRICE INDEX, CHANGES IN MAJgor Groups 


July 1957: = March 1958 


Food Rent Durabl 
42.9% +114 +1.% 40.5% 


All itens 28.0% 


SOS OO CO OOO O06 OO G48 OO 8898.08 SOSSOS8OSS8G 


“Excludes rent. ##Excludes food. 
Source: Computed from Bureau of Labor Statistics data. 


The second part of chart C covering 1955 to the present (February 1959) is 
added for the sake of the record. The committee may want to inspect it also, 
since it was in 1956 that the CPI started to rise after several years of virtual 
overall stability. 

If prices received by producers rise to a much lesser extent than those paid 
by consumers, does not this suggest that something other than the increase in 
prices received by producers is responsible? 

For Dr. Means’ period of “administrative inflation,” 1953-—October 1958, prices 
received by producers rose 5.8 percent, while the CPI rose 8.1 percent. Worse 
than this, the price rise of durables in the CPI was a negative 1 percent and 
nondurables rose only 6.4 percent. Services and rent, on the other hand, rose 
16 percent and 11.4 percent respectively. 

It is passing strange that a set of prices which rise more slowly than the 
average can be presumed to be responsible for the behavior of the average in 
a statistical sense. We would be most interested in any attempt to explain 
how this could be expected to come about. 

Let us emphasize that we do not say that our charts based on the WPI and 
CPI prove or disprove assertions as to the cause of inflation. But we do say 
there is still much explaining to do. Clearly Dr. Means’ highly oversimplified, 
aggregative, partial approach at the wholesale level is hardly a start, even a 
very feeble start, toward supporting sweeping generalizations about “adminis- 
trative inflation.” 

Now let us turn to Dr. Means’ evidence proper, bearing in mind that, however 
tarefully sifted, it represents the grain in only one corner of the granary. 


THE CONSISTENCY OF THE FINDINGS WITH THE EVIDENCE 


The novel ideas of Dr. Gardiner Means do not stem from a reformulation 
if economie theory. Rather, they flow from a set of empirical findings which 
ire believed by their discoverer and his adherents to constitute a strong prima 
facia case for legislative action and for a major overhaul of economic theory. 

The heart of Dr. Means’ position rests on the validity of his distinctions 
between “classical” and “administrative” inflation, and between the behavior of 
What he terms the “administered price” and the “market price” groups in the 
Wholesale Price Index. His thesis, of course, is that the inflation since 1953 
las been a new kind of inflation, characterized by the absence of excess mone- 
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tary demand and by ever higher prices established by those price setters with 
discretionary price-setting power. 

Because it is so crucial to his argument, I would like to quote a number of 
Dr. Means’ statements regarding the various periods of inflation. Speaking of 
the period 1942 to 1953, he holds: 

“* * * There is no evidence that administered prices as such had a tendency 
to go up more or less than market prices * * *” * 

Regarding the period 1942-47, he holds: 

“* * * The administered prices lagged very much behind and in that way 
slowed up the process of inflation.” * 

Again: 

“* * * there is strong evidence that this inflation from the increase in the 
stock of money had run its course by 1952.” ° 

“I could produce much more evidence that the price inflation from 1953 to 
the present was not the product of ‘too much demand,’ but was the product of 
administrative power with which your committee is concerned. I could show 
how between mid-1953 and mid-1955, a period of recession and partial recovery, 
administered prices rose and their rise was accompanied by a fall and partial 
recovery in market prices; how from mid-1955 to mid-1956 both administered 
and market prices rose; how from mid-1956 to mid-1957 administered prices rose 
and market prices fell; and how from mid-1957 to mid-1958 administration 
dominated prices rose and market dominated prices again fell. Whether market 
prices fell with a fall in general demand or rose with a rise in general demand, 
administered prices steadily climbed * * *. Clearly, so far as wholesale prices 
are concerned, the dominant fact of the inflation since 1953 has been its admin- 
istrative character * * *.”° 

Furthermore, on March 10, 1959, we find Dr. Means insisting: 

‘“* * * if we examine price changes from July 1957 to March 1958, what do we 
find? * * * the administration dominated prices continued to rise in an ad- 
ministrative inflation which was marked by the depression fall in market 
dominated prices * * *.”7 

The picture of the inflation that emerges from Dr. Means’ analysis is a ‘black 
one, no doubt about that. So black is it, in fact, that one is inclined almost to 
accept it without further ado. But let us look further into the mater. 

Dr. Means demands rigorous proof from his critics, and certainly the same 
may be demanded of him. 

Consider the period from 1942 to 1953, characterized by Dr. Means as one 
of “classical inflation.” In such a period, he claims, we can expect to see “all 
groups of prices move up more or less together.’ This conclusion is shown by his 
chart I, in which the blacks, whites, and group are well mixed. 

But Dr. Means does not provide us with a chart for 1947 to 1953, a major 
part of the period of “classical inflation”’—though we are provided with chart II, 
covering 1942 to 1947. This is unfortunate because a chart for 1947 to 1953, 
drawn on the same basis as Dr. Means’ charts, shows that the black administered- 
price product groups, on the whole, made the largest price increases of the 
period, though the picture is not perfect. We introduce our chart D, showing 
this; the committee may wish to compare it with Dr. Means’ chart IV. 


*“Administered Prices: Part 9—Administered Price Inflation: Alternative Public 
Policies,” hearings before the Subcommittee on Antitrust and Monopoly of the Committee 
on, oF ay U.S. Senate ; Government Printing Office, Washington, D.C., 1959, p. 4757. 

5“Administered Prices: Part I—Opening Phase—DPconomists’ Views,” hearings before 
the Subcommittee on Antitrust and Monopoly of the Committee on the Judiciary, U.8. 
Senate ; Government Printing Office, Washington. D.C., 1957, p. 95. 

Statement before the Senate Antitrust and Monopoly Committee, Dr. Gardiner C. 
Means, economist, Mar. 10, 1959, pp. 13, 14. 

tT Ibid., p. 17. 

8 “Administered Prices—Part 9” ; op. cit., p. 4747. 
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One might well wonder why Dr. Means did not see fit to label this period 
also as one of “administrative inflation.” This would, however have created a 
problem for him because as he has often said, monetary demand was excessive 
until the early 1950's. Since Dr. Means’ analysis of “classical inflation” builds 
on the proposition that under such conditions market prices rise faster than 
administered ones, it is easy to understand why his discussion of the period 
from 1947 to 1953 is notable for its skimpiness. 

Dr. Means considers the period from 1951 to 1953 one of classical war inflation: 

“* * * the classical type of inflation such as we had after World War II and 
in the Korean war. These inflations were demand inflations in which there 
was too much money chasing too few goods. As a result of the excess demand, 
market dominated prices rose first and most while administrative prices lagged 
behind.” ° [Italic ours. ] 


*Statement before the House Committee on Government Operations; Dr. Gardiner C. 
Means, Mar. 25, 1959, p. 4. 
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But, unfortunately for this thesis, the facts tell exactly the opposite story, 
From 1951 to 1953 all of Dr. Means’ white or market-price industries suffered 
price declines, while all but two of the black administered groups rose. See 
table 2, below. 


TABLE 2.—Perecntage change in wholesale prices for selected dates during the 
period of “classical inflation,” 1945-53 


[Grouped according to 3-fold classification of Gardiner Means] 





1945-51 1945-47 1947-51 1947-53 | 1951-53 | 1950-51 





Administered (black): 
Metals, metal products. __--.-- 
Machinery, motive products 
Nonmetallic minerals. 
Tobacco, ete : 
Rubber, rubber prod 
Pulp, paper ete iwaceuwwnd 
Mixed (gray): 
Chemicals, allied products. ---- 
Fuel, power, ete een ni 
Furniture, household -.-- 
Market (while): 
Leather products, ete 
Lumber, wood products 
Textile products, apparel - - 
Processed food_-.-- 
Farm products . 
Miscellaneous products. -. 
All commodities 





! Not available. 
Source: Computed from Bureau of Labor Statistics data, 


Table 2 alone should be enough to negate Dr. Means’ thesis, but we continue on 
to show that there is an excess amount of material for this purpose. 

Dr. Means is in worse trouble for the period of recession from July 1957 to 
March 1958 because he has made a great deal out of the evidence here, and be- 
cause the nature of the period makes the setting of blame for rising prices here 
a matter of special concern. Much political capital has been made out of Dr. 
Means’ finding that administered prices were chiefly responsible for the rising 
prices of that period of recession. He states the obvious: 

“Actually there is clear evidence of a deficiency of demand in 1957 and 1958.”" 

And then later makes the categorical assertion : 

“* * * All of the industrial market-dominated groups of chart IV went down. 
All of the administration-dominated groups of chart IV went up except rubber 
and rubber products which went down slightly. * * * The administrative domi- 
nated prices continued to rise in an administrative inflation which was masked 
by the depression fall in market dominated prices. * * *”™ [Italics added.] 

These findings could hardly fail to be impressive. The only difficulty is that 
they just plainly aren’t so. In the first place, an industrial “market group” did 
rise. Miscellaneous products rose from 88.8 to 94.3, or over 6 percent. This 
misstatement, however, does not undermine his position nearly as much as his 
incredible omission of farm products and processed foods (market prices accord- 
ing to his categories) from his table II (p. 18) in his March 10 statement to this 
committee. These three omissions, amounting to 33 percent of the entire Whole- 
sale Price Index, were not even mentioned or justified in any way in Dr. Means’ 
statement to this committee. How significantly they affect the analysis can be 
judged from the fact that farm products rose 8.3 percent and processed foods 
3.3 percent during this period of deepening recession. 

Though Dr. Means has made much of the administered inflation of 1957-58, 
he did not follow his usual practice of showing his evidence in chart form. 
Instead, it appears in a table (II, p. 17)" in which he abandons his previous 


10 Statement, Mar. 10; op. cit., p. 2. 
11 Tbid., p. 17. 
2 Ibid. 
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groupings by pricing classification and presents the data ranked in terms of 
size of price change. This does not facilitate comparisons between this data and 
that contained in his preceding statement to this committee. Had Dr. Means 
created another of his famous charts to convey this information, it is likely that 
the three major omissions would have been more widely noted. 

We are glad to make up for this omission by presenting our chart E, which tells 
the story in Dr. Means’ own graphic idiom. It is drawn on the same scale used 
by Dr. Means. The picture is quite different than one would have gained from 
Dr. Means’ assertions. 

Although he did not inform this committee of his omission of the three recal- 
citrant product groups, Dr. Means did state to the Joint Economic Committee in 
February that he left out farm and food products for the reason that: 
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“* * * since, as the ‘Economic Report’ points out, the prices of farm and 
food products reflect the sizable contraction in the supply of certain farm 
products, notably a short supply of fresh fruit and vegetables, due to bad weather 
conditions and the short supply of cattle.” * 

Two of these omissions are thus conveniently rationalized for Dr. Means by 
a report for which he otherwise seems to have little respect. It was vital for 
Dr. Means’ position that he find some way out of the position in which the 
data placed him, for Dr. Means had made a very strong point out of the 
proposition that in a world of administrative pricemakers, recession was par- 
ticularly painful for farmers. 

“The farm price disadvantage in a depression is thus a more important 
example of the depression disadvantage of all producers whose prices are made 
in the market. Farmers, like other producers selling at market prices, are also 
at a disadvantage in an administrative inflation.” * 

But it is a highly abnormal year in which “abnormalities in supply” do not 
occur somewhere in the wide range of agricultural products. Dr. Means’ 
rationalization for eliminating farm products from his portrayal of the infla- 
tionary forces of the period is obsolutely untenable. 

There does exist an appropriate procedure whereby Dr. Means could have 
eliminated these food categories from the analysis of recession prices: he could 
have set up an objective criterion of farm supply abnormality and applied it 
to all the years covered by his charts. Had he done this, we very much doubt 
that food would have appeared in any of his tables. Undoubtedly this is what 
Dr. Young had in mind when he criticized Dr. Means for having included farm 
products and products manufactured from them in his analysis.“ Dr. Means 
refused this advice, but also failed to subject the past years to adjustments such 
as he made so strategically in this particular instance. 

It cannot be too strongly emphasized that Dr. Means failed to make any 
attempt at all to justify, and quite neglected to mention, his omission of miscel- 
laneous products from table II and his analysis. 

If an analysis based on empirical research is to be taken seriously, objective 
criteria governing special cases must be applied systematically to all the data. 
At every point in time, special circumstances are developing in hosts of product 
markets. Only a naive person would dare to argue that in the periods analyzed 
by Dr. Means there are no special circumstances affecting prices in the admin- 
istrative price sectors. Yet Dr. Means has made no mention of any, and 
eee on calling all price increases by firms in his black groups administered 
n nature. 

Even taking Dr. Means’ work at its own face value we can find no rational 
basis for accepting his conclusions. His groups simply do not behave the way 
he says they must. Our advice to Dr. Means and his supporters is, anyone who 
thinks the recent inflation is an administered inflation had better study the 
record. . 

One man who has made some study of the record is the man who puts it out— 
Ewan Clague, Commissioner of Labor Statistics. This careful analyst in testi- 
mony before the Joint Economic Committee, observed: 

“Prices of manufactured goods, on the other hand, have remained generally 
unchanged during the past year, although some of them have been edging upward 
in the latter half of 1958 as business has been improving.” * 

It is not surprising that Dr. Means’ bland conclusions cover up a mass of 
inconsistencies. What more could be expected of a set of classificatory criteria 
that defy all rational understanding? 

Did Dr. Means classify his groups on the basis of concentration ratios, on the 
basis of price-flexibility data, on the basis of any observable measure? He did 
nothing of the sort. 

Dr. Means bases his classifications on his general knowledge. This is truly 
a case of incredible presumption. Most of the product groups in the Wholesale 


1% “January 1959 Economic Report of the President,” hearings before the Joint Economic 


Committee, Congress of the United States, Government Printing Office, Washington, D.C., 
od, DP. Io. 


4 “Administered Prices: Part 1,” op. cit., p. 98. 
1% Stat-ment, Mar. 10, op. cit.. pp. 4, 5. 
te “January 1959 Economic Report of the President” (hearings), op. cit., p. 96. 
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Price Index are composed of an enormous and ever-changing variety of types of 
products and market situations which make even product-by-product classification 
a most difficult endeavor. Though it should really not be necessary to subject 
these classifications to critical review, the fact that they have been accepted by 
so many laymen as reasonable and sound imposes that duty on us. 

Consider the consistency of Dr. Means’ groupings with the evidence from the 
Bureau of Labor Statistics price flexibility study “ on the number of price changes 
per item over a 3-year period. Dr. Means calculated the average number of 
price changes per item for each wholesale price index group. Of course, there 
was little problem in estimating the flexibility of tobacco and beverages as very 
low, and farm products and processed foods as high. It was easy also to estimate 
lumber and wood products as high in flexibility. But that still leaves 11 difficult 
cases to be estimated. Dr. Means points out that his groupings are “* * * con- 
sistent with the findings of the BLS on average frequency of price change except 
in five cases * * *”* 

Since correct hits in 6 out of 11 nonobvious cases would easily happen by chance 
if the person making the estimate simply tossed a coin, the reliability of Dr. 
Means’ judgment is hardly established by this result. It is interesting that Dr. 
Means does not use this evidence either to revise his classifications or to modify 
his stand on price rigidity. What he does do is to try to explain away the 
discrepancy. 

Dr. Means explains, in the footnote to a table of wholesale price index groups,” 
that the figures on average price flexiblity in those five out-of-line groups were 
biased by low weight items with behavior contrary to that of the items of large 
weight in the index. This is, of course, a perfectly rational approach. We agree 
with Dr. Means that the use of average price changes per item dreadfully biases 
the flexibility rating of the product groups. It would be better by far to use the 
percentage of items in each product group which fall in quintile 5 of the Bureau 
of Labor Statistics study.” But why does Dr. Means seek out only sources of 


“Trequency of Change in Wholesale Prices: A Study of Price Flexibility,” prepared 
for the Joint Economic Committee by the U.S. Department of Labor, Bureau of Labor 
Statistics. Government Printing Office, Washington, D.C., 1959. 

18 “Administered Prices: Part 9,” op. cit., p. 4756. 

9 Ibid., p. 4756. 

» “Frequency of Change in Wholesale Prices,” op. cit. 

bie those unfamiliar with the BLS study, Dr. John Blair’s description of it may be 
useful : 

“The BLS classified each of 1,789 products in the wholesale price index according to the 
frequency of the products’ Pe changes during the 3-year period 1954-56; these repre- 
sented all of the 1,900 products in the index with the exception of certain items whose 
prices are secured on a confidential basis, certain seasonal products, and a few items for 
= the price series obtained by the BLS was not suitable for the purpose of the 
study ; 

“* * * the distribution of the products into 5 categories or ‘quintiles,’ according to the 
frequency of change [was] as follows: 


Flexibility group (quintile) Number of | Number of 
pricechanges} products 





370 
308 
405 
356 
350 


“Since the BLS computes its price series on a monthly basis, the greatest possible 
frequency of change was 36; an example is natural rubber, which during the 3-year interval 
had 36 changes, of which 14 were decreases and 22 were increases. At the other extreme 
were products which had no price changes at all during this period, of which synthetic 
rubber is an example * * *.” (“Price Behavior of Administered or Market Price Products 
in the Current Inflation,” memorandum to Mr. Paul Rand Dixon, staff director, Subcom- 


mittee on Antitrust and Monopoly, Committee on the Judiciary, U.S. Senate, prepared by 
John M. Blair, chief economist, pp. 2, 3.) 
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bias for categories in which fragmentary evidence might tend to cast doubt 
on the reliability of his subjective classifications? At any rate, since Dr. Means 
goes to the trouble of explaining away these five inconsistencies with his classifi- 
cations, it seems clear that he still regards price flexibility as fundamental to 
his basic thesis on price administration. 

Dr. Blair reminds us of the importance of price flexibility, pointing out that— 

“It will be remembered that by definition Dr. Means’ ‘administered-price’ 
industries are industries of infrequent price change, whereas his market-price 
industries are industries of frequent price change.” ™ 

He further points out that— 

“Only one of the five classes, or quintiles, can properly be regarded as ‘flexible’ 
in the usual and traditional sense of the term. This is quintile 5, which con- 
sists of products having 15 or more price changes in the 3-year period.” ~ 

Let us accept Dr. Blair’s criterion for a moment, though let it be understood 
that we do not accept the BLS study as even remotely reliable as a basis for 
drawing conclusions about price flexibility. 

We take the major commodity groups of the wholesale price index and classify 
them as “administered” or “market” prices depending on whether 50 percent 
or fewer commodity items in each group fall in quintile 5 of the BLS study. 
(See table 3 following.) According to this test suggested by Dr. Blair, we get 
a world of black and white—mostly black. Only two groups can properly be 
classified as “market price dominated’—farm products and processed fvods. 
This is not altogether surprising, since Dr. Means himself has asserted that: 

“Most of the prices you come in contact with every day are adininistered 
prices—the prices in the Senate restaurant, at your barbership, and in your local 
stores. * * * In fact, most industrial prices are administered prices and so are 
a large proportion of retail prices. * * * It is only in agriculture and some raw 
materials that the flexible market price is the usual type.” * 

We here introduce chart F, a reinking of Dr. Means’ chart IV, to demonstrate 
the results of using the “Blair” test. It is interesting to note that 6 groups of 
the black type increased their prices from 1953 to October 1958 to a less extent 
than did processed foods. The behavior of the two white—or market-price— 
groups is most intriguing since one rises while the other falls. This test of 
administered versus market price behavior is, to be sure, highly inconclusive, 
as two of the black groups also reduced prices in this period. There is reason 
to wonder, on the basis of the evidence presented up to now, whether “admin- 
istrative inflation’ can be controlled by public price surveillance over “basic” 
industries. 


21 Blair memorandum to Dixon, op. cit., p. 2. 
22 Tbid., p. 3 


2 “Administered Prices—Pt. I”; op. cit., p. 71. 
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TABLE 3.—Proportion of commodities in quintile V, by major groups of the 


wholesale price index 


Code Major group 


01 | Farm products. -- 
02 | Processed foods. ati ptteabages s 
03 | Textile products and apparel.._....-...-.....----.-- 
04 | Hides, skins, and leather_.......--- 

05 | Fuel. power, etc_.- ae 

06 | Chemicals and allied products._— -- a ee 

07 | Rubber and rubber products_.-......-........-.--- 
08 | Lumber and wood products-_-....-.....----..--------- 
09 | Pulp, paper, ete... aces 

10 | Metals and metal products.............-.-.-.--..- 

11 | Machinery and motive products_- 

12 | Furniture, etc... sseiceaiiaie 
13 | Nonmetallic minerals__--.---.---- 
14 | Tobacco manufacturers and beverages 
15 | Miscellaneous products. 


Total 
number of 
commodities 


85 
137 
190 

48 

40 
288 

36 

63 

53 
200 
423 

86 

33 
18 
88 


Number of 
commodities 
in quintile V 


sory 
‘who 
BLS 
of pr 


+m 


chan 

o* 
knov 
cont} 
of fi 
form 
of co 
Wi 
as ar 
Le 
are | 
peop) 
issue 
and | 


Percent in 
quintile V 








Total in BLS price flexibility study__..-...--- 


Source: Frequency of Change in Wholesale Prices: op. cit. 


To develop this point further, we should like to call attention to charts 10 
Chart 10 for durable manufactures shows that the 
was quintile 1—the most flexible 
This suggests that much caution should surround any 
attempt to draw the portentious conclusion that price flexibility and pricing levels 
This conclusion is buttressed by the almost perfectly opposite be- 
havior of the first quintile for nondurable commodities in chart 11. 
sets of inflexibly priced commodities behave as if they danced to quite different 
The proposition, of course, would not surprise Dr. Simon Whitney (Fed- 


and 11 of the BLS study.™ 
quintile closest in average price behavior to “5” 
and the most inflexible. 


are related. 


music. 


1, 789 
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Dr. | 
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scru] 
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eral Trade Commission) or Dr. Ralph Young (Federal Reserve Board) or very 


many of the thousands of economists of the Nation. 
categorical pronouncements of Dr. Means. 


ables. 


tbe 


quintiles. ‘ 


Thus far we have not directly challenged the validity of the Bureau of Labor 
Statistics study on price flexibility, as a price flexibility study. Since both Dr. 
Means and Dr. Blair have placed considerable reliance on this “evidence, 
felt it appropriate to show that in numerous ways the data do not support some 
We, however, are far 


of the assertions being made about administered prices. 


from satisfied that any reliance whatsoever can legitimately be placed on a study 


which suffers from innumerable defects. 


The flexibility study was undertaken by the BLS at the request of Senator 
In its introductory pages and technical appendix, very important words 
of caution are made by the BLS staff itself. They did what they were told to do; 
but they did point out, mainly in technical terms, serious limitations and qualifica- 


Douglas. 


tions regarding its method and use. 


To determine the usefulness of the BLS study we asked a highly competent, 
professional statistician, Prof. Everett H. Johnson, chairman of the Department 
of Statistics at George Washington University to prepare an evaluation of the 
Professor Johnson is a member of the business statistics commit- 


report for us. 
tee of the national chamber. 























But it hardly fits with the 
Dr. Means has given us no reason 
to suppose that price administration is more prevalent in nondurables than dur- 
Nor is any reason presented for the fact that in 1955 and 1956—years of 
administrative inflation” according to Dr. Means—the rate of increase of first 
quintile prices of both durables and nondurables should be the slowest of all the 


We quote briefly from Johnson’s analysis of the BLS study : * 


“The principal comment to be made about the current BLS study is that it 
should never have been undertaken if a study of price flexibility is what was 
The fact that poorly conceived studies may have been made in the past 


desired. 
is no justification for their continuance. 


* BLS study, op. cit., p. 34. 


2 An evaluation of certain aspects of the BLS report entitled “Frequency of Change 2 
A Study of Price Flexibility” ; Everett H. Johnson, George Washingt 
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“The data * * * may be fairly satisfactory for indicating long-term trends of 
‘wholesale price’ * * * However, for various reasons, the prices collected by 
BLS for index number purposes are not at all suitable to measure the frequency 
of price changes. 

“* * * there is very little, if any, relationship between the magnitude of price 
changes and their frequency. 

“* * * it may be said that the BLS study may add something to the fund of 
knowledge regarding the behavior of the Wholesale Price Index, but that its 
contribution to the measurement, understanding and interpretations of the effects 
of flexibility is quite limited. Such a study is not suitable as a basis for the 
formulation of private or public policy or legislation relative to the problem 
of concentration and administered prices with respect to price behavior.” 

We should like to enter into the record the full statement by Professor Johnson 
as an appendix to our testimony. 

Let us repeat again, we are not carping at Dr. Means or anyone else. We 
are interested only in the character of the evidence on which the American 
people through their representatives are expected to decide momentous policy 
issues. There is ever so much more that could be done to show how confused 
and useless the evidence is. The awful truth is that we have barely scratched 
the surface. We have not, for example, tested Dr. Means’ classifications for 
consistency with concentration rations, such as they are. We have not touched 
Dr. Means heroic assumptions and assertions about capacity utilization and 
demand. We have not subjected his results to basic tests of statistical signifi- 
cance. We have not mentioned many minor pieces of erroneous or careless 
statistical presentation. 

Under pressure of time when preparing testimony hastily, anyone, including 
Dr. Means, may make some errors. As this statement is written under great 
time pressure, we do not say we are free of error in our presentation. Lut we 
do say that after the fact one should not persist in error. And we do say that 
scrupulous care should be taken in the sifting of evidence and the evaluating 
of all statements of opinion, fact and analysis. 


THE VALIDITY OF THE INFERENCES 


The case for administrative inflation has not been made on empirical grounds. 
As we have shown the data, methods and procedures on which Dr. Means has 
based his case simply do not hold water. The emphasis placed on wholesale 
price changes grouped according to arbitrary and completely subjective cri- 
teria, the inconsistencies throughout, the ommissions of relevant data, the fac- 
tual misstatements and the ambiguities all combine to destroy the validity of 
inferences drawn from his oddly assorted collection of “facts.” If there was 
doubt before in anyone’s mind that the inflation of the past few years has been 
one of price increase in administered price industries, that doubt would cer- 
tainly be reinforced and enlarged by a careful examination of Dr. Mean’s work. 

On the validity of inferences which may legitimately be drawn from the BLS 
study, Frenquency of Change in Wholesale Prices, we have, in the main, let a 
competent statistician, Dr. Everett H. Johnson, speak for us in the material 
quoted above and by submitting his analysis for the record. Certainly, he has 
shown that no valid inferences of any real significance regarding relationships 
between industrial concentration, amplitude of price movements and frequency 
of price movements can properly be sweated out of that study—though it may 
be useful for other purposes. 

This subcommittee has been surfeited with “facts’—great helpings of un- 
digested and indigestible facts, served up in a thin gravy of warmed-over 
assertions. To explain price movements and price behavior, it is not enough 
to serve up new helpings of data. There must be a systematic explanation, 
using objective criteria, of the observed behavior. After the facts have been 
tested for relevancy, accuracy and consistency, they must then be fitted into 
such a logical explanatory scheme. Facts do not speak for themselves; they 
must be explained. 

Before the administrative inflation thesis can be accepted as an adequate 
explanation of price level behavior in recent years, much less serve as a basis 
for new, important public policies, it must be based on reasonable assumptions 
about economic behavior, must be formulated in a clear, logical manner, and 
must provide a more complete, and more consistent explanation of price 
phenomena than do existing theories. When one considers the possible sources 
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of inflationary bias in the American economy—government imposed price ri- 
gidities of many kinds, immobilities of labor and other resources, shifts in de. 
mands, changing technology, monetary factors, systematic upward biases in 
input prices, and many others—one wonders whether administrative inflation 
is not an awfully small donkey on which to pile such a tremendous and un- 
wieldy burden. Certainly, there are a great many other factors which must be 
systematically eliminated on objective grounds before administered prices can 
be isolated, theoretically or empirically, as even a partial inflationary force or 
mechanism. 

We suggest that before we cast aside orthodox theories which can and do 
explain price movements of recent years, however imperfectly, before we jump 
up and down on the “corpse of supply and demand,” we had better exercise a 
bit of mature caution. Contrary to popular assertions, the price movements 
in recent years are not the outlandish puzzle they are sometimes painted. Any 
elementary text in economics will show clearly why, when demand is falling and 
costs are rising, price may go up, may go down, or remain stable, even in the 
most competitive case ; and any of these three price possibilities will be associated 
with a reduction in output. Contrary to popular notions, also, economic theory 
is not fixed, static, or obsolete. New ideas are continuously advanced, tested, 
and absorbed into economic theory; old ideas are constantly being reformulated 
and some rejected. There are some new departures being made on the 
subject of administered pricing, but little yet has appeared to suggest their 
inflationary potential. 

/It may be that there is an intellectual lag in the academic circles and other 
segments of the economic profession. Perhaps we should formulate policy first, 
and then try to rationalize it, however good or bad, after the fact. On the other 
hand, when the policies are.far reaching and involve flights of fancy far 
beyond the frontiers of existing economic knowledge, perhaps it would be better 
to get the anlaysis straight first, and formulate policy later. We are very hopeful 
that this committee will follow the latter course of action. 
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JANUARY 1959 ECONOMIC REPORT OF THE PRESIDENT 


Hearings before the Joint Economic Committee, Congress of the United States 
86th Congress, 1st session, pursuant to section 5(a) of Public Law 304 (79th 
Cong.), January 27, 28, 29, 30, February 2, 3, 4, 5, 6, 9, and 10, 1959 


“ADMINISTERED PRICES” REEXAMINED 


(By Padraic P. Frucht, economic research department, Chamber of Commerce 
of the United States) 


INTRODUCTION 


Business organization, the structure of markets, the private pricing practices 
have long been matters of public interest and policy concern. Our antitrust 
history testifies to this fact. But, in addition to traditional problems of monop- 
dy and restraint of trade, these matters have assumed a new importance in 
recent times in relation to problems of economic stability and growth. More 
specifically, attention has been focused on “administered” prices and wages as 
“eauses” of inflation or as impediments to public policies designed to promote 
adequate levels of employment and rates of growth within a framework of reason- 
able stability of the general price level and free markets. 

In spite of the clouds of loose thinking and irrational verbiage about “admin- 
istered prices” and “wage inflation” which have hung like a heavy smog over 
public discussion of these issues, it is of vital importance that policymakers 
assess the potential success of public stabilization measures in light of the 
institutional structure of product and factor markets to which they are applied. 

But current discussion of these issues have been dominated by a barrage of 
highly subjective and supercharged, partisan interpretations of piecemeal bits 
of evidence. These “intuitions” have failed to meet any objective test of logical 
consistency or coherence. While much freewheeling eclecticism can often be 
nost useful in bringing important real problems to the light, it should not in 
itself form any basis for legitimatizing loose thinking in formulating economic 
and social policies. For this reason, a systematic, logical framework for the 
analysis of market structures and their implications for pricing behavior is 
needed if we really want the air cleared and the real problems in this area 
highlighted. 

The statement deals chiefly with one element of the present debate—adminis- 
tered prices. It attempts to reexamine systematically the nature and significance 
of administered prices for the purpose of making clear the kinds of policy issues 
which we do and do not face. 

The term “administered prices” has many meanings and connotations. In 
part this confusion indicates a dissatisfaction with the conventional tools of 
economic analysis in explaining the complexities of business behavior in the 
real world. This dissatisfaction is not altogether unfounded, though it has been 
much too sweeping in its application. Conventional analysis does give clear 
and unambiguous results for extreme cases: (1) perfect competition, where a 
homogeneous or undifferentiated product is involved, and (2) pure monopoly, 
where one firm or decisionmaking entity has exclusive and excluding control 
of the market for a product having no close substitutes. But, in between the 
extremes—where products are differentiated, where there are sometimes few, 
sometimes many sellers, where entry of new competition may be difficult or 
easy, where market adjustments may be slow or rapid, where diversity seems to 
defy simplification—conventional tools of analysis do not always provide the 
dear, rigorous generalizations which we would like to have in answer to the 
questions. 

Because of this unsatisfactory state of affairs, economists are now in the 
process of developing some new approaches. This does not involve any scrap- 
ping of received economic doctrine, which, for most of the questions on busi- 
ness behavior which concern us, remains our clearest and soundest approach. 
The question at issue in the administered pricing debate requires us to deal 
systematically with questions regarding pricing inflexibilities, which, however, 
are expliciting excluded from consideration by the assumptions of more orthodox 
economic theory. For this reason, we may find it conducive to clearer under- 
standing of the administered pricing issues to redirect the traditional tools 
toward more relevant distinctions and assumptions about the forces which 
shape business pricing decisions. 
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art of what follows is old and part is new. Important contributions by Prof} (3) T 
Edward Chamberlin, for instance, have made economists face up to the fact that § petition. 
some aspects of business behavior cannot be easily reconciled with the more§ (4) T 
orthodox image of economic reality." Though the specific approach adopted by} (5) T 
the author has been developing over a period of time in teaching and research,} (6) T 
it owes much to the creative work of Chamberlin and Joe Bain* on these prob- J output. 
lems. Because some features of the analysis are relatively new and unfamiliar,} (7) T 
the argument is developed in considerable detail. The length of this statement (8) T 
will be justified if it helps to clarify some “administered” confusion and throw J and wag 
light on the policy issues which seem to be involved. (9) T 

(10) | 

PRELIMINARY CONSIDERATIONS (11) | 

i ) 

The relative flexibility of products and prices aaa 

More mischief is done by the careless habit, shared by most of us, of assuming (13) 
that products are definite physical entities, that services can be measured in (14) 
precise units. A steak may be well or badly cooked, the restaurant clean or § the rela’ 
dirty, handy or inaccessible. Few defendants at law assume that one lawyer is (15) 
as good as another. These 

Products and services have many significant dimensions which influence our § each on 
dispositions to buy from this or that seller or producer. Along with its central J howeve! 
core of physical characteristics, qualities or performance, the product package § conside! 
includes all the terms and conditions of sale, locational accessibility and other J many 0 
factors relating to the buyer’s convenience. ‘The reputation and personality of § should | 
the seller, his agents and premises—his good will—may be of primary importance, § industri 

Most of the dimensions of the product package possess some degree of economic But, | 
value to the buyer, though the relative valuations by different buyers of the J sme ri 
different elements involved may vary greatly. less of | 

Since most elements of the package are costly to create and to maintain, Jace is 
sellers are constantly reappraising and changing the elements in their product §djustn 
packages in the light of their costs and consequences in sales. Thus, it is quite 
possible for a product price to remain fixed over a considerable time while the 
product package itself changes radically in its composition and value. 

Although we are not here concerned with the economic effects of competition The 
in quality and other nonessential aspects of product packages, we must take realisti 
cognizance of the fact that such adjustments as these render product price sta- | 
tistics less than accurate reflections of the relative flexibility of many prices. of 
For this reason, comparisons of the frequency of price changes among industries - 
ean be misleading, unless supplemented by evidence on the other aspects of - 
product packages. “eis 
Factors influencing flexibility of postéd prices ho! 

Before turning to the analysis of administered pricing, it would be worthwhile rul 
to remind ourselves that the frequency of price adjustments depends funda- On tl 
mentally on many factors, of which entry is only one. Some of the more obvious Which | 


of such influences on relative price flexibility should be mentioned: 

(1) The frequency of factor price changes. <A producer hiring many kinds of 
labor skills in a tight labor market would be more affected by changing wage rates 
if none of his workers were unionized than if each skill were in a craft union; 
the frequency of factor price changes in the latter case would probably be greater 
than if his workers were members of an industrial union. 

(2) The special circumstances of the particular market—its institutional 
mores and customs, its merchandizing patterns, model changeover rates, the 
expenses involved in changing prices, etc. 


1“The Theory of Monopolistic Competition,’ Edward Chamberlin; Cambridge, Mass.: 
Harvard University Press, 7th edition, 1956, 

2“Barriers to New Competition,’ Joe S. Bain; Cambridge, Mass.; Harvard University 
Press, 1956. 

The contributions of Professor Bain, along with the important work of Paalo Sylos 
by Franco Modigliani in a recent article. See his “New Developments on the Oligopoly 
Labini in administered pricing theory—‘“Oligopolio e Progresso Tecnico” (Oligopoly and 
Technical Progress) ; Milan: Guiffre, 1957—are discussed with enthusiasm and perception 
by Frano Modigliani in a recent article. See his “New Developments on the Oligopoly 
Front,’ the Journal of Political Economy, vol. LXVI, No. 3, June 1958; University of 
Chicago Press ; pp. 215-232. 

Additional applications of administered pricing theory may be found in ‘The Nature of 
Administered Pricing,’’ Economic Intelligence, vol. XI, No. 7, July 1958; Washington, 
D.C.: Chamber of Commerce of the United States; and ‘Product Competition” (ch, 20), 
“The American Economy,’ George W. Zinke; New York, N.¥Y.: Ronald Press; 1959. 
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(8) The relative importance of variations in product packages, quality com- 
tition. 
mA) The degree to which posted prices are actually paid. 


by Prof, 
fact that 
he more 






opted by (5) The rate of technological change. 
research, | (6) The relative newness of the product and the rate of change in its 


output. 

(7) The degree to which import competition is significant. 

(8) The degree to which governmental policies and programs affect pricing 
and wage policies. 

(9) The importance and role of product differentiation among the firms. 

(10) The seasonal and cyclical sensitivity of product demand. 

(11) The importance of competing substitutes and their frequency and direc- 
tion of price changes. 

(12) The ratio of fixed to variable costs. 

(18) The speed at which new capacity can enter. 

(14) The degree of variation among the firms in their cost structures and in 
the relative behavior of their factor prices. 

(15) The variation in factor combinations among the firms. 

These factors condition the pricing behavior of all industries. The force of 
each one may vary greatly from industry to industry and from time to time, 
however, and we would expect a priori that relative price flexibility would differ 
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package § considerably among industries in any given time period. Furthermore since 
nd other Qmany of these factors are subject to change over time for any industry, we 
nality of § should not be surprised to find the relative frequencies of price changes among 
portance, § industries changing considerably from time to time. 


But, among these influences is one which, wherever it exists, acts to induce 
some rigidity in pricing regardless of how the other factors apply and regard- 
less of how costs and demands in an industry may be moving. This basic influ- 
ence is product differentiation, which always acts to prevent immediate pricing 
adjustments to changes in circumstances. 
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The analysis of administered prices which follows rests on the following 
realistic assumptions : 

(1) That product differentiation which is prevalent over wide sectors 
of the actual economy implies that each firm has, in a sense, a market 
of its own, but that the ability of a firm to exploit its market is subject, 
in varying degrees, to the constant threat of entry by actual or potential 
competitors. 

(2) That each firm attempts to maximize its profits, but that the time 
horizon of the firm is sufficiently long that profit maximization in the short 
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orthwhile run will be constrained by longrun profit considerations. 
is funda- On the basis of these assumptions, a theory of “limit pricing” will be developed 
e obvious §*hich says in essence that the prices of all firms producing differentiated prod- 





ts, with or without market power, are determined at any moment in time by 
the conditions of entry into each firm’s market as well as by costs and demand. 
ln other words, the focus of attention is how market constraints discipline the 
im as it carries out its longrun, profitmaking functions and, in particular, how 
lmgrun considerations affect shortrun price and output decisions. 

As used in this analysis, the term “administered prices” properly applies to 
il market situations in which the individual firm sets its own prices under con- 
titions in which the level of prices charged and the frequency of change in the 
evel of prices are influenced not only by changes in demand and factor costs, but 
tlso by considerations regarding the effect of pricing policies on the firm’s market 
ituation in the subsequent time periods. 

This definition, it should be noted, excludes the “auction prices” of perfect 
ompetition involving homogeneous products. It does cover all other cases where 
wme degree of “differentiated competition” exists. It should be further noted 
hat this definition implies nothing about the market power that individual firms 
lay or may not possess. The implications of market power will be dealt with 
tuhsequently, but our first task is to examine rigorously the systematic influences 
‘hich affect all “administered price” firms. This is attempted by means of an 
ttalysis of pricing behavior where the products of each firm are differentiated 
hit no barriers to entry by existing or new firms into any other firm’s market 
tis. This case, therefore, is one of the most intense competition. After 
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studying this case, it will then be possible to make an assessment of the probable 
influence of market power on observable price behavior and of the policy implica. 
tions of such behavior. 


Identical versus differentiated product competition 

Despite the many influences operating to prevent or reduce price rigidities, ad. 
ministered prices are considerably less flexible than the auction prices encoun 
tered where there is identical product competition. This relative inflexibility 
appears to be the result of the combination of product differentiation among 
business firms and the pressures of actual and prospective entry. Entry is the 
most essentially competitive influence in the economy, working as systematically 
throughout the entire administered price sector as in the competitive auction 
price sector of our economy. However, there is a significant difference in the 
way this vital factor operates in the two cases. 

Under identical product competition, the probabilities of entry of new capacity 
which would unfavorably affect its own profits cannot be influenced by the actions 
of the firm, nor does the firm consider the effects of its own behavior on prices 
In the case of product differentiation, however, at each point in time, the firm 
must take into account the fact that entry into its own market can be influence 
by its pricing decisions. In other words, the pricing policies of the firm will 
perhaps dramatically, affect the future earnings of the firm. Furthermore, it is 
noteworthy that the entry which disciplines the differential producer need not 
involve new capacity; it may primarily take the form of. market invasion by 
already existing rivals. A further difference exists: Under identical produ 
competition, it is primarily the actual entry of new capacity which discipline 
competition ; under differentiated competition rather similar policing effects ar 
obtained as much by the threat of entry as by its actuality. In this sense 
highly competitive differentiated product industries could be meaningfull 
described as even more competitive than identical product industries. 

These differences underlie significant differences between the pricing mech. 
nisms which apply. While competition or market power with identical products 
result in instantaneous price responses to cost or demand changes, competition 
and market power with differentiated products produce relatively inflexible limit 
pricing and behavior. 


“PERFECT” DIFFERENTIATED COMPETITION 


Let us analyze, initially, the pricing behavior of firms which, while producing 
differentiated products, are subject to the most vigorous competitive pressures 
We assume that each firm produces only one product, which is differentiated i 
some manner from those of its competitors, if only slightly. Quite accurate 
knowledge about competitors’ earnings, sales, and capacities is assumed to k 
in the hands of each firm. Each firm has a given output capacity. Given the 
degree of differentiation (or relative customer attachment to its product), the 
firm must set or administer the price which in its own estimates will be mos 
profitable. We assume that there are no barriers to the entry of new firms 0 
existing firms into the market of any firm. Under these circumstances, the 
price of any firm cannot be set above the level that will produce normal profits 
(unless its efficiency is above normal) without its eventually suffering seriov 
erosion in its sale. We assume, however, that some greater or lesser period i! 
time must elapse before entry takes place. The rate of erosion of such a firm! 
market will depend on its product differentiation and on the behavior of it 
rivals, who may be expected more and more actively to seek to attract its cus 
tomers as the product price is raised higher and higher. Our firm, thus, has‘ 
number of price alternatives, each with different consequences for the behavior f 
its earnings over time. Selecting a price policy that will produce optimal profits 
is a critical problem for such a firm, since a bad error on this could wreck tlh 
firm’s future earnings potentials. 


Longrun profit maximization 

Since the firm endures in time and uses economic resources capable of earnilf 
profits for the firm in alternative uses or through investment of their proceet 
on sale, profit maximization as the central goal of the firm implies that the fir 
acts so as to maximize the present value of these resources. This means thi! 
in making decisions the firm will use its best judgment in selecting from I! 
policy alternatives those which may be expected to produce that flow of futur 
income worth most from the viewpoint of the present. The expected flow df 
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income connected with each policy alternative is implicitly corrected by allow- 
ances for the risks and uncertainties judged to be associated with it. 

Given the income flows believed to be associated with each price, the value 
of each flow of expected income is explicitly or implicitly calculated from the 
point of view of the present. This is done by discounting back to the present the 
expected income of each future period at the interest rate at which the firm may 
borrow capital. (The present value reached is analogous to the value of an 
annuity yielding the given payment flow.) 

The goal of selecting output levels with given capacity which will produce 
maximum profits at each moment in time dominates perfect identical product 
competition and monopoly situations. Economists term this approach “shortrun 
profit maximization.” Under the conditions applying in these two above cases, 
shortrun profit maximization is required under longrun maximization. In our 
discussion we shall refer to the price selected on this basis as shortrun price. 
Longrun considerations occupy the stage at the same time as shortrun tactics 
are being implemented, but primarily these involve a recurring decision as to 
whether or not to make a change in capacity or technology. Such longrun 
decisions do not affect the adjustments and accommodations made by the firm to 
its current market circumstances, however. 

On the other hand, since we wish to find an approach which will help us to 
explain a number of vital aspects of the pricing behavior of most firms as we 
find them in the real world, we find it more useful to adopt an approach which 
stresses the significance of longrun strategy for constraining shortrun tactics. 

It should be noted that, since risk calculating of possible income flows is a 
highly subjective matter, different firms, even in highly similar circumstances, 
may choose different longrun policies or strategies with quite different shortrun 
consequences. But, competition, to the degree that it is effecitve, acts to reward 
or penalize and constrain these individual differences, so that actual business 
behavior among rivals works out to be more similar than might be expected 
offhand. 

The problem of choosing the best price policy is so critical for the differentiated 
competitor because his price affects not only his present sales but also, and 
much more significantly, his future sales. The essence of his pricing problem 
lies in those factors responsible for the difference between the price policy which 
will yield the maximum profits in the short run and that which will maximize 
his longrun profits. 


Time periods 


For purposes of clarifying the central issues of the longrun and shortrun 
pricing alternatives, we define two time dimensions for pricing decisions: 

The short run.—This is the period in which the firm’s market will remain 
intact whether the firm increases or decreases its price relative to its actual or 
prospective competitors.’ Within this period the firm has its market to itself and, 
thus, faces a demand schedule which falls to the right. If the differentiated firm 
raises its price to exploit its shortrun market situation, it could usually increase 
its shortrun profits—even though it would sell less. This shortrun period ends 
when entry begins to erode the market of the firm. The period of time covered 
by the short run may be long or very short: A matter of days, weeks, or months 
depending on the complex of interrelations among such factors as the speed at 
which market penetration by rivals could take place, quickness of entry, and 
the relative change in the firm’s price. 

Loss of the firm’s customers, whose preferences for the firm’s product are 
embodied in the shortrun demand schedule, may be the result of active invasion 
of its market by old or new competitors, or may simply be the result of an induced 
revision of preferences by the customers. Since the effects of market invasion 
and loss of customers whose preferences change are the same from the point of 
view of the firm contemplating a change in its relative price, we lump both 
factors under the term “entry.” 

Let it be emphasized that entry includes all market developments adverse to 
a given firm’s future sales, which in the opinion of the firm could result from 
reactions to its pricing policy. Our purpose is not to imply that firms always 
make correct judgments as to these relations; we only emphasize that such 
judgments are made and result in relative inflexibilities in pricing behavior. 


8 We use here a demand schedule based on the principle that other prices do not react 


in this short run to changes in a given firm’s price and output. Basically, it is Chamber- 
lains’ “dd” function. 
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Nor does it matter whether from the point of view of a given firm the relevant 
entry consists of new entering firms producing products of similar physical char- 
acteristics, expansion by existing rivals in capacity and/or greater sales efforts 
in the given firm’s markets, or building up of the position of substitute products. 
Entry is a many-dimensioned threat and any or all of these types may operate to 
restrain the pricing behavior of a given firm. This restraint results in entry 
limiting price policies, in which prices do not adjust to changing costs and 
demand with the speed or the range to be expected on the basis of traditional 
competitive or monopoly models. 

Separation out of these types of entry is required in analyzing the changes in 
industry capacity resulting from general changes in industry demand or costs, 
(Distinctions here may also be useful when we deal with cases where significant 
market power exists. While firms with low market power may be far more con- 
cerned with entry by existing rivals than of new capacity, the reverse may be 
the case where strong market power is held. ) 

The long run.—Under our assumption of perfectly free through not immediate 
entry, the consequences of shortrun prices which yield more or less than normal 
profits for the perfect differentiated competitor of average efficiency can be 
grave. Any price above that which will yield normal profits to such a firm when 
it is operating at minimum cost output levels is too high. After the shortrun 
period of grace, this would result in the loss of customers and active entry by 
others firms scenting a situation of vulnerability. Such firms may seem to have 
market power in the short run, since shortrun profits could be very high, but 
the entry corrective is too powerful for such exploitation to take place. 

Perfect differentiated competition means that the firm must learn to price 
at the level which yields normal profits on sales which fluctuate about its lowest 
unit-cost output level, or get itself into real trouble. The problem of finding 
the appropriate price is intensified by the fact that sales in a given firm’s 
market will normally fluctuate in some erratic fashion from day to day and 
week to week. Under this circumstance the firm may experience difficulty 
in determining that its market demand is shifting in a more systematic sense. 
Since wrong judgments here may prove serious, the differentiated competitor 
will not even contemplate a change in price until he has a clear idea of his 
actual sales trend. 

Should a firm’s particular differentiation characteristics meet with special 
market favor even when it is pricing correctly, the firm will have a choice 
between expanding its capacity—while maintaining in the interim the appro- 
priate safe price—or else of letting entry take place. Since the gap between 
price and minimum average unit cost is necessarily small under these competi- 
tive conditions, even a small increase in output levels beyond the minimum 
unit-cost point will reduce profits signifi¢éantly. Under these circumstances, the 
firm’s longrun expectation of normal profits on its investment will leave the 
question of appropriate size to be determined by the interests and capabilities 
of the particular entrepreneur involved, in the light of the technological con- 
siderations implicit in the nature of product differentiation. 

Actual industries, which even remotely resemble the conditions here discussed, 
could only be so structured by virtue of the tremendous pressures placed on the 
entrepreneur. The scatter in firm size we find in such industries in our 
economy expresses both the effects of differential entrepeneurial capabilities 
and the different technological characteristise of particular forms of differenti- 
ation. Under unusually able entrepeneurs, firms may earn much more than 
normal profits, though pricing at normal levels. Such firms can and should 
expand until additional investment adds only as much as its cost in interest— 
whether paid or forgone. 

Other firms, contrariwise, given their plant scale and their particular differ- 
entiation characteristics, will find themselves unable to secure enough attached 
customers to sell at normal prices and earn normal profits. The end result is 
essentially the same here as under perfect identical product competition—exit 
of such firms. In a real sense, however, perfect differentiated competition is 
a harsher regimen than perfect identical product competition, because in addi- 
tion to the necessity of maintaining production efficiency—lack of which alone 
can destroy the classical competitor when his industry is healthy—the differ- 
entiated competitor must also exercise good judgment in dealing with the uncer- 
tainties of pricing and of choice of optimal differentiation. 

A major pricing problem confronting the differentiated competitor involves 
his determination of the normal amount of fluctuation in sales about his mini- 
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mum cost level to be expected. If sales are more than normally stable, the 
firm’s costs will be less than otherwise, so that at a given price the firm will 
earn more than normal return. Can such higher earnings be maintained or 
will the firm’s superior efficiency only prove to have been an illusion, blasted 
away by market invasion of profit-hungry rivals? Given a price which over 
time sustains reasonable earnings at output rates in its minimum cost region, 
the firm will tend to stick to it until costs in the industry change or until its 
short-run demand changes clearly for the worse. 

Analysis of the behavior of administered prices indicates that different be- 
havior is to be expected for different circumstances. Thus, we may be dealing 
with cases in which the increase or decrease in demand or in costs applies gen- 
erally through the industry, but not to the economy as a whole; we may be 
concerned only with how the individual administered price setter will behave 
when the changes which affect his costs or sales apply only to his firm rather 
than to his rivals. 

There are clearly many possible cases deserving analysis, in each of which the 
characteristic behavior of prices and output would be different. But our concern 
here lies mainly in the general case, where the change in costs or demand affect- 
ing a firm applies generally to its industry. Unless otherwise indicated, the argu- 
ment will rest on the asumption that the outlook for the economy as a whole is 
favorable—the case in which entry is most likely, other things equal. 


Response to demand changes 


Under the pricing policies just described, the firm would not respond to demand 
shifts with price changes unless these shifts were relatively large. If the price 
appears right, but sales, nevertheless, fall, the firm will strive to shift its short- 
run demand schedule back by improving its product package. If demand should 
increase, the firm has several choices of action, of which a price increase may 
seem the most dangerous. 

The administered or entry limiting price yields normal profits for the differ- 
entiated competitor only at or about a given level of sales, making allowance for 
what extra costs are created by the temporary sales variations normal in the 
given market. Thus, the entry-limiting price is based on a markup over the 
costs incurred at optimum rates of production, a pricing device well known in 
industry as standard costing. 


Response to a general decline in industry demand 


As the sales of individual firms fall, along with industry demand, unit costs 
rise, Since production is no longer at the optimal rate. The problem of whether 
to cut price can pose miserable dilemmas to the differentiated producer; in 
some competitive industries in which style is the key element in differentiation, 
it may often happen that a price reduction by a producer will be regarded as a 
tipoff by distributors of nonacceptance of his styles by consumers; again, price 
cuts may set up expectations of more cuts to follow, hence reducing demand even 
more in consequence. Weaker firms eventually must find themselves in a posi- 
tion where their shortrun price is less than the limit price, so that it may appear 
that they will lose less in selling at a lower price than at the limit price. While 
this is happening, the sales of firms at the (higher) limit prices continue falling 
due to the decline in industry demand, and when the short run ends, their sales 
are then heavily eroded by the price cutters. If the decline goes far enough, 
prices could reach the point where they just cover average variable costs, the 
price decline being stopped at that point by the rapid shutdown or exist of 
capacity from the industry. 

It is impossible to specify in any realistic sense just how the prices and outputs 
would behave during the pulldown from the limit price. We can say, however, 
that should the lower industry demand level persist, so long as there is some 
demand, adjustment will entail the exist or shutting down of enough capacity 
to cause an increase in the volume of sales of the firms remaining in operation, 
to the point, finally, where normal profits may again be earned. During this 
process, each remaining firm will be able to increase its price as its shortrun 
profit maximizing price rises, though only in a most tentative and cautious man- 
her. As earnings approach the normal level again, fear of market erosion is 
likely to slow down and stop the increase of prices and a new equilibrium in 
industry prices, profits, and capacity will be established again. 
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Response to demand increases 


Behavior as demand rises reverses that taken as demand falls. A general rise 
in industry demand, that shifts each firm’s shortrun demand schedule and 
increases sales, will not directly lead to a price increase. If the firm increases 
its prices, may not it stand to lose customers to more cautious price Setters? 
Price increases which are too hasty may hurt the firm very much in the long 
run. But, as output rises, so much costs; as costs rise, profits fall and may even 
turn into losses if sales increase enough and price is not raised. This situation 
is sharply different from the behavior of price and output under perfect identical 
product competition. In the latter case, price will rise, perhaps very sharply, 
as demand increases and will not fall near the minimum average cost level until 
entry of new capacity has done its profit-reducing work. 

As growing sales drive up his costs, the differentiated competitor is in a most 
difficult position. He must gage the possibility that an increase in his price will 
lead to erosion of his demand; thus he must try to figure out how his rivals will 
react to his price increase. If he loses some customers, can he expect to get them 
back later? One key factor here turns on whether or not any of his competitors 
still possess excess capacity which they could and would use to bid away his 
customers. Since the rate of sales growth among the firms will not usually be 
identical, in the early stages of rising industry demand there will typically be 
enough unused capacity among competing firms to restrain price increases by 
those with faster rising sales. 

The wall must break down eventually, however, for increasing sales for the 
firms mean ever higher costs, until and unless capacity is increased by the 
existing firms. This puts great pressure on the individual firms to raise price and, 
eventually—though this process is as obscure as what happens when demand 
falls—prices must rise if adequate entry of new capacity has not yet taken place. 
The differentiated firm which is established prior to a general demand increase 
thus will be hard put to get much profit advantage out of the favorable demand 
situation. This case is very unlike that of perfect identical competition, where 
the existing firms earn unusual profits until entry reduces prices down to 
equilibrium again. An alternative policy, of course, is for differentiated product 
firms in this position to hold down output and ration it among their customers. 

Prices will only be raised when the firm finally decides that the present value 
of the probable losses expected in its future income is exceeded by the value of 
the expected gain in purely shortrun earnings. The more speedy the entry of 
new capacity and the more possible it is for individual firms to raise their capacity 
without finding their minimum unit costs raised, the more pressure there will 
be against price increases. If the entry of new capacity is relatively slow and/or 
if growth in the average size of the firm is restricted by diseconomies of scale, 
the pressures against price rises will be reduced. 

On the other hand, if the demand increase is not expected to last, resistance to 
price increases, plant expansion, and rationing will probably be strengthened. 
Whether or not new capacity enters, the firm which anticipates a speedy return 
to normalcy may be willing to sacrifice some present earnings and may even 
stand for some losses as an investment in future sales and earnings. 

Taking into account the many other less systematic factors which we cited 
earlier as bearing on price flexibility, it may well be that administered pricing 
may typically be more flexible than this argument has indicated. But it seems 
clear that—even under rigorously competitive conditions involving large num- 
bers of competitors, who tend to earn only normal profits—pricing under product 
differentiation must be much less flexible than under perfect identical competi- 
tion. The behavior of pricing in such strongholds of intensely competitive differ- 
entiation as the costume jewelry, garment, book publishing, and textile trades 
well fits this conclusion. 


Responses to cost changes 


Generalized cost changes have somewhat different pricing effects than those 
of demand movements. If the overall level of industry demand remains fixed, the 
results of cost increases must include a squeezing out of some industry capacity. 
Exit of some firms presupposes some bouncing around of sales rates among the 
firms, but the pressure of losses will ameliorate the situation by holding back 
entry of new capacity while it also is applying the final coup de grace to firms 
which were just hanging on before the cost increase took place. Thus, it is rea- 
sonable to expect that exit may be speedier when costs rise than entry is whet 
demand rises. As exit takes place, sales per firm will rise. Again, resistance 
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to price increases would occur, but eventually some pattern of cautious, erratic 
sequences of price increases should develop until a new equilibrium in industry 
price and output is once more established. In this case, though, price should 
rise to its normal profits destination more quickly than in the case of demand 
increase. However, this gradual rise would only take place after exit of capacity 
has begun. Under identical product competition, price would sharply rise at 
once and then would slowly rise further toward equilibrium in profit-output rates 
as exit took place. 

Should both demand and costs rise, essentially in step, the limit price increase 
should occur more quickly. How quickly prices would rise, however, would de- 
pend upon the degree of awareness among the firms as to the generality of their 
individual situations. In the limit, the price responses could be almost as fast 
as under classical competition, since no unsettling sloughing off of capacity 
would be required. 

Decline in industry costs, with industry demand fixed, would also be reflected 
in price decline more quickly than in the case of demand decline. Awareness 
among firms used to earning normal profits that earnings were generally ris- 
ing would suggest the entry of new capacity which could erode their markets; 
also, falling costs would make it possible for some of the weaker firms to pick up 
some extra sales by invading other firms’ markets with small price cuts. The 
process of price reduction would not be so quickly discouraged by rising unit 
costs as in the case of falling demand, since the cost drop would increase the 
slack to be taken up. But output increases would increase costs, discouraging 
output increases beyond some point. Entry of new capacity might be required 
to bring price down to the equilibrium level. This case is very similar to that of 
perfect identical competition though output could be expected to increase faster 
than in the latter case. 

Where entry is not blocked for any existing or potential entrant who knows 
what he wants to produce, but knowledge of market trends is highly imperfect, 
the situation can be somewhat different than we have thus far argued: Assume 
that prospective entrants have adequate knowledge of prices and costs of partic- 
ular types of differentiation, but not sales rates or profits. Under these circum- 
stances, typical in a number of industries, the appropriate entry-limiting pricing 
strategy could well be the rule of applying a fixed margin to variable costs esti- 
mated for some standard output rate. Where such rules apply, pricing responses 
to cost changes would be virtually instantaneous, though responses to demand 


changes would probably be as slow as in the case of “perfect” differentiated 
competition. 


Some implications of perfectly competitive administered pricing 


The major implication in pricing behavior under conditions of perfect differ- 
entiated competition in respect to demand or cost changes is that such changes, 
in either direction, affect prices to a smaller extent, both in speed and in range 
of response, than would be the case under perfect identical competition. In 
general, pricing responses to cost changes could be expected to be much quicker 
than responses to demand changes. But if the new demand or cost situation 
persists, such competitive administered price industries will eventually get to 
an output and price position similar to that of perfect competition. Indeed, 
though the price responses, while capacity is fixed, are much slower than in the 
perfectly competitive “auction” price markets, there is no reason to assume 
entry or exit to be slower. Hence, perfect differentiated competition could well 
attain final equilibrium after a change in demand or costs as quickly as in the 
ease of identical product competition. 

The other side of the coin is the fact that slower price responses mean greater 
output fluctuations. Pricing behavior under inflationary conditions will thus 
be such that general cost increases will be rather quickly translated into price 
increases of similar magnitude. Except where demand increases are accom- 
panied by similarly rising costs, however, their effects will primarily, though not 
exclusively, be in the form of increases in output from existing plant and entry 
of new capacity. These output increases, in a full employment economy (or, 
waiving this assumption, in a situation in which resources are not highly mobile) 
will result in rising factor costs. Thus, the upward price pressure of cost 
increases due to excessive output in relation to the most efficient scale will be 
buttressed by those added by increasing prices of the production factors. Thus, 
although via a somewhat different mechanism than that of identical product 


‘competition, prices under prefect differentiated competition will tend to rise 
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following demand increases. In the long run, for a given increase in demand, 
the results under both types of competition will tend to be the same. 

Rising demand levels in the economy, shared by an industry with perfect com- 
petitive differentiation, will thus result in higher prices in the industry. Limit 
pricing provides some slack before prices rise but sustained increases in sales 
must drive up prices if entry doesn’t catch up quickly. But even if entry is 
speedy the pressures put by the increasing output rates on factor prices must 
drive prices up relatively quickly. The major difference between the two pricing 
situations is in the paths taken by intermediate output and price positions. 

Administered pricing under perfect competitive differentiation places some 
drag on the rate of increase in the price indexes when demand or costs are 
rising, but it does not in any sense reduce, or even mitigate, the more funda- 
mental inflationary impulses. 


ADMINISTERED PRICING WITH MARKET POWER 


“Market power” may be defined as the degree of ability on the part of the firm 
to maintain its price at a level above that at which an entrant operating at 
average efficiency could make normal profits if he encountered no abnormal 
“organizational” expenses or risks in getting established.‘ The greater the invest- 
ment required by eixsting or new firms in order to break into an established 
firm’s market, the greater the return on “goodwill” which the entrant would have 
to earn in order to obtain normal profits on his total entry investment. 


Types of entry barriers 


Market power depends on the strength of the factors which deter entry from 
eroding away persistently large rates of profit in the hands of its possessor. 
Barriers to entry fall essentially into eight general categories : 

(1) “Goodwill”’—the exclusiveness of the firm’s product differentiation 
and the expected costs of overcoming sufficiently for successful entry the 
market-attaching devices by which it is preserved by the firm. 

(2) The capital requirements for successful entry, together with the de- 
gree of specialization of these capital resources; the relation of the entering 
output seale to the size of the market, the rate of utilization of existing 
capacity and the growth trends in the market. 

(3) Those created by preemption of vital scarce resources, locations, or 
know-how. 

(4) Those created by Government—as by licensing rules, patents and trade- 
marks, procurement activities, and subsidies. 

(5) Those which, however market power was initially obtained, depend 
upon systematic competitive abuses. 

(6) The existence of increasing economies as scale of output by the firm 
increases. 

(7) The degree to which existing or potential rivals have reliable informa- 
tion about the circumstances and behavior record of the firm. 

(8) The probability that entry would result in a price war and the proba- 
bility that a prospective entrant could survive such a war. It may be noted 
that these probabilities can be substantially affected by the climate of anti- 
trust enforcement. 

The pricing objectives of firms with market power are assumed to focus on 
the aim of earning the highest returns possible in the short run which are 
consistent with longrun profit maximization. Circumstances may favor either 
one of the two possible pricing strategies: shortrun or longrun profit maximiza- 
tion. 


aShortrun profit maximization—T he monopoly case 


The shortrun profit maximization potentialities of the firm may be of such 
size and expected duration as to overshadow any adverse longrun effects on 
the future earning stream. This will be the more likely as future market trends 
and developments are the less predictable and as the entry timelag is the 
greater. Market power exercised so as to produce shortrun profit maximization, 
however, will resemble the textbook monopoly case, rather than that of admin- 


*To avoid defining away “market power,” since “normal profits” generally include re- 
turns to the risks and all organizational expenses of entry, we here define “norma! profits” 
to include only a compensation for the risks of a going, established business plus a return 
in (riskless) interest. The extra returns required to justify entry against an entrenched 
rival, reflected in price, thus define the extent of ‘“market power.” 
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istered pricing. We, thus, distinguish “market power” from “monopoly” on 
the basis of the relevance of the entry deterent. Monopoly circumstances and 
shortrun profit maximizing behavior should produce pricing flexibility com- 
parable to that of the most competitive identical product industries.” One would 
not expect to find more than a few, if any, examples of such circumstances in 
the real world. This situation can be defined in administered pricing terminology 
as one in which the limit price, beyond which the firm would not go under any 
shortrun conditions, lies above the shortrun profit maximization price. 





LONGRUN PRICING UNDER MARKET POWER 








Where firms possess market power, they typically follow administered 
pricing practices in which longrun considerations dominate shortrun price deci- 
sions. This case differs vary little in a formal sense, therefore, from that of 
perfect differentiated competition. They key difference here, of course, is that 
pricing strategy allows the firm to price so as to earn more than normal profits— 
for simplicity, let us assume that the firm’s operating efficiency is comparable to 
that of a probable entrant. The excess of profits over the normal level depends 
on the degree of market power possessed. 

As in the case of the firm under competitive differentiation, the possessor of 
market power will determine a limit price calculated to maximize the firm’s 
present value. This means that price will be set as high as it is judged it 
ean safely be put without adversely affecting the future market. The limit 
price will be based on the highest safe return the firm can expect to earn when 
operating at maximum efficiency. 

Thus, if the firm, regardless of how great its market power may be, is really 
out to earn as large profits as possible, the firm will price so high that it is at 
the edge of its safety margin or entry barrier. To be sure, firms with market 
power may play it extra safe by keeping price well below the level that max- 
imizes longrun profits. Such a tranquilizer does not hurt the customer. Where 
firms, however powerful, overestimate their market power, entry acts to dis- 
cipline them and reduce the general level of market power in the industry. The 
possessor of market power, thus, will aim at producing the output demanded 
over time by his market at the minimum possible costs for each output. A 
qualification of this is required however: Partly as an entry barrier and partly 
in order to satisfy unexpected increases in demand without incurring excessive 
costs, the firm with market power will tend to carry some excess capacity. This 
excess capacity would raise both costs and price when demand is stationary, 
but could well lead to as low or lower average costs of a growing output over 
time than would occur if the firm adopted a more conservative capital invest- 
ment policy. It is evident that such pressures toward capital investment based 
on future expected levels of demand will generate faster growth and capacity 
than would occur under more competitive conditions in which capital investment, 
normally, is more related to the actual level of sales.’ 

Among the additional considerations which will influence such a firm’s esti- 
mate of its entry barrier and safe limit price level are the following: The de- 
gree of threat of market invasion by existing producers of competing near or 
far substitutes; the firm’s expectations as to the degree to which high prices 
might stimulate product and technological innovations, which might crack open 
the entry barrier; the length of the short run; cyclical developments and expec- 
tational shifts which may affect expectations held by prospective entrants. 


Response to demand increases 


When demand increases, whether the firm will increase its price depends on 
its estimate of the circumstances confronting its existing rivals and upon its 
current evaluation of the probable expectations of possible new entrants. If the 
increase in demand reflects a shift in buyer preferences at the expense of existing 
tivals, there may be an increased entry threat even at the existing price. The 






®*The monopoly case is, therefore, altogether different from that of administered pricin 
and none of the conclusions based on the logic of this pricing mechanism refer to cuss 
a case, 

®*The conclusion that the holder of market power will aim at minimum average costs 
Tests on the assumption that market-power profits are capitalized into rents and included 
3 orege costs. Optimum production thus takes place where price and incremental costs 
are equal. 

™On the other hand, the accelerator implied by this market-power policy might be more 
conducive to cyclical instability than one related more to actual levels of sales achieved. 
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degree of capacity utilization by its rivals will thus be highly significant. If 
increasing demand is also being experienced by the rivals, this deterrent to price 
increase will be relaxed. 

It is interesting to note that the circumstances which influence the entry threat 
from existing rivals work oppositely in regard to prospective new entrants. A 
general increase in demand is favorable to the expectations of new entrants and 
increases the entry threat from this direction; a shift in demand to the firm 
from its rivals usually will have less threatening implications of new entry than 
of entry by existing rivals. 

Whether its demand increase is reflected in similar increases for its rivals or 
not, the optimal strategy could well be for the firm to hold off on any price 
increase, while building additional capacity as quickly as possible. Thanks to 
the likelihood that the firm will have some excess capacity on hand, and also to 
the fact that the relatively wide spread between price and average variable cost 
will typically imply that substantial output increases can be made without incur- 
ring losses, the firm with market power will be able to hold the price line for 
considerably greater sales increases than could be done by more competitive 
administered prices. Thus, price rigidity for demand increases can be expected 
to grow with market power. 


Response to decreasing demand 


If the demand decline in the industry is general, the threat of entry by exist- 
ing rivals is greater, but that from new entrants is much reduced. Thus, if the 
short run is substantial in length, the firm may find no reason to reduce price, 
unless its own demand falls so far that its shortrun price drops below its limit 
price. At this point competitive price cutting may take place, though slowed 
down by the shortrun lag effects. 

As in the competitive case, it is difficult to specify the probable sequence of 
price and output changes following the onset of price reductions. So long as 
shortrun price is above the limit price for the given firm and its rivals, there 
would be great resistance to price cuts on the part of all. The only gains in 
profits possible from such price cuts would have to come from the increased 
sales due to market invasions, which would breed retaliation and increase uncer- 
tainty. Under these circumstances, upgrading of the product package might be 
an alternative approach involving fewer dangers of cutthroat competition. 

If the firm’s demand decrease is not matched by declines in its rivals’ sales, 
there may be little incentive to lower price for shortrun reasons, until the decline 
in demand brings shortrun price below the limit price. Whether it would 
be worthwhile to reduce price so as to invade the markets of rivals would depend 
on many factors implicit in assessment of*the possible gains of successful invasion 
along with the probabilities and dangers of retaliation and increased uncertainty. 

While deterioration in the market share of a firm with market power will 
typically induce some defensive responses, these responses may well take the 
form more of increased selling efforts and greater attention to produce quality 
improvements than of changes in price. It is highly unlikely, in any event, that 
price reductions would be made very quickly. 


Response to cost increases 


If cost increases which affect the firm are also assumed to affect its rivals, and 
to substantially the same extent, and if the same cost effects would apply to 
prospective new entrants, the entry barrier is, in effect, lowered. If the previous 
price structure and the market shares among the rivals were reasonably stable, 
pice might well be raised on the reasonable expectation that the rivals would 
follow. This would not hold so clearly to the extent that there were any signifi- 
cant tendency for rival firms to engage in market invasion by means of price 
competition. But in a well-established industry, any prononunced tendencies 
toward market invasion imply excessive prices, since limit prices are set with the 
purpose of of minimizing all such dangers. If the markups implicit in the limit 
prices were reasonable prior to the cost increases, and if at the same time no 
other destabilizing developments occurred, the cost increases should rather 
quickly be reflected in increased prices. 

Cost increases to one firny which were not experienced by rivals or applicable 
to new entrants would mean a decline in its market power. Under these circum- 
stances, there would be little tendency for the rational firm to raise its price, 
however much it might like to do so. 
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Response to cost decreases 


If cost decreases are general, they imply a reduction in entry barriers, unless 
they are translated into low limit prices. Cost declines pertaining only to one 
firm, if they are due to factor price circumstances peculiar to the one firm and 
thus unavailable to rivals or new entrants, would amount to corresponding in- 
creases in market power and would not necessarily call for any reduction in the 
limit price. Relative gains in efficiency by the firm, leading to reduce costs not 
applicable to rivals or entrants would not lead necessarily to any drop in the 
limited price. But in a highly dynamic economy, in which technology is changing 
fast and production innovations with broad applications are developing too fast 
for any one courpany to keep up with them, most firms would take advantage of 
increased efliciency to pass on at least some of its benefits to the consumer. 
This would, of course, put pressure on existing rivals and reduce their market 
power. 

Where a firm can improve its cost position vis-a-vis its competitors, actual or 
prospective, it may well proceed to increase its capacity and cut its price so as 
to invade the markets of rivals. Whether such a policy will be undertaken and 
what its chances of success might be depend on many imponderables. The cru- 
cial questions are whether a price war might break out and what the lasting 
consequences of that could be expected to be. Whether threats of such disci- 
plinary actions by the higher cost producers are significant factors in actual 
situations and effective in preventing lower cost firms from fully exploiting 
their cost advantages is not easy to determine. A priori, a great number and 
variety of circumstances would condition the outcome. It is worthy of note, 
however, that business mores support price reductions based on cost advantages 
much more strongly than they do price cuts not so supported. 

Where the threat of entry is a strong inhibitor of price increase and price war 
retaliations likewise inhibit price cuts, the limit price becomes both a ceiling 
and a floor. ‘This, the typical case of oligopoly theory, carries to extremes the 
possible price inflexibility, while making it most difficult to specify any simple 
practical rationale to explain the processes of price adjustment. However, for 
such cases it would appear reasonable to predict far greater price flexibility for 
cost than demand changes. This thesis rests on the assumptions that the oli- 
gopolists have a mutual awareness of each other’s interest in making money, a 
common concern regarding entry of new capacity and an unwillingness to indulge 
in cutthroat competition. This conclusion is quite opposite to that reached by 
the standard “kinky demand move” theory, in which prices are assumed to be 
highly inflexible regarding cost changes and in which incremental costs rather 
than minimum average costs are decisive. 


CONCLUSIONS 
Administered pricing 

Our discussion of price responses to cost and demand change suggests that 
uncertainties bedevil the differentiated competitor at every turn of events. In 
the real world, dynamic changes are constantly at work, shifting demand rela- 
tionships among industries and among the firms within them, while relative cost 
structures are being continually dislodged by technological changes and changing 
factor price structures. 

Unless dramatic changes occur in the relative market position of the firm or 
in its earnings rate, the typical firm with market power may not often feel com- 
pelled to change the fixed markup from which its limit price is derived, particu- 
larly since such changes could mean possible market erosion by rivals, or price 
wars, etc. A pricing philosophy may become established in an industry reflect- 
ing a general consensus among the rivals as to what margins are reasonable. 
Such industrial mores or conventions would make possible greater pricing flexi- 
bility than could exist in its absence, however. 

It may be taken for granted that cost increases should normally be rather 
quickly passed on in higher limit prices, preserving the entry limiting margin, 
but that demand increases would call for increased pricing caution. Cost de 
(lines unaccompanied by demand declines may result in relatively quick price 
responses to preserve margins when they are believed to imply greater entry 
threats, but if cost declines occur when industry or general demand is falling, 
they may be only slowly reflected in price cuts, since entry of new capacity 
would then be a minimal threat. But dynamic economic changes are constantly 
Working to break up such agreeable oases of economic decisionmaking. New 
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products, unexpected entry and changing preferences of consumers bring anxiety 
back into decisionmaking which, under some circumstances, acts to shake up 
price structures and, in other cases, makes them more rigid. 


The direct role of administered pricing in inflation 


In a period of high-level employment, it is doubtful whether, on balance, ad- 
ministered pricing adds or subtracts very much to the inflationary pressures. 
On the one hand, its essentially passive pricing responses to rising demand and 
costs act as retarding influences on the rise of the price level. But, on the other 
hand, this very retardation puts such additional pressures on output and invest- 
ment that the induced price pressures on factor markets may well drive adminis- 
tered prices up by as much as the initial price rigidity tended to hold them down. 

The picture is, or may be, different when inflationary pressures are operative 
while there is slack in relevant labor and other factor markets. In this case, 
demand increases may not affect factor prices very much, and output may rise 
without much in the way of price increases. Here, administered pricing behavior 
has more favorable price-level implications than classical competition. In gen- 
eral, however, there seems little reason either to praise or blame administered 
pricing for its direct role during an inflationary period. It seems clear that while 
administered pricing adds no steam to inflation, it likewise does little to cool it 
down. 


Administered pricing and resource allocation 


There is no apparent reason to indict administered pricing, in itself, for its 
longrun effects on economic growth. Its prices, to the extent that they rise 
more slowly in response to demand or cost increases than perfectly competitive 
prices, may more greatly stimulate output and capacity expansion. For the 
long pull, however, taking the whole economy into account, it is difficult in the 
extreme to assess the price-output-investment consequences of administered 
pricing. 

It cannot be denied that administered pricing rigidity violates the marginal 
conditions by which economists evaluate economic performance. Rigidities in 
pricing, like other rigidities in the economic system, do prevent resources from 
being used with maximum effectiveness in the short run. The charge is a fair 
one, but the fault lies primarily with product differentiation. It just isn’t re- 
motely possible to have the one without the other. Since prices (or markups) 
can be, and undoubtedly are, as rigid or more so among corner grocery stores and 
in the competitive maelstrom of the costume jewelry industry as they are in the 
haunts of large-scale business, it would seem appropriate to concentrate atten- 
tion more on defects of the economic system which can be improved by govern- 
mental action. 


The role of product differentiation 


As product differentiation replaces standardization, consumer and producer 
wants are met with greater selectivity—the buyers’ choices are widened and 
more precisely satisfied. But this improvement in the want-satisfying character- 
isticis of output represents a substitution of less output for more. This substitu- 
tion, made freely by the consuming public, is undoubtedly associated with many 
of the same factors which are responsible for our fast-increasing substitution of 
services for physical output. 

Very important, also is the fact that differentiation increases business uncer- 
tainty, since the demand confronting the firm is typically less stable and 
dependable than is the demand for its industry. These uncertainties increase 
output fluctuation, which also increase the average level of production costs over- 
time. Differentiation makes business more risky; production efficiency alone 
being less of a guarantee of success than it is under standardized product 
markets. 

In consideration of the administered pricing it necessitates, as well as its 
adverse effects on resource mobility and its other costs, it cannot be doubted 
that prevailing trends in product differentiation are significantly influencing the 
performance of the economy. Since this trend is basically the result of consumer 
choices made under conditions of ever rising real incomes, it meets and satis- 
fies the basic criterion that the purpose of privately directed production should 
be consumption. Since differentiation reduces the importance of large-scale 
production and opens many doors to imaginatively managed small business, this 
trend undoubtedly has also been a major factor in preserving the economy from 
any trend toward increasing economic concentration. 
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There are, thus, both good and bad things to say about differentiation. In 
a wealthy economy like ours, differentiation appears rooted too solidly in freely 
expressed preferences, of producers as well as consumers, for public policy to 
seriously question the case in its defense. 

The impact of market power on price flexibility 

In a general sense, the degree of market power could not be expected to have 
much influence on the end result of any change in demand or factor prices, so 
long as the relative structure of entry barriers remains intact. But some 
asymmetrics can be expected along the way. 

Because the degree of market power affects the relative gap between the limit 
price and variable costs, a given fall in demand will tend to drive competitive 
firms toward price cuts more quickly than where market power is large. 

On the downward side, therefore, prices should be more responsive to demand 
declines as competitiveness increases. But the opposite conclusion holds for 
cost declines. Here, entry of new capital is the important disciplinary force 
and the threat of this affects the more competitive firms much less than it does 
the less competitive. 

On the up side, cost increases can be expected to be passed on much more 
quickly by the powerful than the weak, but the opposite is the case for demand 
increases. 

Our analysis thus indicates that, under conditions similar to those of the 
relatively high employment stability which have characterized the post-World 
War II economy, the influence of market power on pricing flexibility is as 
follows: the sensitivity of prices to cost changes tends to be greater as market 
power is larger, while price responsiveness to demand shifts is greater as market 
power is smaller. Since both factors work during inflation and deflation, there 
seems little choice to be made on this account alone. 

The problem of market power is a different one from that of administered 
pricing, per se. Regardless of what we do or don’t do about market power, 
whether in business or in union hands, it can be said with authority that admin- 
istered pricing and its relative inflexibilities are here to stay. So long as we all 
want diversity in products—differentiation—we will have administered pricing. 
And, though one would prefer to have the benefits of differentiation without 
paying for it with loss in price flexibility, it would hardly seem appropriate, as 
some have recommended, in the name.of flexibility to replace “administered 
pricing” autonomy with price controls which would, by their nature, preclude 
almost all price flexibility. 


[Joint committee print, 85th Cong., 2d sess.] 


THE RELATIONSHIP OF PRICES TO ECONOMIC STABILITY AND 
GROWTH 


Oommentaries submitted by economists from labor and industry appearing 
before the Joint Economic Committee, Congress of the United States, 
October 31, 1958 


THE RELATIONSHIP OF PRICES TO ECONOMIC STABILITY AND GROWTH 


(Walter D. Fackler, Assistant Director, Economic Research Department, 
U.S. Chamber of Commerce) 


The compendium of papers entitled “The Relationship of Prices to Economic 
Stability and Growth,”’ recently published by the Joint Economic Committee, 
Tepresents another constructive attempt by the committee to inject rationality 
into public debate in a controversial area of public policy. The committee’s 
technique of publishing a collection of papers by a diverse group of experts 
on a series of closely related topics and then holding hearings after all par- 
ticipants have had an opportunity to review the contributions of others is an 
effective investigative device *—one which various legislative committees might 
occasionally copy to good advantage. 


1 Hereafter cited as Compendium. 

*This compendium represents the fourth study of its type in recent years. The three 
others were: “Federal Tax Policy for Economic Stability and Growth” (1955); “Federal 
Expenditure Policy for Economic Stability and Growth” (1957); and “Policy for Com- 
Mercial Agriculture, Its Relation to Economic Growth and Stability” (1957). More 


Iimited use was also made of this technique in some important earlier inquiries by the 
committee, 





5326 ADMINISTERED PRICES 


Whatever direct impact this study may or may not have on the formula- 
tion of pubic policies concerned with stability and growth, it is bound to have 
a beneficial indirect influence by stimulating further discussion and research, 
The economics profession, teachers and private organizations interested in 
public policy, are indebted to the committee for making this collection of ma- 
terials available. 

As one should expect in a study of this kind, the contributors repeatedly 
expose their divided counsels. This is good. A symposium of this kind is 
valuable even if it does nothing more than to help to mark out major areas of 
disagreement. Moreover, as Jacob Viner once suggested, diversity of opinion 
itself is some small reward to which public officials are entitled for the patience 
and generosity they display toward their often unrealistic economic advisers, 
It could be quite awkward for the policymaker if all the experts did agree— 
especially if the advice were unpalatable. This compendium will create no 
such problem, 

Diversity of opinion should also be gratifying to the critic. It gives him 
ample opportunity to point out where important elements were left out of the 
analyses, to reconcile apparent disagreements, to reflect on distorted values 
and to deplore some of the bad advice given by his colleagues. Here, the prob- 
lem for the critic is a surfeit of such opportunities—not only because the 
panelists disagree, but also because the range of different issues covered ig 
so vast. As a result, the critic is forced to be highly selective, if not discerning. 
The most he can attempt to do is select certain questions or issues and add to 
the diversity and confusion by tossing his own opinions into the general pot. 

What follows is, therefore, a series of fragments rather than a connected 
discourse. It is intended to fill some gaps, reinforce some conclusions, and 
restate some of the major problems analyzed in more detail by the panelists. On 
some points the treatment may be critical, but it is, in no sense, meant to bea 
comprehensive critique. 


WHAT ARE ADMINISTERED PRICES? 


While economists should not be expected to agree on policy prescriptions, a 


fair degree of unanimity should properly be expected on technical or analytical 
matters. Expectations, however, are often overly optimistic. There were high 
hopes when this study of prices was undertaken by the Joint Economic Con- 
mittee that the “administered price question” would be thoroughly thrashed 
out—that some firm consensus would be reached as to just what is really meant 
by “administered prices.” With the exception of Martin Bailey’s excellent 
paper * dealing specifically with the nature of administered pricing and scattered 
observations in some of the other more thoughtful papers, the results were 
disappointing. 

The term, “administered prices,’ has been used so often recently in so many 
ways that for practical purposes it is devoid of meaning. Furthermore, even 
those who define the term to their own satisfaction often blithely ignore their 
own definitions in subsequent discussion. If the problem were merely one of 
semantics within the economies profession, little harm would be done. But when 
the term is bandied about vaguely and loosely by the public (and, unfortunately, 
by some economists) in political debate and public policy discussions, it becomes 
a menace. 

To illustrate what a piece of obscurantism the term “administered prices” 
has become, one need only recapitulate some of the meanings, implied or explicit, 
attached to it by various contributors to the compendium and by other partici- 
pants in public debate. The following list is not exhaustive: 

1. Monopoly prices or prices charged by large-scale, oligopolistic firms pre 
sumed to have a significant degree of market power. 

2. Imperfectly competitive prices charged by firms in industries which do not 
meet the criteria of a theoretical norm of perfect competition. (Firms may or 
may not have significant market power.) 

3. Quoted prices, that is, price established and adjusted by deliberate man- 
agerial decision—that is, prices which reflect the discretionary behavior of a 
“price maker” in response to market forces as opposed to those which are passively 
accepted by a “price taker.” 

4. “Sticky” prices in a statistical sense which change more infrequently (or 
appear to) than some other prices and usually by quite discrete jumps. 


3“Administered Prices in the American Economy, Compendium,” pp. 89-105. 
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5. Inflexible prices in the sense that price variations are small and are asso- 
ciated with much larger proportionate changes in output and sales for the 
industry concerned . 

6. Rigid prices set by custom or regulatory agencies which for a variety of 
reasons remain fixed over a considerable period of time. 

7. Cost-plus prices, that is, those set on a cost plus or markup basis as a matter 
of business policy or contract. 

8. Prices which do not fall or seem to fall in the face of falling demand (with 
cost and other conditions usually unspecified ). 

9, “Administered prices” as an epithet of general disapprobation, variously 
directed at big business, business in general, manufacturers, employers, capi- 
talists, labor unions, the opposite political party, or the corpse of “supply and 
demand.” 

These sample definitions are not, of course, mutually exclusive; and where 
they overlap, confusion is compounded. Some may be taken seriously; others 
should promptly be discarded with distaste and contempt. They are cited here, 
not with negative intent or for pedantic reasons, but to illustrate the plight of 
the policymaker or the intelligent citizen when he endeavors to understand how 
“administered prices” affect the general performance of the economic system. 

It is incumbent on the economist (as it should be for any responsible person) 
to state clearly what he means by administered prices and then “stick to his 
guns.” If the term is restricted to monopoloid situations where firms have 
sufficient market power to seriously affect the allocation of resources and distri- 
bution of real income, then we cannot identify administered prices with those 
that do not fluctuate or appear to fluctuate quickly and easily in a statistical 
sense, nor with industries which appear to have higher statistical concentration 
ratios than others. On empirical and analytical grounds there is no reason to 
expect there to be qualitative difference in the observed and observable price 
behavior of firms with market power and that of firms with little or no market 
power. Whenever a firm produces a differentiated product, prices will be set 
by managerial decision; and price behavior, of itself, will provide no clue to the 
degree of competition or the amount of discretionary price jurisdiction that 
exists. 

What then? Shall we broaden the term to cover all “price makers” as opposed 
to “price takers” who must passively accept the prices ruling from day to day? 
If so, we should have to apply the term to almost the entire economy. Prices 
are administered, quoted, and adjusted, by managerial decision throughout the 
economy. Administered pricing, in this sense, is typical in wholesaling and 
retailing, in the service industries and manufacturing. It prevails in highly 
competitive situations. When broadened so much, “administered pricing’ be- 
comes a neutral term used to describe the price adjustment response of almost 
all firms except, perhaps, those selling agricultural products and a few other 
staples. Clearly, if administered pricing is pervasive throughout the economy 
(as so many admit), then it is nonsense to speak glibly of the “administered 
price sector” vis-a-vis the “competitive sector’—or to refer to administered 
prices as noncompetitive prices. 

When the term “administered prices” is used to describe certain statistical 
characteristics of the observer prices of products (not firms), it again becomes 
a neutral term of little use. As Bailey carefully pointed out, quoted prices on 
which statistics are based are often not real prices. Discounts, covert price 
shaving, changing the package or bundle of services, changing the terms, and 
countless other adjustments do constitute very real and often very competitive 
price movements. What is a price? What is the product being priced? These 
are old and thorny questions which are too often ignored.‘ Moreover, the time 
element is a crucial factor. The speed of reaction varies greatly from one 
market to another, e.g., from a livestock auction to a real-estate brokerage. In 
economic theory, we can deal abstractly with instantaneous relationships, but 
in the real world there are time lags and frictions in the adjustment process. 
The market mechanism will work much more slowly in one case than in another, 
even in highly competitive situations. Statistical comparisons of price move- 
ments, which make no qualitative evaluation of relevant time factors, should be 
taken with very large doses of skepticism or discarded. 

If price inflexibility as related to output behavior is used as a criterion for 
isolating “administered prices,” chaos results. Where demand-and-supply sched- 


‘Cf. “The Dimensions of Price,” ch. II of “Cost Behavior and Price Policy,” (New York: 
National Bureau of Bconomic Research), 1943. - 
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ules are fairly elastic, one would expect the percentage changes in output to be 
proportionately much greater than the percentage price changes associated with 
them—even where competition exists in its purest form. To go further and 
charge “administered prices” when prices rise as demand falls without consider. 
ing the cost structure of the industry or possible concurrent shifts in costs is to 
sink into a mire of economic illiteracy. 

All this is not to say that market structures do not have an important bear- 
ing on problems of economic stability and growth. Nor is it intended to minimize 
in the least the dangers and damage of monopoly power in product and labor 
markets. But if by “administered prices” we mean monopoly or market power, 
we should say so and attack those problems directly at their roots. If by “admin- 
istered prices” we mean half a dozen other things, it would be well to discard 
the term and use other more precise or more descriptive terminology. However, 
since the term “administered prices” has become so popular, it will probably 
be difficult to adopt more meaningful substitutes.° We should, therefore, make 
every effort to secure general agreement on how it is to be used, and, above all, 
we should use consistently whatever definition we adopt. 

As matters now stand, I concur wholeheartedly with Bailey, “that the subject 
of administered prices in the free or unregulated part of the economy is not, of 
itself, a proper concern of public policy nor a subject worthy of the attention 
of Congress.” ° 
ADMINISTERED PRICES AND INFLATION 


Much has been said in recent months about administered prices as a cause of 
inflation. While most popular discussion smacks of political (or union) propa- 
ganda, the subject (as opposed to many of the arguments) merits serious con- 
sideration. A number of contributors to the Compendium start with the implicit 
or explicit assumption that “administered pricing” constitutes an autonomous 
inflationary force. If this be true, however administered prices are defined, 
then it is the responsibility of the proponents of this view to describe the 
mechanism by which business pricing policies generate and propagate inflation. 
This has not yet been done to the satisfaction of the great majority of 
economists. 

Price rigidities on the downward side stemming from a wide variety of causes— 
but mainly because costs too are inflexible downward—may help to create an 
inflationary bias in a period of fairly sustained or rapid growth. As some prices 
go up, others do not readily go down. To this extent, administered prices, in a 
broad sense, may accentuate inflationary pressures. Monopoly prices may affect 
economic growth by distorting resource allocation and exploiting consumers. 
But neither monopoly prices nor “administered prices’ (competitive or other- 
wise), in themselves, create inflationary pressures. In fact, all the evidence 
points to the contrary. Business pricing policy (whether a firm has market 
power or not) is generally based on longrun considerations; it, therefore, tends 
to be conservative. When demand is rising, a businessman is not anxious to 
tempt new entrants by raising prices to capture temporary, short-term profits at 
the expense of his longrun market position. When demand is falling, on the 
other hand, the possibility of new competition is much less pressing, and existing 
firms can maintain their prices without undermining their longrun market posi- 
tion and earning capacity. It seems, therefore, that where firms have some 
discretionary latitude in pricing policies, their price responses will tend to 
dampen both inflationary and deflationary price movements. 


WHAT ABOUT “ADMINISTERED” WAGES ? 


Wage rates are prices—probably the most important set of prices in the 
whole constellation of economic variables. Wages established by collective 
bargaining and fixed by contract are certainly “administered prices” in a broad 
sense. But, as with the term “administered prices,” to talk of “administered 
wages” in such general terms creates impossible semantic and analytical com- 
plications. Some unions have a great deal of monopoly power and discretion- 


5It is possible that a general and theoretically meaningful concept of ‘administered 

prices” based on long-run profit considerations may now be in the process of development— 

not as a policy guide, but as a useful analytical tool explaining price behavior in a great 

variety of different industrial and market situations; see especially Franco Modigliani, 

“New Developments on the Oligopoly Front,” Journal of Political Beonomy (June 1958), 

wa a ae P. P. Frucht, a colleague of mine, is also working along similar lines. 
p. cit., p. 89. 
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ary wage jurisdiction, while others probably have very little. In the interest 
of clarity, it is probably best to speak of negotiated wages or union wages, in 
general, and monopolistic wages where wage negotiations are backed by a 
significant degree of monopoly power. 

One of the crucial problems of the day is whether monopolistic wage determi- 
pation can act as a semiautonomous. force in generating inflation. In other 
words, do money wage rates, which on the average advance more rapidly 
than avareage productivity for the economy as a whole, cause inflation, ac- 
centuate inflation, or are they the result of inflation? Are monetary and 
demand factors the main causal inflationary force, or can the upward push 
of costs—chiefly wage costs—exert an independent pressure on the general 
level of prices in the absence of excess money demand or with the money 
supply being a permissive factor? 

This is far too large a question to be dealt with here in a comprehensive 
way. Only a few critical aspects will be discussed. 

First, cost-induced inflation, if it is to occur at all, requires a certain kirid 
of institutional setting. Where the Government has a responsibility for help- 
ing to maintain full employment, and the level of politically tolerable unem- 
ployment is low, the market sanctions—unemployment and decreased output 
and sales—against excessive money wage claims passed on to the consumer in 
higher prices are seriously weakened. The problem is likely to be aggravated 
by wages and prices which are rigid downward, for whatever reason. If strong 
wions operating in such an environment continuously strive to increase money 
incomes and thereby raise costs, the Government is put into a position of hav- 
ing to “validate” a higher cost-price level by fiscal and monetary measures 
taken to prevent intolerable unemployment from developing. 

But can unions really force indigestible wage demands on the economy? 
By what mechanism is the general level of costs and prices pushed up? Is 
the process self-generating, and, if so, how? One explanation runs in terms of 
monopolistic wage settlements and their spread through the economy. 

If industries where productivity is rising at a faster rate than the average 
for the economy as a whole face monopoly union power, wage settlements will 
probably be based on the ability-to-pay principle. In such cases, money wage 
increases may be offset by rising productivity, so unit costs and prices need 
not necessarily rise—depending on the size of the settlements. But what of 
other industries where productivity is rising at or less than the national average? 
Workers in these industries, whether unionized or nonunionized, will sit still 
while other workers, perhaps of the same skills and trade, enjoy ever-rising 
money and real incomes. They, too, will demand higher money wages—and not 
wijustifiably so, for the most part. In the lower productivty industries, such 
money wage increases cannot be offset by greater output per man-hour, so unit 
costs and prices must rise and unemployment may also develop. In other words, 
employers in less productive industries are caught in a cost squeeze caused by 
a “spillover” of wage demands based on wage patterns set where productivity 
isrising faster than the national average. 

Unless expansive monetary and fiscal policies allow these prices, and, therefore, 
the general price level, to rise, chronic unemployment will result—but not 
hecessarily in the industries causing the trouble. 

The spillover may be self-reinforcing for two reasons: 

(a) Wage leadership among union leaders who must, to hold their jobs, 
try to get for their members wage increases comparable to those obtained by 
other successful leaders in the labor fraternity. One has only to read the 
papers to know that union officials scrutinize wage settlements made by other 
tnions as zealously as competing supermarket operators watch each other’s 
prices. 

(b) Escalator clauses calling for built-in wage increase over the contract 
riod and cost-of-living increases as consumer prices rise. To the extent 
that such wage practices become general, they reduce or eliminate wage lags 
and produce persistent and generalized cost pressures, even in a period of falling 
demand. 

This short explanation of the so-called spillover oversimplifies. It leaves out 
many complicating factors—labor mobility, shifts in demand, and effects on 
stowth patterns. Some of these other factors will be discussed more fully 
below, but the present stripped-down, spillover model will suffice for purposes 
here. The important thing to realize is that in large part, the problem of the 
Wage-price spiral boils down to a conflict over the distribution of real income, 
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not so much between labor and capital, but among various labor groups them- 
selves. When large well-organized unions exercise their monopoly powers to 
secure the lion’s share of annual increases in national productivity, because 
they happen to be strategically placed in high productivity industries, other 
workers (union and nonunion alike) will try to protect themselves by seeking 
roughly comparable increases in money wages. If they did not or could not 
obtain such increases, uneconomic wage differentials and intolerable inequities 
would develop in the labor market. 

To the extent the spillover does occur, inflation is a matter of arithmetic. As 
average money wage rates rise faster than average output per man-hour for the 
economy as a whole, unit costs rise. Prices, then, must rise too, unless the labor 
share of real income increases at the expense of nonlabor shares. While some 
fluctuation between labor and nonlabor income shares may be possible in the 
short run, labor cannot progessively, year after year, get increases in real 
income in excess of productivity gains without eroding the smaller nonlabor 
income share (profits and property incomes) quickly toward zero. Of course, 
this cannot occur in a free economy. The balance is redressed by inflation; 
rising prices keep labor’s real income gains within the physical limits of 
productivity. 

Does such a spillover really occur? And is it really a significant inflationary 
factor? This is a moot, or rather an empirical, question. Unfortunately, how- 
ever, it is not a question that can easily be settled by appeal to statistical 
facts for several reasons: 

(a) In an inflationary situation both cost and demand factors may be operat- 
ing to reinforce each other. Even if we had adequate statistical data, which we 
do not, it would be impossible to separate out and appraise the strength of the 
various forces which are interacting. 

(b) Comparison of union and nonunion wage data cannot yield conclusive 
results, since part of the spillover presumably is reflected in union as well as 
nonunion wages in lower productivity industries. Besides, as Abba Lerner 
pointed out so clearly in his paper,’ the spillover may be reinforced by shifts in 
demand causing wages in low-productivity industries (such as services) to 
spurt up faster than the monopolistic wage increases in the high-productivity 
sector. Suppose, for example, that wage settlements were so large in durable 
goods industries that costs and prices were pushed up. If these higher prices 
caused consumers to shift demand to other goods and services, there would be 
falling sales and rising unemployment in durables and an increased demand for 
services and nondurables. The twin effects of spillover wage claims plus the 
increased demand for services and nondurables (tending to bid up prices and 
factor payments) could cause wage rates in the “spillover sector” to rise faster, 
percentagewise, than those in durables where the trouble started. 

(c) “Spillover” wage demands may run in absolute terms rather than per- 
centage terms; that is, approximately the same number of cents per hour rather 
than equal percentage increases. This is likely to be true when wages dif- 
ferentials are narrowing, owing to other long-run market forces in operation. 
If such were the case, nonunion wage increases starting from a lower base 
might show a faster rise (greater percentage increase) than union wages. 
Likewise, union wages in low-productivity industries, such as services, could 
show a faster rise than union wages in high-productivity Industries. 

(d) It is difficult or impossible by statistical analysis to break into the 
circle; there is no “equilibrium” position to start from. Old wage contracts are 
expiring and new ones are being made all the time. The “spillover” process, if 
it occurs, takes place in an overlapping “stairstep” or “leapfrog” fashion. What 
is a statistical lead using one starting date, becomes a statistical lag if a different 
starting point is used. 

For all these reasons, the empirical question of “spillover” is an open one. 
To what extent “spillover” occurs and how significant it may be are issues that 
cannot be settled unambiguously. It is doubtful whether we shall be able to 
settle them by statistical analysis in the near future. But at least the “spill- 
over” thesis does provide a reasonable explanation of a mechanism by which 
autonomous wage pressures may generate and propagate cost-induced inflation. 


ua Recession and the Regulation of Administered Prices,” compendium, PP. 
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“ADMINISTERED PRICES” AGAIN 


As mentioned earlier, it is sometimes argued that “administered prices” exert 
independent and pervasive inflationary pressures—that inflation is generated by 
autonomous price increases in the “administered price sector” of the economy. 
For example, Lerner states: 

“There is, however, no essential asymmetry between the wage element and 
the profit element in the price asked for the product. A sellers’ inflation could 
just as well be started by an increase not in the wage asked, but in the per- 
centage markup of prices above cost.” * 

For the individual firm, Lerner is quite right; a particular price increase may 
result from an increase in any component thereof. But for the economy as a 
whole, Lerner is, I feel sure, wrong on two counts: (@) an autonomous increase 
in the profit margin in any firm or industry, however monopolistic, cannot start 
a sellers’ inflation; and (b) there is an important asymmetry between adminis- 
tered prices and administered wages, if by such terms we imply a significant 
degree, of market or monopoly power in both instances.’ 

First, it is difficult to see how an autonomous increase in profit margins (price 
increases unrelated to costs) in one sector of the economy could cause general 
inflation. Suppose one firm or a group of firms marks up prices. The relative 
price structure is changed, to be sure, but the effects on the general price level 
will probably be minor. If the price increase occurs in a basic industry, there 
will be some additional repercussions as the price increase is transmitted as 
added cost of materials to related industries. But as these repercussions work 
themselves out down the line to the final product, the matter ends. There is no 
“spillover” to completely unrelated industries as may occur in the case of auton- 
omous wage bargains. The textile producer does not attempt to raise his price 
simply because he reads that the price of newsprint has advanced. The gas pro- 
ducer does not raise his price because the profit margin in the price of cigarettes 
has become larger. In short, there is no powerful mechanism for spreading 
“administered” price increases throughout the economy to unrelated industries, 
as is the case with pattern bargaining, wage leadership, and widening wage 
differentials. 

Second, consider the basic asymmetry between administered prices (profit 
margins) and administered wages (where both terms connote market power). 
Business firms are interested in total profits and return on investment. Total 
profits are determined not only by the markup but also by sales volume. Where 
profits can be increased by a lower markup and greater volume, it is to the 
firm’s advantage to lower margins and price. A worker, on the other hand, has 
no incentive to cut his wage (unless it is to avoid unemployment) for he never 
can increase his total income by doing so. 

The asymmetry is even more fundamental. Although labor is a commodity 
sold at a price, it is different in a special sense from physical commodities as 
wion people often maintain. There are only 24 hours in a day. Within very 
definite physical limits, the only way a person can significantly raise his money 
income, and hence his real income, by selling his labor is to obtain more dollars 
per working hour; that is, raise the price of his labor—assuming, of course, 
stable prices. Physical commodities, on the other hand, are not subject to the 
same strictures (or incentives). The seller of commodities may increase his 
money and real income tremendously by selling a great many more units per 
time period without raising his price. He may, in some cases, even increase his 
income still more by lowering his price. 

In other words, for the individual, the supply of labor per time period is 
strictly limited ; he can produce just so many hours of labor per day. The price 
of labor, that is, the wage rate, has a special significance that the price of a car 
or a bag of peanuts does not have. 

For basic sociological reasons, therefore, a vast difference exists between 
administered prices and administered wages. A change in the structure of 
relative prices of goods need cause no divisive social tensions, while a major 
change in relative wages may create severe stresses and strains which set. in 
motion a complex chain of reactions and interactions—a struggle among people 
-sfs 

*Op. cit., p. 259. 

*Because I disagree with one of Professor Lerner’s starting assumptions (and, I might 
add, his policy recommendations, which fortunately are not necessarily related to his 


analysis), does not mean I am disparaging his brilliant essay. On the contrary, his was 
one of the genuinely enlightening contributions to the Compendium. 
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to maintain or increase real income in the face of changed economic 
circumstances. 

An example will make the implications more clear. Suppose the price of 
umbrellas rises, for whatever reason, while the price of hats falls. The hat does 
not look longingly, perhaps enviously, at the umbrella with its new-found per- 
unit income and decide to ask for more money. It may well be that both the 
wages and profits of hatmakers are higher after the relative price change than 
wages and profits in the umbrella industry. 

Now, let there be a change in the structure of relative wages. Suppose 
machinists’ wages rise while plumbers’ wages fall (or remain the same). The 
plumber will look enviously (or rather longingly) at the machinist, and all 
the more so if the differential continuously grows. He may decide to become a 
machinist. With sufficient competition and mobility in the labor market, wage 
differentials, and, hence, the distribution of real income among individuals, are 
kept to tolerable proportions. At best, however, there are frictions and impedi- 
ments to labor mobility ; the older labor force particularly tends to become strati- 
fied into partially noncompeting groups in a direct sense. To be sure, a good deal 
of longrun labor mobility will be provided by new entrants to the labor force 
who tend to seek employment in the more lucrative occupations. Given sufficient 
time, an increasing supply of machinists relative to plumbers will pull the wage 
differential back into an acceptable income distribution pattern. 

But time for adjustment is just what unions do not like or permit. According 
to current tenets of collective bargaining, all labor groups are “entitled” to a 
share of rising national productivity, no matter what segment of the labor market 
they may bein. Furthermore, workers are told they should have their “share” 
here and now (or even in advance), and always in the form of higher money 
wages rather than through competitive market adjustments in relative prices 
and wages. Monopolistic wage determination in industries where productivity 
is rising rapidly, therefore, creates a very serious problem. Strategic wage 
settlements drive a wedge into the distribution of income. If workers in other 
industries react by trying “to keep up with the Joneses,” inflation or unemploy- 
ment or both will operate to reconcile the conflicting claims. 

That there is a fundamental difference between administered prices and 
administered wages seems beyond dispute. Tremendous changes can take place 
in relative prices ; some can increase a hundredfold while others fall to a fraction 
of their former level. But tremendous changes simply cannot take place in 
relative wages without creating drastic and far-reaching changes in the distri- 
bution of income among different labor groups. 

The preceding analysis in no way implies that unions are the chief or sole 
-ause of inflation. Nor is it, in any sehse, a defense of monopoly pricing or an 
attempt to divert attention away from “administered prices” where market 
power is present. Monopoly prices in product markets are bad. They distort 
the allocation of resources, warp the pattern of economic growth, and exploit 
the consumer. Situations of monopoly power should be attacked and reduced 
by vigorous enforcement of antitrust laws and other appropriate public policies. 
Monopoly wages, too, are bad for the same reasons. But, in addition, they have 
important side effects which monopoly prices, in the very nature of the case, 
"an never have. 

The sole purpose of this section is to point out some crucial factors that have 
almost completely been ignored in the whole confused wage-price spiral debate. 

To attribute inflation to “administered prices,” or even to rank them on a par 
with “administered wages” (however the terms are defined), as a real or 
potential inflationary force, is to mock reason. 


INFLATION IN PERSPECTIVE 


Most economists, it is to be hoped, agree that, with a given or expanding real 
output, a significant and sustained rise in the general price level must be 
financed by an increased supply of money. In the short run, changes in the 
velocity of money may be highly important, but, apart from situations of hyper- 
inflation, there are institutional upper limits to the volume of aggregate demand 
which can be financed by a given stock of money. It is not surprising, therefore, 
that historical movements in the general price level tend to show a strong, 
positive correlation with the money supply. 

To demonstrate the important role of the money supply and excess demand 
in most inflationary situations, however, does not dispose of the wage-price 
issue. It is clearly possible, in theory and fact, for the general price level to 
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go up or down without there being either excess or deficient money demand. 
As Lerner points out in his paper,” inflation in the sense of rising prices and 
excess buyers’ demand are different things which need not be concurrent, 
although they often are. More and more economists are beginning to recognize 
that cost-induced inflation is becoming a very real possibility—if not an alarming 
probability—and that there may be both cost-induced and demand-induced 
elements in a particular inflationary situation. One type of inflation may be 
imposed upon the other.” 

Since World War II, we have had sporadic and chronic inflationary price 
movements. Clearly, neither administered prices nor administered wages have 
been the main cause of the inflationary problems of our recent past—especially 
those of the 1946-48 period and of the Korean war period. Excess demand 
financed by excess liquidity and an expanding money supply, Government finan- 
cial mismanagement, dynamic growth changes which lower the inflationary 
threshold of the economy,” large and rapid economic adjustments in response to 
external political and economic forces, high and uneconomic taxes,” real labor 
shortages in the prime working-age segment of the labor force, political reluc- 
tance to recognize or deal with uncomfortable issues and imperfections in the 
democratic process—all these factors and others have created an inflationary 
economic milieu. The monopoly power of labor unions has been only one of 
many inflationary elements in this generally inflationary postwar environment. 
Many observers believe that the monopoly power of organized labor makes 
secular (or ratchet) inflation almost inevitable. Certainly, few people now deny 
that it constitutes a real long-run inflationary threat in one or more ways—as 
a generating force, as a conductor of inflation, or as an impediment to effective 
anti-inflationary monetary and fiscal policy. 

The long-run problem of chronic inflation is too much too serious to be 
obscured by biased charges and countercharges. We have many inflationary 
biases built into our economic system—the monopoly power of organized labor 
is certainly one of them. ‘This is not to say that union leaders actively promote 
or want inflation. In fact, it has been suggested that the relative income posi- 
tion of union labor as opposed to nonunion labor may actually be improved by 
mild recession while inflation may help nonunion workers to make relative gains 
on their organized brethren.“ Be that as it may, with the greath growth of 
pension funds and fringe benefits, labor, generally, union and nonunion alike, 
is gradually developing a larger and larger stake in fairly stable monetary values. 

The real problem is that union leaders and businessmen alike are forced to 
take part in a danse macabre, a vicious system of pattern bargaining and wage 
leadership, about which they can do little, individually, even if they would like 
tostop the music. It is not an anti-labor sentiment to suggest that, for the good 
of labor and the country, it is time to restudy the whole question of economic 
power and the loci of power in our economic system—the power of either or- 
ganized labor or business to disrupt normal market adjustments and interfere 
in the market processes of income determination. If economic stability, perhaps 
even Our economic freedom, is ‘being jeopardized by a power struggle over the 
distribution of real income among different economic power blocs, including blocs 
within segments of the labor force itself, the problem should be dragged out into 
the open and faced squarely. Surely, candor and careful study do not endanger 
the legitimate goals of either organized labor or business enterprise. The indi- 
vidual citizen deserves nothing less. 






AN EVALUATION OF CERTAIN ASPECTS OF THE BLS Report ENTITLED “FREQUENCY 
OF CHANGE IN WHOLESALE Prices: A Srupy or Price FLEXIsBILIty” 


(By Everett H. Johnson, Professor of Statistics, the George Washington 
University ) 


This BLS study is another in a long series of analyses, reports and testimonials 
pertaining to the relationship of concentration and inflation, stability and eco- 


0 Lerner, op. cit., p. 258 et passim. 

“For an excellent analysis of the interaction of various inflationary forces in differing 
inflationary situations, see F. A. Lutz, “Cost- and Demand-Induced Inflation,” Quarterly 
Review (Rome: Banca Nazionale del Lavoro), No. 44. March 1958, pp. 3-18. 

"The bottleneck thesis; see Otto Eckstein, “Inflation, the Wage-Price Spiral and 
Economie Growth,” Compendium, pp. 361-374. 

% The “Colin Clark” thesis. 

“Tam indebted to P. P. Frucht for this observation. 
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nomic growth. Many attempts have been made to confirm or discredit the thesis 
that concentration of industry leads to administered prices—which in turn leads 
to prive inflexibility and inevitably to a rising trend or unjustified level of prices. 
The evidence thus far presented seems hardly adequate to resolve the issue, and 
sometimes it appears the solution is no nearer than it was a quarter of a century 
ago when the topic first achieved prominence. This situation is due in part to 
reliance on improperly designed studies, on partial (in contrast to complete) 
analysis, and on the opinions of leading economists who expound widely diver- 
gent philosophies. 

One important contribution’ to the study of this problem indicates that the 
relationship between concentration and price changes may be largely spurious, 
that infrequently changing prices are not inconsistent with competition, and that 
price flexibility may tend to create instability and sometimes accentuate the 
downturn into depression. 

In passing, a few comments seem to be in order regarding the usage of the 
terms “administered” and “flexibility” as related to price behavior. The all- 
too-common use of “administered” to indicate prices that do not change or change 
infrequently appears to be erroneous. Whenever there exists a pricing policy, 
resultant prices may be properly considered as administered, but this should not 
be construed to imply that they must be inflexible. For example, suppose a 
pricing policy were established such that a price would be raised a certain percent 
every day in which the mean temperature exceeded that of the day before, and 
lowered whenever the temperature was below that of the previous day. Such 
a policy would certainly result in numerous price changes and the generation 
of a beautiful cycle of prices within the calendar year. Furthermore, any change 
in the long-term level of prices could not be attributed in any sense to the policy 
of “administered prices.” This may also be true in the marketplace for com- 
modities included in the BLS study. In fact, recent testimony before the Joint 
Economic Committee indicates that sometimes “administered” prices have acted 
as a brake on inflation rather than contributing to it. 

Now, as to the term “flexibility”—to be flexible means to possess the potential- 
ity of change or adaptability to changing circumstances. The existence of fre- 
quent changes may be taken to indicate that flexibility exists, but on the other 
hand the absence of change is hardly prima facie evidence that such potentiality 
does not exist, and that change could not occur if conditions warranted. Con- 
sequently, the subtitle of this BLS study appears to be a misnomer, and it is 
highly questionable whether the study makes any real contribution to an under- 
standing of the effects of concentration. 

The principal comment to be made about the current BLS study is that it 
should never have been undertaken, if a study of price flexibility and related 
price behavior is what was desired. The fact that poorly conceived analyses 
may have been made in the past is no justification for their continuance. 
BLS is not to be criticized for conducting the study on request, but their manner 
of presentation may lead, by implication, to interpretations or conclusions 
which are not necessarily valid. Failure to incorporate summary supporting 
statistics for statements made in this report weakens it appreciably. An ex- 
ample is the absence of supporting data for their comparison of the 1954-56 
price behavior to that shown by an earlier study of the National Resources 
Committee. 

This paper is concerned with the worthwhileness of the BLS study and the 
appropriateness of techniques used, with special reference to price flexibility 
and the relationship of price amplitude ratios to the number of price changes. 


DESIGN OF STUDY 


The purpose of the BLS study is not specifically stated at any point in the 
report. Instead, a description of the scope and method is given without regard 
to what was the goal to be achieved. It is an axiom of statistics that good 
results can be obtained only when the purpose for which a study is to be made 
is known in advance, the proper design is set up, the correct type and quantity 
of data are obtained, the appropriate techniques of analysis are employed, and 
reasonable interpretations made therefrom. In many of these respects, the 
present study is deficient. 


1“Industrial Concentration and Price Inflexibility’” (1942), Dr. Alfred C. Neal, pp. 
117-118, 164, 144-145. 
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BASIC DATA 


The data on which this BLS report is based may be fairly satisfactory for 
indicating long-term trends of “wholesale prices” and in some cases reasonably 
satisfactory for short-term changes. However, for various reasons, the prices 
collected by BLS for index number purposes are not at all suitable to measure 
the frequency of price changes. It is rather academic to consider whether the 
price data collected may in some cases overstate the number of price changes 
as well as understate in others. All that the price information collected by 
BLS really denotes is whether or not the price as reported for a specific point 
in time is the same or different than that reported at some other time. It 
gives no indication whether prices have changed during the interim or remained 
constant, or any information as to the number of times they may have changed 
between the two points. 

The BLS price data may be suitable for index number purposes but not for 
a flexibility study. Single item prices, together with their imputed weights, 
may often fail to indicate the number of price changes or the magnitude of 
change for the whole family of commodities represented by the single item. 
With respect to this particular study, reliance on 36 monthly prices obviously 
limits the possible number of changes to 36, and therefore results in a relatively 
high frequency count of commodities at this maximum possible number of 
changes. In fact, it could be that the prices of certain items may have changed 
a thousand times or more within this period. Furthermore, the method of data 
collection employed by BLS precludes detection of a great number of price 
changes. For many commodities BLS obtains its price information from a 
single reporting source which may not be cognizant of all the individual selling 
prices, especially when the number of sellers is large. Also, when only posted 
prices are reported, no recognition is given to price changes arising from dis- 
counts or contract sales at other than posted prices. 


TECHNIQUE 


Flexibility depends upon the magnitudes as well as the frequency of change. 


| In this respect the present study is inadequate in that the amplitude ratios used 


| are a poor substitute for the measurement of individual changes in price. There 
could be considerable difference with regard to flexibility of an item whose ampli- 
tude ratio is 102 and one whose average magnitude of price change is 2 percent. 
The distribution of price amplitude ratios shown in table 1, page 25 (joint com- 
mittee print, January 1959), gives a distorted concept of their effect upon the 
level of prices. This distortion results from the use of the number of items at 
each ratio instead of their weight in the Wholesale Price Index. An average 
amplitude ratio computed from table 1 yields a value of approximately 8 percent 
for the average change from December 1953 to December 1956, whereas the 
WPI increased only 5.6 percent in the same period. (The exact ratios for both 
open-end intervals were used in computing the above figure of 8 percent.) A table 
based upon weights rather than frequency of price changes would be more nearly 
vorrect and conducive to proper interpretations of price behavior relative to 
the frequency of price changes. An average calculated from such a table should 
yield the index change of 5.6 percent and would indicate less positive skewness 
than is exhibited by table 1. Exhibit 1* shows the relationship between average 
amplitude ratios for the 15 commodity groups in relation to the average number 
of changes per item as reported in table 1, and indicates that there is very little, 
if any, relationship between these two variables—in fact, the coefficient of rank 
correlation is only —0.438, a figure too low to be significant. 

It cannot be considered proper statistical procedure to relate the behavior 
of the Wholesale Price Index to results based upon the item count of commodities 
and their frequency of price change. The index is based on weights which vary 
considerably among the commodities, whereas the item count attributes the same 
importance to each commodity. For example, items numbered 636 and 1156 
each have the weight of 9 (1952-53 value) and item No. 1685 has the weight of 
25798. On the basis of item count, the first two are given twice the weight of 
the latter, but in computing the index, item No. 1685 is given over 1,400 times 
the combined weight of the other two. To further illustrate the distortion which 
arises from failure to use weights, consider the 75 commodities with lowest stated 
LL 


*Exhibits 1-5 have been prepared from tabulations based on the BLS report, and are 
‘ppended to this paper to illustrate and support statements contained herein. 
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weights and the 75 with highest stated weights. In this case the latter group 
has a relative importance over 325 times that of the former group. However, 
merely weighting the number of price changes would not remove all distortion 
because of the changes in those items for which no price data are collected but 
whose weight has been imputed to certain ones of the 1,789 listed commodities, 

The behavior of price indexes by quintiles,* as indicated in charts 10, 11, 12 
and 13, pages 34-86, adds very little to an understanding of price behavior in 
terms of price changes. This is partly because of the determination of the 
of the quintile points from the all-commodity group without regard to the differ. 
ent distribution patterns of the four commodity types. This method is as un- 
realistic and inappropriate as one where quintiles would be established on the 
basis of the combined distributions of the wages of grocery store clerks and 
the salaries of presidents of large corporations and then these quintile points used 
to divide the separate distributions for study of the salary situation within each of 
the quintiles. For example, in the BLS study, the first quintile range (0, 1, and 
2 changes) covers only 12 percent of type 1 items, 33.8 percent of type 2 items, 
3.1 percent of type 4 items, and none of type 3. On the other hand, the fifth 
quintile range (15-36) contains only 8.7 percent of type 1 items, 6624 percent 
of type 3 items, and 84.6 percent of type 4. If, instead, quintiles were established 
for each type of commodity, the minimum number of changes for items falling 
in the fifth quintile would be respectively 10, 14, 31, and 35 for types 1, 2, 3 and 
4, in contrast to 15 as determined from the overall frequency distribution of 
items. With respect to weights the situation is even worse. Only about 7 
percent of type 1 items and 4 percent of type 4 items are in the 0-2 range. At 
the other end of the scale, approximately 60 percent of total weight for type 4 
items is in the range of 34-36 changes. Value weights should have been em- 
ployed (at least in conjunction with item count) since indexes are computed 
on the basis of weights and not upon frequency of commodity items. The dis- 
parity among the different distribution patterns possessed by the various com- 
modity types is shown in exhibits 2 and 3. 

The grouping of items into quintiles and the computation of indexes from such 
grouped data is open to question—especially when some of the intervals are 
long, as for the fifth quintile. Grouping always covers up individual variations 
and within-group trends, sometimes yielding biased results. These observations 
are confirmed by the differences between the results shown in exhibits 4 and 5 
and those presented in the report. 

Since it is almost inevitable that many ill-founded conceptions will be formu- 
lated on the basis of the BLS study, regarding price behavior with respect to 
different types of commodities and their frequency of price change in terms of 
the BLS index numbers, there should have been an analysis of the relationship 
of price changes to the time of their occurrence and the trend of all commodity 
prices. ‘To illustrate, the index possessed a high degree of stability and had a 
movement largely horizontal from December 1953 to the middle of 1955 (in fact, 
the May 1955 index is lower than that of December 1953) and it would be en- 
lightening to know the history of price changes during that interval. 

The comparison of the current period 1954-56 to that covered by the earlier 
study of the National Resources Committee, in terms of the price indexes rele- 
vant to the two periods, is practically meaningless. Firstly, the index appli- 
cable to the earlier period was found to be obsolete and unrepresentative of price 
behavior following World War II. Consequently, the list of commodities was 
modified and expanded, new weights were determined and a new base of refer- 
ence established. Such changes render the two indexes incomparable except 
for long-term trend, although reported price changes can be tabulated for indi- 
vidual commodities. Secondly, the comparison table on page 11 (Joint Committee 
Print) is misleading. As noted in the text (pp. 11-14), there were many commodi- 
ties in the old index for which only poor matches could be found in the new one. 
By removing the poorly matched items, the BLS list is reduced from 713 to 491 
items. Since no information is given on 11 of these 491, the following comments 
refer to the 480 non-poorly-matched items for which data are available. With 
respect to composition, the earlier index included proportionately many more 
items of farm products nad processed foods than does the current index. On 
the other hand, the current index is much more heavily weighted by machinery 
and motive products. The percent of total number of items for these three types 
of products is as follows: 


*It. may be noted that the BLS report uses the word quintile in a manner not {0 
accordance with its statistical definition. However, to avoid confusion we shall accept 
the usage employed in the report. 
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Commodity type Old index— | New index— 
480 items 1,789 items 


Percent Percent 
13.1 
12.9 
23.7 





These data indicate that the current index is far different from the earlier one, 
and if the respective indexes are equally valid measures of price behavior, then 
the two periods must be quite dissimilar. Possibly, the only valid conclusion to 
be drawn is that when dissimilar measures of dissimilar situations are compared 
the results are highly questionable. 

The implication (p. 11 of BLS report) that fabricated products, because of 
their heavier weight in the current index and because of their inflexibility, are 
responsible for the lower percent of all items at the upper end of the range of 
price changes is misleading and only partially correct. Type 01 and 02 com- 
modities account for 26 percent of the 480 items matched with the NRC commodi- 
ties in contrast to 12.5 percent of all items in the current index comprising 1,789 
commodities. However, the percent of all type 01 and 02 items that show 35 or 
86 changes is approximately 30 percent for both lists. On the other hand, for the 
NRC items with which the 480 current ones were matched, 47 percent of all type 
01 and 02 items were found to change in price from 91 to 95 times. The values 
91-95 for the NRC study are roughly equivalent to 35-36 changes for the current 
BLS study.) This disparity of percentages indicates that the type 01 and 02 
items were more highly concentrated at the top of the range of price changes 
in the period covered by the NRC study than in the current period insofar as a 
valid comparison can be made. Thus, the lower overall proportion of items with 
high frequency of price change is partly due to the changed character of the 
index and partly due to relatively fewer changes in type 01 and 02 items and not 
necessarily due to price inflexibility of commodities from concentrated industries. 

These comments on the methods of analysis are not intended to be disparaging 
of the efforts of BLS, since they apparently were asked to conduct the same kind 
of study as those which had been done at various times since 1985. Rather, an 
attempt has been been made to indicate shortcomings of such studies as this in 
terms of the purpose for which they seem to be desired. To reiterate, if a study 
of price behavior in terms of flexibility of price is desired, the study should be 
properly designed and executed with appropriate procedures. 


OBSERVATIONS 


As noted previously, the present study is not, in our opinion, the type of study 
that should be made to indicate price behavior in terms of flexibility, but if we 
were willing to accept the study in that light, reported results seem to indicate 
that there is very little, if any, relationship between the magnitude of price 
changes and their frequency. There is rather strong evidence to refute the oft- 
held opinion that with few changes high or rising prices occur, and with a large 
humber of price changes stability or a low level of price will prevail. Six out of 
the ten highest price amplitude ratios (December 1953 to December 1956) were 
for commodities showing 35 and 36 changes within the 3-year period. In fact, the 
average number of changes for the items with the 10 highest amplitude ratios is 
over 26. Further evidence contrary to the opinion that a greater number of price 
changes will result in stability is furnished by exhibit 4, where the weighted aver- 
age of the amplitude ratios of type 1 commodities shows a nearly constant in- 
crease from zero changes up to seven changes. For some commodities, seven 
changes in three years would not be considered a low value, since that would 
mean a price change every six months on the average. In some instances, such 
frequent price changes could create a rather chaotic situation because of the 
nature of the commodity and the peculiarities of the marketing structure. 

Exhibits 4 and 5 indicate that the correlation between amplitude ratios and 
the number of price changes is very low if at all existent. The rank correlation 
coeflicients between the amplitude ratios and price changes for type 1 and type 
4are 0.14 and —0.21, respectively. These values are both too low to justify any 


> ge that price behavior can be predicted from the frequency of price 
change. 
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Such a study is not suitable as a basis for the 


formulation of private or public policy or legislation relative to the problem of 
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concentration and administered prices with respect to price behavior. 
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In conclusion, it can be said that the BLS study may add something to the fund 


of knowledge regarding the behavior of the Wholesale Price Index, but that its 
contribution to the measurement, understanding and interpretations of the effects 


of flexibility is quite limited. 
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oF PRICE CHANGES 


Number of Price Changes 
"“Prequency of Change in Wholesale Prices,” 1959. 
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ExuHrsit 5 


Senator Kerauver. Thank you very much, Mr. Fackler and Mr. 
Frucht. We will stand in recess until 10 o’clock in the morning at 
which time we hope to hear Mr. Blough. 

Whereupon at 4:30 p.m. the hearing recessed, to reconvene at 10 
a.m. Friday, April 24, 1959.) 
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FRIDAY, APRIL 24, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to notice, at 10:05 a.m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver 
presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, Carroll, 
Hart, and Dirksen. 

Also present: Senator Clark. 

Paul Rand Dixon, counsel and staff director; Donald P. McHugh, 
counsel; Peter N. Chumbris, counsel for minority; Theodore T. Peck, 
special counsel for minority; Nicholas N. Kittrie, special counsel for 
minority; Horace L. Flurry, assistant counsel; Joseph C. Golden, 
attorney; Peter T. Postmantur, attorney; Thomas C. Williams, at- 
torney; John M. Blair, chief economist; E. Wayles Browne, Jr., 
economist; Walter S. Measday, economist; Tom Collins, professional 
staff member, Judiciary Committee; Paul S. Green, editorial director, 
and Gladys E. Montier, clerk. 

Senator Krrauver. The committee will come to order. 

(At the convening of the session the following members were 
present: Senators Kefauver and Hart. 

Senator Kerauver. We are glad that Senator Hart, the distin- 
guished member of this subcommittee, the Senator from Michigan, is 

resent. We have word that other Senators will be here very shortly, 

ut they have asked that we get started in view of the fact that we 
may be interrupted today with rollcalls on a very important bill which 
the Senate is now considering. 

This is a further hearing on S. 215, a bill by Senator O’Mahoney. 
We are indeed glad to have with us again today Mr. Roger Blough, 
the able and distinguished chairman of the board of one of the most 
important industrial corporations in this country, the United States 
Steel Corp. I believe Mr. Blough has characterized himself as an 
old iron puddler. It is good to have you back with us, Mr. Blough. 

Mr. Bioues. Thank you very much, sir. 

Senator Kerauver. We appreciate your coming. Certainly your 
views on this bill will be of great importance. Mr. Blough has with 
him Mr. John Tennant, general counsel of the United States Steel 
Corp. Mr. Tennant has been with us before. We are glad to have 
you back, Mr. Tennant. Also present is Mr. Robert Tyson, chairman 
of the finance committee of United States Steel. We are glad to have 
you with us too, Mr. Tyson. 

5343 
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Mr. Blough, you have a prepared statement. We will be glad to have 
you handle it in any way you wish. You may proceed. 


STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP.; ACCOMPANIED BY ROBERT (. 
TYSON, CHAIRMAN, FINANCE COMMITTEE; AND JOHN S. TEN. 
NANT, GENERAL COUNSEL 


Mr. Buouen. If it is satisfactory with you, Mr. Chairman, I would 
like to read it. 

Senator Keravuver. All right, sir. 

Mr. Bioven. Mr. Chairman, and members of the subcommittee. 

You have asked us today to express our views regarding the so- 
called price notification bill noua by Senator O’Mahoney, and 
numbered S.215. We hope that a similar opportunity will be extended 
to a truly representative cross section of the many thousands of busi- 
nesses that will be directly affected by this measure; because the pro- 
posal under consideration here clearly contemplates the complete 
reversal of the basic economic and political concepts upon which this 
Nation was founded, and through which it has become the foremost 
industrial power in the world. 

This bill purports to apply to certain so-called dominant corpora- 
tions in certain so-called a concentrated industries. When any 
such company in any such industry desired to raise the price of any 
of its products, it would be required to give 30 days advance notice, 
in writing, to the Federal Government. 

In the absence of ‘a special dispensation granting earlier relief, the 
Federal Trade Commission and the Attorney General would require 
the company to justify its price action at a public hearing and to pro- 
duce all books and records which the Government may regard as 
necessary for that purpose. 

Other witnesses, desiring to be.heard in opposition or support of 
the position of the company, would be allowed to appear at the dis- 
cretion of the Government and to testify as to the impact of the pro- 
posed increase upon competition and the economy of the Nation. 

And at the end of the 30 days, the company would be free to effec- 
tuate the price increase and to brave the consequences of such public 
and legislative fervor as the hearing might have engendered. 

Thus the purpose of this measure is to control industrial prices— 
not in wartime but in peacetime—not by stimulating the natural forces 
of competition but by supplanting them—and not even by established 
standards but by administrative whim. 

In short, this bill is not at all what it appears to be on the surface. 
Rather it is an astonishing legislative proposal which creates a num- 
ber of ingenious illusions which tend to convince the beholder that 
it will not do the very things that it will do; and that it seeks to do 
the very things that it will not do. 

Let us look behind the mirrors and examine a few of these illusions. 

One of the foremost among them, is the illusion that this bill would 
apply only in a few basic industries which are, it is said, “so heavily 
concentrated that monoply or the threat of monopoly is present.” 

(At this point in the proceedings, Senator Dirksen entered the 
hearing room.) 


































direc 
in e 
So 
step 
M 
acce] 
the: 
to Ou 
we r 
Co 
ame: 
react 
of its 
No 
for o 
amo 
Bu 
of th 
ately 
trolle 
itsel f 


illusi 
of Ay 
_ An 
its pi 
withi 
$10 n 





) have 


YARD, 
RT C. 
TEN- 


would 


nittee. 
he so- 
y, and 
ended 
f busi- 
1e pro- 
plete 
ch this 
remost 


yrpora- 
en any 
of any 
notice, 


ief, the 
require 
to pro- 
rard as 


port of 
the dis- 
she pro- 
ion, 

to effec- 
1 public 
1. 
prices— 
ul forces 
ablished 


surface. 
; a num- 
der that 
ks to do 


illusions. 
11 would 
» heavily 
ent.” 

ered the 





ADMINISTERED PRICES 


5345 









Senator Kerauver. Excuse me just.a minute, Mr. Blough. Senator 
Dirksen has joined the hearing and we are glad to have him here. 
Senator Dirksen, in view of the difficulties today, Mr. Blough has just 
started. Will you proceed? 

Mr. Buioven. Actually, however, it would apply to more than half 
of all the manufacturing industries and subindustries in America 
including such “basic” and “heavily concentrated” industries as cured 
fish, chewing gum, cigar boxes, window shades, greeting cards, phono- 
graph records, wallpaper, streetcars, artists materials, fireworks, can- 
dies, garters, corks, sausage casings, unfinished pickles, strawhats, 
washcloths and saddlery, harness, and whips. 

Yes, it appears under the terms of this measure that “monopoly or 
the threat of monoply is present” in any industry where eight or 
fewer companies account for 50 percent or more of the total sales of 
the industry. And according to this subcommmittee’s own report 
entitled “Concentration in American Industry”—whatever the validity 
of that report may be—it appears that of the 900 manufacturing 
industries and subindustries covered in it, 521, or 58 percent would 
be governed by the price restrictions in this bill. The same study 
shows that a total of 267,770 manufacturing companies are embraced 
within these 900 industries and subindustries, although there is no 
yay to discern the duplications that may exist in this count. 

Thus if 58 percent of these companies belonged in the 521 industries 
directly affected by this bill, it is obvious that they would number 
in excess of 155,000. 

So it appears that the majority of American industry is out of 
step with the advocates of this bill! 

Mr. Chairman, when the Congress of the United States is asked to 
accept a standard of measurement under which a majority of all of 
the: industries in America would be classified as monopolistic threats 
to our national economic welfare, I wonder if it is not high time that 
we reexamine the standard itself. 

Could it be possible that this whole concept of “concentration” as 
ameasure of monopoly power is an outmoded, thoroughly discredited, 
reactionary theory that should have been discarded in the dark ages 
of its birth and is as useless in modern America as a stovepipe hat? 

No one would suggest, I suppose, that a corporation which accounts 
for only 614 percent of the total sales of an entire industry occupies 
amonopolistic position or stands as a threat to competition. 

But if seven of its competitors each account for the same percentage 

of the industry’s total sales, that company—under. this bill—immedi- 
ately becomes a menace to competitive enterprise and must be con- 
trolled by the beneficent hand of Government not because the company 
itself is too big, or too powerful, or too successful, but merely because 
its competitors are of equal size. 
_ Now that, I submit, is a curious concept of monopoly, indeed, an 
illusion that could only be produced by a prodigious misconception 
of American industry, but that is the concept in the bill before you. 
_ Another magnificent illusion created by this measure is the idea that 
its provisions would apply only to a “few dominant corporations” 
within the industries 1t covers—corporations with a net worth of 
$10 million or more. 
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Actually, however, in these days of rising production costs, it would 
cast the stark shadow of bankruptcy upon every small producer in 
any of these industries in which there was even one $10 million 
corporation. 

tt is true, of course, that in theory these small companies could 
raise their prices whenever they pleased and as much as they pleased 
without giving advance notice and without facing a public hearing; 
but their larger competitors could not. 

And since no company can expect to sell its products at a higher 
price than its competitors are charging, except under conditions of 
extreme demand, the fact is that these small companies would find 
their prices frozen just as solidly—and even more disastrously, in 
some cases—than those of their larger competitors. 

Nor would the small producer find any prospect of relief what- 
ever unless the so-called dominant producers in the industry had 
the temerity to file for a price increase. Only if the directors of 
these dominant corporations are fully prepared to face the vagaries 
of Government appraisal and even further legislative controls and 
only if they are ready to risk public disclosure of the trade secrets 
that they guard so zealously from their competitors will the small 
producer stand any chance whatever of presenting his case at a 
public hearing. 

The realities of the situation suggest therefore that this bill might 
aptly be called the “300-to-1” bill; because, for every company whose 
prices are frozen directly under this measure, 300 other companies 
will find that their prices have been frozen indirectly. 

So far as I can ascertain there are more than 500 industrial cor- 
porations in this country which have a net worth of $10 million or 
more; and as I have said it appears that there may be some 155,000 
corporations within the industries covered by this bill. 

nd if by the process this measure proposes, it does succeed in 
controlling the prices of the 500 dominant corporations, there is 
little doubt that it may control a considerable number of the 155,000 
corporations straight into bankruptcy. 

The net result, of course, will be to diminish competition, to in- 
crease concentration and to suggest to this subcommittee the need 
for still more stringent laws to overcome the evil effects of the measure 
here before you. 


_ (At this point in the proceedings, Senator Clark entered the hear- 
ing room.) 

Mr. Biovex. Another interesting illusion produced by this measure 
is that it would discourage only the upward movement of prices. 
Actually, it would exert at least an caaal pressure against the down- 
ward movement of prices; because if any company covered by this 
bill once reduces its prices, it can never raise them back again without 
facing all of the hazards I have just described. Instead of increasing 
the flexibility of, prices, therefore, the net result will be to immobilize 
prices in a straitjacket. 

Senator Krrauver. Mr. Blough, if you will excuse the interruption, 
Senator Clark of Pennsylvania, who is very much interested in this 
problem although not a member of the subcommittee, is present. Sen- 
ator Clark, we are very glad to have you with us. 

Senator Crarx. Thank you very much, Senator. I am most in- 
terested in this problem, as you well know. 
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Mr. Biovau. But perhaps the most potent piece of wishful wiz- 
ardry to be found among the illusions created by this measure is the 
idea that it is possible to check inflation by controlling prices. 

The fact is, of course, that rising prices are at once the result of 
inflation and a measure of the degree of inflation that has occurred. 
They do not cause inflation any more than a clinical thermometer 
can be said to cause a patient’s fever. 

Freezing the thermometer will not reduce the fever; and freezing 
prices will not halt inflation. 

No. Since the war the most persistent cause of rising industrial 
prices has been found in the rising costs of production; and the most 
mportant element in rising production costs is the rise in the cost of 
employment. Throughout American industry, employment costs— 
direct and indirect—represent more than 75 percent of all costs. 

To attempt to check inflation by merely controlling prices, there- 
fore, is a good deal like trying to check the rising pressure in a steam 
boiler by plugging up the satety valve. The steam pressure will be 
governed largely by controlling the amount of fuel that is applied 
to the fire; and the upward pressure on prices can be governed only 
by controlling wages and other production costs. 

Yet this bill, of course, makes no pretense of seeking to control 
wages, and in that respect, perhaps, it is to be commended; for I do 
not believe that any political agency can make more than a pretense 
of dealing impartially and impersonally with any political force as 
powerful as that which organized labor now wields in this country. 

It has been argued, I know, that by controlling industrial prices, 
this bill will force corporations to resist unjustified wage increases, 
30 that costs will be held in line through the natural processes of 
collective bargaining. And if each corporation had only to bargain 
with its own employees, through their elected local representatives, 
some progress might, indeed, be made in this direction. 

Unhappily for those who would cling to this slender reed of hope, 

however, Congress in its wisdom has seen fit to confer substantially 
unlimited powers upon nationwide multiple company, labor organiza- 
tions. These unions control the price of labor, not only within an 
entire industry, but often in a number of industries. The personal 
interests of their leaders are not bound up in the success or failure 
of any singlecompany. There is no restraining force upon their wage 
demands, and they have demonstrated their power to shut down a 
whole industry until their demands are met to their satisfaction. In 
the steel industry, they have shut off more than 85 percent of the total 
steel supply, until the anguished outcries of a nation starved for steel 
induced the companies to settle for the best terms they could get. 
This has happened in many other industries with wage increases 
pepling out into the service industries and into many nonunion areas 
such as Government. Thus inflation rolled merrily on. 
_Against this union force it is difficult to achieve countervailing re- 
sistance on the management side of the bargaining table; and until 
and unless some reasonable balance can be restored to the collective 
bargaining process, there is no price control law which can be drafted 
that will:halt the present wage-push inflation. Nor would any such 
law even be proposed, in that event. 
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I should also point out in passing that just as this bill is confined 
to prices, and ignores costs, so apparently it is confined to manv- 
factured products and ignores services such as medical care, trans- 

ortation, laundry, haircuts, rents, repairs, recreation and so forth. 
et it is in this field of services that the greatest inflation has oc- 
curred in recent years. 

(At this point in the proceedings, Senator Carroll entered the 
hearing room.) 

Mr. Bioven. Appearing before this subcommittee some 20 months 
ago, Dr. Richard Ruggles of Yale University presented a careful 
analysis of the Government’s consumer price index—the index which 
is universally used as a measure of the progress of inflation in this 
country. His study showed that in the 5 years following 1951, the 
a of products had risen only 2 percent while the price of services 

ad risen 21 percent—or more than 10 times as fast. 

Thus it would seem that this bill is aimed only at the tail of the 
dog that is biting us. And that conclusion would seem to be con- 
firmed by Mr. Ewan Clague, Commissioner of Labor Statistics, who 
— with members of the Democratic Women’s Club of the 10th 

ongressional District in Virginia, last week. 

On that occasion, he predicted that the cost of services would con- 
tinue to rise because of the relatively low productivity and the pres- 
sure from wage increases in other industries. 

Senator Keravuver. Mr. Blough, if you will excuse an interruption, 
Senator Carroll, a distinguished member of this committee, has joined 
us. He isalso very interested in this problem. 

Will you proceed, sir? 

Mr. Buioucu. He said further that while steel price changes do 
not have much short-range effect on the consumer price index, since 
their weight is about 1 percent, wage settlements might have an 
effect, even if long delayed, in raising wages in other industries. 

Returning to this bill, however, it would also seem, Mr. Chairman, 
that it would present a host of administrative problems that are far 
more readily Sammie than met. And it raises many more questions 
than it answers. Let us look at just a few of them: 

Under this bill, the Federal Trade Commission and the Attorney 
General are given broad, if not complete, discretion to determine 
which of the companies embraced within its provisions, shall actually 
be subjected to price scrutiny. Yet in our complex industrial so- 
ciety, the products of each company compete not only with similar 
products of other companies within the same industry, but also with 
alternative products of other industries. 

Can the price of one of these products be controlled without affect- 
ing all competing products? If oil is covered, how about coal? And 
if coal, what about other fuels? How long, in fact, will it be before 
these controls fan out across our entire productive economy ? 

In the steel industry alone there are literally hundreds of thousands 
of individual prices covering products of differing kinds, uses, chem- 
istry, sizes, quality and finishes. Extend this to other industries, and 
you are confronted with millions of prices and hundreds of thousands 
of products. 

How many of these ever-changing prices will the Federal Trade 
Commission be able to examine? If these hearings are held, how 
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long will they take and how many witnesses will be heard? How 
many thousands of Federal employees in how many cities of the 
nation will be required to staff these hearings and prepare the cases? 
How many buildings will have to be built to house their offices and 
to accommodate their files? How much will all this add to the 
Federal deficit, and how much will this, in turn, contribute to further 
inflation? Some light on the answers to these questions may be 
gleaned from the fact that the Federal Trade Commission now em- 
loys 741 people, whereas the Office of Price Administration, during 
Vorld War II, needed more than 250,000 people, of whom 63,000 
were employees. 

Now if all these hearings are held, presumably the results would 
be published by the Commission. How long will it take those re- 
sults to be published? Will these published results draw conclu- 
sions? Who will draw those conclusions—an examiner of the Federal 
Trade Commission, or the whole Commission? And will these con- 
clusions, if drawn, declare that a price increase is justified or not 
justified ? 

Will these conclusions be based upon criteria, and, if so, upon 
what criteria—and whose? Will a rise in demand for a product be 
regarded as justification for a rise in prices, in accordance with the 
free market concepts of the law of supply and demand? To what 
extent will competitive conditions in the marketplace be taken into 
account? If competitive conditions permit a rise in price and a 
consequent improvement of profit, will this be regarded as justifica- 
tion, as many economists believe that it should be. Or will justifica- 
tion be based wholly upon an examination of costs, good portions 
of which are likely to be disallowed in arriving at conclusions. 

In the latter case, will the price increase be limited to the exact 
cost of the wage increase or will increased salary costs be considered ? 
Will it, then, be limited only to the direct employment costs, or will 
it cover the indirect employment costs which are a substantial part of 
most other rising costs? If a corporation decreases some of its costs 
through increased efficiency or new machinery, and if wage costs 
then rise, will this saving be regarded as a partial offset to a price 
increase, and will the incentive to improve efficiency thus be 
destroyed ? 

Moreover, will there be differing criteria for different industries, 
or will they be the same for all ? 

If a so-called dominant corporation could, in the opinion of the 
Commission, survive without a price increase, while a marginal com- 
petitor could not, will the dominant corporation be held to be justified 
in raising its price, or will the Commission, by denying an increase, 
drive the marginal competitor to the wall? Will small competitors 
even be permitted to be heard ? 

And, finally, if industrial prices are raised without what the 
Commission, or this subcommittee, regards as justifiable cause, how 
long will it be before this price control measure is supplanted by 
another, bristling with sanctions ? 

These are not idle questions, Mr. Chairman. They lead straight 
tothe heart of the matter. And the heart of-the matter is this: That 
in peacetime no political agency, no matter how well staffed and well- 
intentioned it may be should, or can, I believe, control industrial 
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prices of American companies when it bears no responsibility for the 
welfare or survival of those companies. Nor could it successfully 
control prices without ultimately controlling all production and dis- 
tribution as well. No agency can possibly substitute itself for the 
management of even a single modern company and familiarize itself 
with all of the competitive conditions that the management of that 
company has studied daily for many, many years. Certainly, then, 
it cannot even begin to familiarize itself with the financial and com- 
petitive problems of all of the competing companies who will be 
affected by its decision and who will surely ask to be heard. And if 
it reaches a wrong conclusion—a conclusion that is disastrous to the 
owners and employees of a company and to the customers who have 
depended on its products—the political agency bears no responsibility 
to any of these groups. It simply says: 

“We tried to hold prices down. We tried to fight inflation.” 
And in doing so, it discharged the political responsibility “assigned 
to it. 

So let me repeat that authority and responsibility must go together. 
The Government is responsible to the electorate for the political 
affairs of the state. Industrial management, on the other hand, is 
responsible to its owners, its fellow employees, and customers for 
the production of goods and for the maintenance of a strong and 
healthy competitive American industry. And for Congress, or any 
agency of Government, to usurp the functions of management, either 
by intimidation or by law, is as alien to our American constitutional 
concepts as for business to try to usurp the functions of Government. 

That this bill, or any similar measure embracing this alien phi- 
losophy, should command the serious consideration of this subcom- 
mittee is not, perhaps, as surprising as it might appear; for it seems 
to me that such bills are the natural, and indeed, the inevitable, out- 
come of an investigation that has been based, from the start, on a 
faulty and wholly insupportable premise. 

That premise is that American industry possesses the monopoly 
power to “administer” its prices in defiance of the forces of com- 
petition, and that it has used this power to aggrandize profits and 
thus cause inflation. 

Mr. Chairman, if the voluminous record which has been compiled 
here during the past 2 years or so proves anything, it proves, I think, 
that this whole theory of “administered prices” is untenable. The 
term, “administered prices” was contrived some 20 odd years ago as 
a semantic device for use by those who sought to blame corporate 
enterprise for causing deflation and depression. Now it is being used 
to blame corporate enterprise for causing inflation, which is exactly 
the opposite. Clearly the sematic usefulness of this term far outstrips 
its economic validity. 

Yet there are, of course, two “administered prices” which have been 
a basic cause of inflation, and which this subcommittee has thus far 
failed to publicize in its-reports. One is the “administered price” of 
labor as fixed by unions; and the other is, if you wish to call it that, the 
“administered price” of government as established by Congress and 
the various State and local authorities. 

These two prices, or costs, are the major elements of cost that enter 
into the price of all industrial products; and they are not set by so- 
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called “heavily concentrated” industries. They are set by the power of 
Government and big unions. 

So we find that since 1940, when the present cycle of inflation began, 
the price of manufactured products has risen 112 percent, while the 
“administered price” of hourly labor has gone up 222 percent, and 
the “administered price” of government has soared more than 400 
percent, even on a per capita basis. 

Now in a period of inflation, under free market conditions, we could 
expect that wage costs, prices, and profits would all rise by approxi- 
mately the same percentage, other things being equal. But if the 
corporate segment of our economy really had “administered” its 
prices upward in excess of rising costs so as to amass unreasonable 
profits, as is contended here, then inevitably it could be shown that 
corporate profits, as a whole, have taken an increasing share of the 
national income. 

Actually, of course, exactly the reverse has been true. Corporate 

rofits as a whole have shrunk from 9.2 percent of the national income 
in 1947, to 4.9 percent in 1958. In fact, corporate profits represent the 
only — segment of the national income today which has not 
4 org at all under the inflationary pressures of recent years. 

xt us see what has actually happened in the years from 1947 to 
1958 : 

The net national product increased by $179 billion in all. 

Of this increase, $125 billion went to employee compensation. 

Increased business taxes accounted for $27 billion. 

Proprietary income and miscellaneous items also took $27 billions. 

And corporate profits increased not at all. 

So we find that in 1947, employee compensation, throughout the 
Nation, was about 7 times as great as total corporate profits. But in 
1958 it was 14 times as great. 

These figures that I have presented are all official Government figures 
as reported by the U.S. Department of Commerce, and they refute 
conclusively, I think, the case presented by the administered-price 
theorists. 

And so far as the steel industry is concerned, nothing that has been 
said here in all of the testimony that has been given disproves, or can 
disprove, the simple fact that steel profits have not risen in pro- 
portion to steel costs since the prewar, preinflation year of 1940. Had 
steel prices risen to a greater degree than costs, the profit margin 
would now be greater than it was in 1940, 8.1 percent of sales. But 
in only one year since then did it ever achieve that level; and last year 
it had dropped to 6.3 percent of sales. The average margin of pro- 
fit in the steel industry for all of these 18 years was 6.1 percent. 
Since 1950 it has averaged 6.5 percent. 

Mr. Chairman, in the light of these indisputable facts it would 
seem to me that this subcommittee might have concluded long since 
that it is trailing the wrong scent. 

I know, of course, that there are all sorts of implications in the 
term “‘administered prices.” If anything charitable can be said 
about this concept, it seems to me that it is evidence of great. 
misunderstanding. 
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Of these prices Mr. Gardiner Means, who I believe is author of the 
term, has said: 


* * * T would say that identity of price, the factor of administered prices, 
was not an indication of the lack of competition, but was a lack of a particular 
aspect of competition which produces market prices. 

I think that if you want to preserve pricing in such a form that you do not 
have administered prices, I think you have got to pulverize industry. I think 
you would destroy the efficiency of modern industry. I do not believe that 
market prices, ihe maintenance of market prices, is consistent with modern 
industry. 


He also says: 


When you are down to the point of 200 companies in an industry, the 
administered price technique is so superior to the haggling over the price of 
each transaction, anything that would approximate the classical market price, 
that is seems to me just unthinkable. 


And finally, he says: 


Let me say it this way: If you have 200 companies producing a single identical 
product, and each is trying to maximize its own profit in the light of the situa- 
tion, demand, cost, and competition, it would not at all surprise me that they 
would all have the same price. 


Mr. Chairman, prices which remain unchanged for a period of 
time are essential in modern industrial marketing and while such 
prices may not be “classical market prices,” they are just as surely 
market prices and evidence of competition as the comparatively few 
widely and rapidly fluctuating commodity prices which some call 
market prices, 

As to the charge that “administered prices” have risen more rapidly 


than “market prices,” the fact is that if the whole inflationary period 
from prewar 1940 to October 1958 is examined and not just some 
period beginning with relatively depressed “administered prices,” we 
find that the average increase in the groups which Mr. Means desig- 
nates as market prices has been 137 percent, while the average increase 
in his administered price groups has been only 126 percent. 

In concluding this statment of mine, I want to discuss with you 
a few moments the unbelievable philosophy upon which the bill here 
before you is based, to take a serious and thoughtful look down the 
road along which this philosophy is leading us, and to ask you point- 
edly whether the Congress of the United States wants to travel that 
road to national oblivion. 

Let us agree, without cavil, that, whatever the intentions of the 
author of this bill, its only practical purpose is to diminish still 
further the profit incentive in this Nation. 

Now I am aware, of course, that this antiprofit philosophy is one 
which may mistakenly believed by those who espouse it, but I am also 
aware that they may succeed, eventually, in making profit a repre- 
hensible word in our vocabulary, in making it appear that anyone 
who seeks a profit is a profiteer, and in convincing great numbers 
of people that a profit—like a diseased appendix in the body politic— 
must, be venereal by legislative surgery. 

I am also aware, as you are, that profit is not an inflamed appendix, 
but the beating heart of our whole industrial society, and before 
we get out our anesthetic and our scalpel, let us at least pause long 
enough to examine the nature and the function of corporate profits, 
and to see what would happen without them. In acapitalistic society, 
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the only way to acquire the tools of production is through profit, 
the reinvestment of profit, or the investment of savings in the expec- 
tation of profit. There is no other way. And the only purpose for 
which a corporate profit can be used is to pay for the use and im- 
provement of the tools of production, the plants, machines, furnaces, 
mills, mines, inventories, and all of the other capital facilities neces- 
sary to the production process. 

Most people believe, I suppose, that a corporate profit is cash that 
is left over in the till after all the necessary payments of a business 
have been made. But that, of course, is not true. The truth is that 
a corporate profit, in industry, is what is left over after all the nec- 
essary payments except one have been made. And that one payment 
which has not been met is the payment that must be made for the use 
of the existing tools of production and for the addition of new ones 
through direct reinvestment. Of all of the expenditures of a busi- 
ness, this payment for tools is without doubt the most important to 
our national growth and survival. 

When a corporation has met its payroll, provided for depreciation 
and its Federal income taxes, paid all its other bills and come down 
to its last-line profit on the income statement, it has not yet paid one 
single cent for the use of the tools that its shareowners have provided 
for it. And since there is nothing left but profit out of which to pay 
for that use as well as for new tools, it is clear that the size of the 
profit determines the quantity and the quality of tools that an enter- 
prise can command, 

Thus the simple fact is that a profit is not something that a corpo- 
ration gets and keeps in the till. It is something it pays out of the 
till for the use and improvement of tools. 

It may seem to some of the miguided almost a public service to 
tax corporate profits away, to bargain them away or to control them 
away; but can we afford, by indulging in this devasting miscon- 
ception to tax, to bargain or to control away the tools of production 
upon which this Nation depends for its very existence and survival ? 

How much longer dare we ignore the fact that the prospect of 
profits and the presence of tools are the selfsame thing, and that you 
can’t have the one without the other? 

When will we stop beating about the bush, and recognize the un- 
deniable truth of one simple axiom: That less profit means fewer tools, 
or poorer tools; and that this, in turn, means less efficiency, higher 
production costs, higher prices, shrinking markets, diminished pur- 
chasing power, fewer jobs, declining industrial strength and a dan- 
gerous impairment of our national security. 

So let us suppose for a moment that the philosophy embodied in 
this bill, and embraced by those who support this measure, does pre- 
vail. Let us suppose that our people are taught to scorn profits, and 
that corporate profit margins thus become smaller and smaller. What 
must American industrial corporations do to prolong their survival 
as long as possible? 

Well, for one thing, they will have to curtail or postpone, where- 
ever possible, every expense that is not immediately necessary to the 
production process; and a leading item of expense under this category 
isresearch. Last year American industry spent more than $8 billion 
on research. Does the Congress of the United States really wish to 
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reduce these vital expenditures at a time when our national survival 
clearly depends upon our ability to maintain our scientific and tech- 
nological advantage over the Iron Curtain countries ? 

If the profit curtailment goes further, what must the surviving 
corporations do then ¢ 

Well, there may be no profits left for reinvestment in the business, 
These are the profits which are spent in the development of the new 
sources of raw materials that America will need in the future. These 
are the profits that are spent on the modernization of plants and ma- 
chines, to improve productive efficiency and our national standard of 
living. 

Along with that, the corporation will be forced to reduce its pay- 
ments, in the form of dividends, for the use of the tools its owners 
have provided. It will thus be unable to attract the capital neces- 
sary to provide for the growing requirements of a growing population. 

And at the same time, if this profit becomes thin enough, the cor- 
poration will lack the ability to replace its worn-out tools and facili- 
ties in these days of inflation. This, as you know, is a task that profits 
were never supposed todo. The funds provided through depreciation 
should perform this function. But under the outmoded depreciation 
laws which now prevail in this country, a large part of the reported 
orofits of corporations have become mere phantom profits that must 

e used to atles up the depreciation deficiency. 


In fact, more than one-third of all of the reported profit of United 
States Steel Corp. over the past 13 years has been phantom profit 
which had to be used to meet the inflated cost of replacing exhausted 


facilities. 

So if the philosophy here being advocated is successfully pursued 
to its ultimate ondinin the only possible result must be the gradual 
— of the greatest industrial machine the world has thus far 

own. 

Mr. Chairman, if there is any hope of preserving peace in this 
uneasy world of ours, that hopé lies in the military strength of 
America; and if there is any hope of preserving our military strength 
at the necessary high levels, that lee lies in the scientific and 
industrial strength of America. 

Most military experts will agree, I believe, that World War II was 
won primarily on the production lines of America; and if world 
war III is to be prevented, it is going to have to be prevented, I 
believe, on those same, industrial production lines. 

Today, industrial production in the Soviet Union is increasing at 
a rate that already stands as a direct, although by no means an insuper- 
able, challenge to America’s leadership. And this increased Soviet 
production is being achieved, not by the increased use of slave labor 
methods under the ever-enlarging powers of a police state, but rather 
by the use of many of the incentives that the capitalistic system has 
developed. 

So while Russia is turning more and more toward capitalism for 
the answers to its productive problems, America—for some strange 
and incomprehensible reason—is being urged to turn more and more 
toward authoritarianism and the abolition of incentives. 

Mr. Chairman, Americans are supposed to be good poker players; 
and while I know little about the game, I am told there is nothing 
quite so disastrous in poker as having the second best hand. 
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But neither of us needs to be told that in the critical years of 
world tension that lie ahead, nothing will be quite so dangerous to our 
country as having the second best industrial machine. 

I do not believe that that is the end that the Congress of the United 
States wishes to achieve—or that that is the intended goal of those 
who today are teaching our people that corporate profits are inimical 
to the public interest—but if it were, then there could be no better 
= to achieve that goal, in my omnes than to enact any measure 
embracing the philosophy of this bill that you are now considering, 
§.215. 

Senator Krravuver. Mr. Blough, we are grateful to you for a very 
able and persuasive statement. 

Senator O’Mahoney is not feeling well this morning and he had 
to go by the doctor’s office, but he will be here later and will un- 
doubtedly have some questions to ask you when he does come. 

But the situation that Senator O’Mahoney and many of us are 
concerned about—and the President of the United States has ex- 
pressed the same concern—is the inflation that the Nation has been 
undergoing in the past few years. This inflation is causing us the 
loss of some of our foreign markets, and even a part of the domestic 
market to foreign producers. The public is not specifically concerned 
with which came first—the chicken or the‘egg. They are convinced 
that price increases and wage increases follow each other in certain 
basic industries such as steel, and that this is not in the best interest 
of the people, certainly not of our Government, and that something 
ought to be done to stop this upward spiral, this merry-go-round that 
we have become involved in. 

You have discussed the subject and presented a point of view 
that we will want to talk to you about while you are here today. Let 
it be said in the first. place that Senator O’Mahoney has explained 
that he is not committed to the precise formula set out in the bill, 
the cutoff point, so to speak. As a matter of fact, he has asked the 
staff to prepare a statement showing how many companies would be 
involved if the figure for size was $100 million rather than $10 million. 
Information on other cutoff points have been prepared, and the mate- 
rial will be presented later. 

It has also been pointed out, and is true of course, that the use of 
publicity for the purpose of trying to supplement the antitrust laws 
in order to combat inflation is not alien to our American system. It 
has been used historically and the power still resides in the Federal 
Trade Commission under section 6 of the Federal Trade Commission 
Act, though it has often been used after the event rather than before. 

Senator O’Mahoney and others have pointed out that another round 
of inflation may get underway before there is publicity about it and 
before there is an opportunity for the force of public opinion to come 
to bear. After the event, there is very little that the lows of public 
opinion can do about the situation. 

This bill does not contain sanctions and is an effort to try to have 
the facts brought to light and the force of public opinion brought to 
bear before the event, both on managers of concentrated industries 
and upon the leaders of unions with great power. That is what Sen- 
ator O’Mahoney has explained yesterday and on many occasions for 
along, long time. Of course, he has been considering this problem for 
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many, many years and is an outstanding authority on problems of 
concentration, monopoly and pricing, as you so well know. 

Attention has been called to a tendency toward inflation as it re- 
lates to the United States Steel Corp. and to the steel industry by a 
simple chart appearing on page 4754 of our hearings on administered 
prices. This is a tendency, I think, which has not been denied. It 
shows that in the last 5 years, from 1953 to 1958, the price of steel has 
increased 38 or 39 percent, and that if the price of steel continues to 
go up in the next 3 years at the same rate, there is going to be a very 
difficult situation, reaching a doubling of steel prices within 10 years, 
Some members of the subcommittee have been talking to your cus- 
tomers, Mr. Blough, the fabricators who are concerned about this in- 
crease in the price of steel, and they complain that in many cases they 
can’t pass it on. They also point out, and I think it is true to some 
extent, that steel is the bellwether of the economy, that what happens 
in the steel situation has a substantial effect upon other industries, re- 
lating both to price increases and the kind of wage agreements that 
are going to be worked out. In other words, they think prices have 
risen far enough. 

You probably have that. chart available. I wonder if you would 
comment upon these aspects of the problem, that is, the greater in- 
crease in the price of steel than appears to have occurred in other 
basic commodities, and whether you think this upward process can 
go on without unfortunate consequences to the steel companies and 
to our economy generally. 

Mr. Biovex. Mr. Chairman, I think that first I would like to 
hand to you and with your permission read into the record the percent 
of return on sales of the steel industry—this is not United States 
Steel, this is for all of the steel industry—since 1950. 

In other words, I want to show you as a base for what I am about 
to say what happened to the profits of the steel industry. In the year 
1950 the percent of return on sales was 8.1 percent. In 1951 it was 5.8 
percent. In 1952 it was 5 percent. In 1953 it was 5.6 percent. In 
1954, 6.1 percent; in 1955, 7.9 percent; in 1956, 7.3 percent; in 1957, 7.3 
percent, and in 1958, 6.3 percent. 

Now those are the entire profits on sales of the entire industry. 

The dollar profit figures go up because sales increase and because 
the number of tons shipped increase and because of the inflation of 
the dollar. 

I point out first therefore in answer to your question that the per- 
cent of return on sales, which is the only criteria that you can properly 
use to determine the profitability of the steel industry, shows that the 
steel industry has had, if anything, inadequate profit, but in any event 
has not increased their profits during this period. 

Now the second thing that I would like to mention has to do with 
the reasons for the fabricators’ feeling the difficulties in connection 
with changes that have occurred both in steel prices and in wage 
costs. 

You will recall that 3 years ago we arrived at an agreement with 
the United Steel Workers of America. I do not know whether you 
realize what happened to wage costs under that agreement, but I 
would like to mention it to you. This has to do with the entire steel 
industry, not just United States Steel. This is the entire steel indus- 
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try. The employment costs per hour when we made that agreement 
were $2.87, $2.87 per hour when we made that agreement. In Febru- 
ary 1959, which is not quite the full 3 years after we made the agree- 
ment, but after we had the wage increases which I think we are likely 
to get. under the agreement, the wage costs had increased from $2.87 
in 1956 to $3.68 in 1959. 

(At this point in the proceedings, Senator O’Mahoney entered the 
hearing room.) 

Mr. Bioven. Now that is an increase of 81 cents in 3 years, 81 
cents in 8 years. That is an increase on a percentage basis of 28.3 
percent. Now I quite agree that the fabricators have a difficult time. 

Senator Kerauver. Excuse me just a minute, Mr. Blough; Senator 
0’Mahoney is with us now. Senator O’Mahoney, I am sorry to have 
started the hearings before you arrived. 

Senator O’Manonry. That was unavoidable and I am glad you did. 

Senator Keravver. All right, Mr. Blough, I interrupted you. Will 
you proceed ? 

Mr. Biouen. I was saying that I quite understand the feelings 
of the fabricator. We are in daily contact with them. We under- 
stand exactly how they feel about these things, and they have had, 
as everyone has, the increase in the price of steel and also they have 
had the increase in the price of employment costs. 

(At this point, Senator Clark left the hearing room.) 

The basic thing that has happened as far as hurting their situation 
during that period of time is the 81 cents an hour. Now you can 
talk about many other things, but that is the basic thing that has 
happened. 

Senator Kerauver. Mr. Blough, you have given us the rate of 
return on sales. Certain industries such as meatpacking and steel, 
where there is a big turnover and a high production historically, 
have a low rate of return on sales. Other industries have a higher 
rate of return on sales; steel is low, forging is high, meatpacking is 
low. But reports are usually made on net worth. 

Will you give us the comparable rates of return on net. worth for 
these same years ? 

Mr. Bioucu. Mr. Chairman—— 

Senator Kerauver. We have figures here from the Federal Trade 
Commission and the Securities and Exchange Commisssion which 
we can put in the record, but I thought you would have your own. 

Mr. Biouau. It just so happens that I do. * 

Senator Kerauver. I assumed that you would. 

Mr. Biroven. What I would like to suggest to you, sir, is this: 
While Mr. Tyson is finding that for the steel industry, I would like to 
point out just one or two things with respect to the rate of return 
on investment: 1957 was the year which recorded the largest dollar 
earnings for United States Steel—1957, which falls within the period 
that we are talking about. That year we had a return of $419,400,000. 
For the purpose of your understanding what has happened to indus- 
try generally and the insufficiency of the rate of return on investment 
as a criteria, we have restated in terms of current dollars our invest- 
ment, 

(At this point, Senator Dirksen left the hearing room.) 
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Mr. Broven. We have also shown the deficiency in wear and rer 
exhaustion in that same year, which was $101 million. Now the | ™t® 
return on investment that year as recorded was 12.6 percent. The We 
actual return on investment that year was 4.4 percent based on current ( | 
dollars, 4.4 percent based on current dollars. Sel 

Senator Kerauver. Mr. Blough, give the figure to us at it is reported meet 
on net worth usually, and then give it to us in what you consider to | 5 | 
be current dollars if you wish. “ ? 

Mr. Buioven. That is all I have to say about current dollars, Mr. Mr 
Chairman, and now I will give it to you Ser 

Senator Kreravuver. For just the same years as you have here. eee 

Mr. Brovex. Iron and steel in 1957 in conventional terms for the | 1958 
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industry was 13.2 percent. As I pointed out, that does not reflect 
the actual situation. 

Senator Keravver. All right, what was it in 1950? 

Mr. Brovuen. Mr. Tyson says it was 15.3 percent in 1950 on that same 





























































































basis. We 
Senator Keravver. Now 1951, sir. flation 
Mr. Biovan. 12.3 percent. pt 
Senator Kreravver. All right, sir, now 1952. we: fil 
Mr. Broucu. If you have the data there and would care to read it § signe: 
into the record I would appreciate it because we seem to be having § ‘" 
some difficulty finding it. The reason we have, as you must know, Mr. } So 
Chairman, is that we place no reliance of any kind upon this method § for s 
of computing return on investment. do lik 
Senator Keravver. We have it by quarters for United States Steel Tl 
and we have it for the whole industry. thin! 
Mr. Buiovex. Or if you care to permit us to, I would be glad to sup- § rate 
ply the information for the record. duri 
Senator Keravver. If you do not have it readily there, Mr. Blough, oper 
we will find it here in a minute. What is the return on net worth W 
for 1952? Do you have that figure? you 
Mr. Tyson. For the industry or United States Steel ? inst: 
Senator Keravver. For the industry and for United States Steel. J yoy 
Mr. Tyson. 8.8 for the industry. I am reading these from the § jhe 
oe City Bank letters. We have no statement that sets this J ton 
orth. ' 
Senator Keravver. All right, then for United States Steel. . 
Mr. Tyson. I will be glad to read off these figures for United States Y 
Steel from 1950 forward rf you would like to have them. was 
Senator Keravver. All right, sir, just read them. 9.8 
Mr. Tyson. In 1950, it was 9.9; in 1951, 8.2; in 19538—I beg your per 
pardon—in 1952 it was 6.3; in 1953, it was 9.2; in 1954, 7.1; in 1955, | per 
12.6; in 1956, 11.3; 1957, 12.7; and in 1958, 9.4. And this is deter- J ope 
mined on the TNEC basis of net worth. the 
Senator Keravuver. Mr. Tyson, they don’t seem to be the same as § 195, 
the figures we have. qua 
Mr. Tyson. Sir, I don’t know where you got your figures. qua 
Senator Kerauver. We will get our figures. I had them here, but C 
T have misplaced them. We will come back to them. not 
Perhaps you can supply this for the record, Mr. Blough—a state- J wh 
ment on the price increases in steel, both general and extra, as best I 
you can compute the extras, since 1950. t knew there is some dis- 
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agreement between you and the union as to the amount of the wage 
increases since that time. Will you furnish that for the record ? 

Mr. Broven. I will be glad to. 

(The information referred to maybe found on p. 5762.) 

Senator Krrauver. Mr. Blough, in your speech before the annual 
meeting of the Minnesota Editorial Association on February 20 of 
this year, you were talking about profits and productivity. You 
said in this speech that 

Mr. Biovexn. What page is that, Mr. Chairman? 

Senator Kerauver. On page 11 of the printed version of your 
speech. You said that the decrease in productivity between 1956 and 
1958 was due to the fact that there was a decrease in production, and 
there would be an increase in productivity if there was an increase 
in production, and that there would be an increase in productivity in 
the first quarter of this year reflecting increases in production. I 
agree with you about that. You say here, for instance: 

We must also remember that productivity—as an offsetting factor to in- 
flationary wage increases—cannot be measured on a short term basis covering 
a month, a few months, or even a few years. For example, if we take the 
records of the American Iron & Steel Institute and do a little arithmetic, 
we find that in 1956, the-year in which our present. steel wage agreement was 
signed, the industry turned out considerably more steel per thousand man-hours 
than it did last year. Over that period, in fact, output per man-hour declined 
by more than 7 percent. That, of course, was due primarily to the sharp 
drop in steel production during the period of recession, and now that demand 
for steel is rising rapidly, it may be expected that output per man-hour will 


do likewise. 

That was your statement, and I agree with you about it. So, I 
think it is important to compare the relationship between operating 
rate and net profits per ton after taxes and rate of return after taxes 
during the periods of comparable produetion, that is when your 
operating rate is just about the same. 

We have a table prepared by the staff, which I would like to show 
you and ask you about, Mr. Blough. When your operating rate, for 
instance, in the third quarter of 1956 was between 50 and 60 percent, 
you made a net. profit of $9.82 a ton. Let me read the figures for 
the first three quarters of 1958. In the first quarter your profit per 
ton was $15.41; the second quarter, $17.19; the third quarter, $18.81. 
So at about the same operating rate, your profit per ton just about 
doubled between 1956 and the first three quarters of 1958. 

Your rate of return on net worth for the third quarter of 1956 
was 5.4 percent. In the first three quarters of 1958 it was 8.3 percent, 
9.8 percent, and in the third quarter 10 percent. Take the 70 to 80 
percent operating rate; in the second quarter of 1954 your net profit 
per ton was $9.14; in the fourth quarter $11.78. At about the same 
operating rate in the fourth quarter of 1957 it was $17.62, and in 
the fourth quarter of 1958 it was $19.31. In the second quarter of 
1954, your rate of return on net worth was 8.7 percent; the fourth 
quarter of 1954, 10.1; in the fourth quarter of 1957, 13.1; the fourth 
quarter of 1958, 12.1. ; 

So you have had a substantial increase at the same operating rates, 
not only in your rate of return on net worth but in your profit per ton, 
which almost doubled, at the same operating rates. : 

Do you think that shows that you have been increasing your 
prices more than your increase in costs would warrant, Mr. Blough? 
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Mr. Bioucu. Mr. Chairman, I don’t think it shows that at all, 
I, again, point out to you that the results for the industry are con- 
tained in the percent of return on sales. Now, if you pick a period 
like 1952 where that rate was 5 percent return on sales, and then pick 
a high year like 1957, a year of high production, where it was 7.3, 
you will see a slight increase, 2.3 percent. But neither year is as 
high as it was in 1950 or in 1940. 

Now, that is the standard you have to go by. Now, it is true that 
during this particular period that you are speaking about United 
States Steel was able to improve its position, I won’t say much, but 
somewhat, with respect to the rest of the industry. I am talking 
now about cost reduction as distinguished from any price changes, 
And it is true that our rate of return on sales was somewhat better 
so far as the improvement is concerned. But in a competitive in- 
dustry you have got to think in terms of the total industry and you 
have got to bear in mind, too, that if the dollars per ton of steel, 
which, incidentally, we can’t accept as any kind of a measurement, 
if the dollars per ton of steel were to remain the same, the percentage 
on sales mould go practically, well, it would go to a very low percent. 
I can illustrate it this way. If you sell steel for $100 a ton and you 
earn $6 per ton, now if through many, many factors, cost increases 
and other things, the price of steel goes to $200 a ton, and you are 
still selling steel for $6 a ton profit, if you are, then it must be obvious 
to you that your rate of return has been cut in half. Now, as the 
prices of everything have crept up in this country, the number of 
dollars per ton have also crept up. 


[ don’t know if you got the illustration that I tried to give you, 
Mr. Chairman. What I was saying is that if you have $6 per ton 
when steel is selling for $100, your rate of return on that basis would 
be 6 percent. But if that steel subsequently, through c increases, 


through cost increases, through everything, went to $200 a ton and 
you still recovered only $6 per ton, then your rate of return would be 
cut in half. It would be 3 percent instead of 6 percent. That is the 
kind of a problem you are dealing with when you are dealing with 
the figures that you are talking about. 

Senator Keravver. That would be true per ton. But, of course, 
there hasn’t been any such general depreciation of the dollar that 
it has been divided in half between the third quarter of 1956, and 
the third quarter of 1958. Yet your profit per ton at the same operat- 
ing capacity for the third quarter of 1956 was a bit more than 
double in the third quarter of 1958. 

Your example may have some applicability to that, but we find that 
your rate of return just about doubled between those quarters, also. 

Mr. Buioveu. Are you talking about United States Steel, but not 
the industry ? 

Senator Krravuver. I am talking about United States Steel, your 
company. 

Mr. Bioueu. May I ask why the great reluctance to use the indus- 
try figures? 

Senator Kerauver. They don’t give quarterly figures, not many of 
them, like this, Mr. Blough. We have tried to get help from the in- 
dustry, but we find 

Mr. Buioucu. I see them published all the time. Let me point out 
another thing, now, Mr. Chairman 
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Senator Kerauver. I am advised that the annual totals for the rest 
of the industry compare pretty closely with yours here. But you see 
the reason we have taken yours is that we can’t get them from the rest 
of the industry for each quarter, and by taking each quarter we can 
get comparable operating rates. Whether you take the profit per ton 
of steel or whether you take the rate of return on net worth, you have 
doubled both between the third quarter of 1956 and the third quarter 
of 1958. 

Mr. Brouen. You are aware, Mr. Chairman, of what happened in 
the third quarter of 1956, that we had a 5-week strike, and that our 
earnings were greatly depressed in the third quarter of 1956? If 
that is the basis you are using, it certainly isn’t a very fair basis. 

Senator Kreravver. Let us take the second quarter of 1954, when the 

rofit per ton was $9.14. In the fourth quarter of 1957, it was $17.62. 
tn the fourth quarter of 1958, it was $19.31, so it more than doubled | 
there, also. You didn’t have any strike then. 

Mr. Broven. Let me point out, again, to you that in 1954 the in- 
dustry earned 6.1 percent on sales, and in 1957 it earned 7.3 percent 
on sales, which is the result for the entire year. You can always pick 
a quarter and you can get all kinds of distortions and limitations built 
into any comparisons that you make. 

Senator Krrauver. Mr. Blough, these are not distorted or hand- 
picked. We have taken every quarter from 1954 through 1958, and we 
have compared them all at comparable operating rates. This is the 
result. 

The question is how high are you going to have to increase in the 
profit per ton of steel and the rate of return on net worth before you 
will be satisfied? When is it going to be high enough ? 

Mr. Brioven. All I ean say in answer to that question is that it is 
based on the theory that there is no competition in the steel industry, 
and that we have the ability to raise our prices as much as we would 
like to raise them, and it is simply not a factual statement. 

Senator Krrauver. Mr. Blough, I have seen speeches you have 
been making that. it won’t make much difference whether you lower 
prices a little bit or raise prices a little bit, that steel demand would 
still be about the same. 

Mr. Bioven. If you are talking about the inelasticity of demand 
for steel in the short range, I have said that. We have explained that, 
[ think, in full, at our hearing in August of 1957, and that would still 
be my position, and that is not an unusual position. I think the best 
economic opinion that we have been able to get sustains that position. 

Senator Krerauver. In the short run, whether you decrease prices 
or increase prices, it doesn’t make much difference in the amount of 
steel that, you will sell, is that what you are saying ? 

Mr. Broven. It has no relationship whatsoever to the fact that the 
steel industry is competitive. It has no relationship whatsoever to the 
fact that no one in the steel industry has the ability to push his profits 
wherever he wants to go with them. 

Senator Keravuver. Mr. Blough, if the steel industry is competitive, 
why was it that last year when little Alan Wood, with a capacity of 
less than a million tons of steel, announced a price increase and you 
didn’t sustain it, they immediately had to get back into line? How 
do you explain that kind of behavior along with your statement that 
steel prices are competitive ? 
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Mr. Bioven. Mr. Chairman, if I understand your question, your 
position seems to be contrary to your customary position. You are now 
suggesting that because we did not raise our prices to the price that 
Alan Wood announced, that we were not being competitive, if I under. 
stood your question. 

Senator Kerauver. Alan Wood started out earlier and raised 
prices, but you waited for a month and in the meantime Alan Wood 
had to duck right quick and get back in line. You did finally raise 
your prices after a month, and then the other companies raised their 
prices the same amount. 

Mr. Buiouen. I think that is an inaccurate statement, Mr. Chair. 
man, but I would like to trace that situation for you, if you would 
care to have it done. 

Senator Keravver. All right, sir, we will be glad to have you do so, 

Mr. Briovuen. On June 19, 1958, Mr. Hood, our president, made a 
statement with reference to the impending increase in wages, and he 
said, as a part of that statement : 


It must be obvious to anyone that the matter of price adjustment would not 
even come up under present economic circumstances if it were not for the very 
substantial employment cost increase we now face. 


I might remind you that in the middle of 1958 things were not very 
good in the steel industry. 


Further, with Mr. Hood’s statement : 


United States Steel is constantly attempting to achieve economies in opera- 
tion by emphasis on efficiency and technology. These new employment and 
other cost increases, however, cannot possibly be offset by these economies nor 
by any other foreseeable factors of increased productivity. Some degree of 
relief through higher sales prices must, therefore, be. given the serious con- 
sideration which it deserves. 


While costs are a major factor in any price determination they are only one 
among many. Any adjustment of sales prices can only be made in the light of 
all known commercial and economic factors, including competitive conditions in 
the steel industry, competition with other materials, underlying customer 
product demand, the economic climate and outlook, together with other factors. 


And then Mr. Hood concluded : 


United States Steel is continuing its study of all of these factors. The only 
point we have reached to date is not to attempt to change our prices until the 
situation clarifies itself. 

Now that statement, Mr. Chairman, was made on June 19. I am not 
quite sure at the moment what the date of Alan Wood’s price an- 
nouncement was, but I believe it was shortly after that time. 

Senator Kerauver. It was announced in the Wall Street Journal on 
June 26 that effective July 7 they would increase their prices. 

Mr. Brouen. Now the question which I believe you are asking 
me is 

Senator Keravuver. I am asking two questions. 

Mr. Bioven. Why we did not raise our prices. 

Senator Kerauver. No, no. 

Mr. Bioveu. When Alan Wood raised its prices. 

Senator Keravver. No, sir, not that. I asked you why Alan Wood 
had to get back in line when you did not raise your prices at that time. 
And then after you did raise your pons, why was it that everybody 
else followed, including Alan Wood ¢ 
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Mr. Bioveu. I think your advice with respect to our raising our 
prices and everybody else following is incorrect. I think you will find 
on examination that a number of other companies in the steel industry 
raised their prices before we did. I think it was the early part of 
August or the end of July or early August, and we followed them in 
the majority of cases, and I assume that Alan Wood did the same 
although I had no knowledge at that time, and I do not know whether 
Alan Wood was one of the leaders in raising their prices at that time 
or whether they were not. 

Ican be specific. 

Senator Kerauver. Here is what Judge Hansen, assistant Attorney 
General in charge of the Antitrust Division, had to say. 

Mr. Broucu. May I ask to what document we are referring now ? 

Senator Kerauver. We are referring to Administered Prices, part 8, 
m page 4382. Judge Hansen traced the events concerning Alan 
Wood’s price announcement and about what happened afterwards. He 
said : 



















Just a few days after Alan Wood’s price announcement, the magazine Steel of 
June 30 pointed out that 10 days earlier, Mr. Hood, president of United States 
Steel, had issued a statement that left doubt about the timing of a price increase, 
and Steel magazine stated: “Some observers interpreted it (Mr. Hood’s state- 
ment) as a plea that some other company should take the pricing initiative.” 


Mr. Bioven. I beg your pardon, what was that last ? 
Senator Kerauver (reading) : 










Some observers interpreted it (Mr. Hood’s statement) as a plea that some 
other company should take the pricing initiative. 

That was from the magazine Steel. 

Mr. Broven. You, of course, can’t attribute to us any interpretation 
that anyone else might make with respect to what I think was a very 
forthright statement on the part of Mr. Hood. 

Senator Kerauver. No, I am just quoting the trade magazine 
Steel, as Judge Hansen gave it: 









Then the July 7 issue of Steel further indicated that Alan Wood took the 
hint from United States Steel but that the larger producers seemed determined 
towait upon United States Steel’s own actions. For example, A. L. Adams, presi- 
dent of Jones & Laughlin, was quoted by Steel magazine to the effects that it 
would be “commercial suicide” to increase steel prices without such action by 
United States Steel. 











As you know, Alan Wood withdrew its price increase on July 7 
because no other producer went along. The president of Alan Wood 
was quoted by the Wall Street Souiraal as follows: 

We are disappointed that big mills have not increased their prices. We have 
Walternative but to stay competitive with their prices. 

Then about a week later the magazine Steel speculated that if 
United States Steel had not increased prices by mid-September, one of 
the other big companies would act. On July 29, one such big company, 
Armeo, did act. Armco announced a price increase averaging $4.50 
ston. On July 30 Republic and Jones & Laughlin announced that 
they too were increasing prices. The sentiment was that United 
States Steel would join up, but if not, those who had increased their 
prices would be forced to rescind their increases. 

It is notable that one of the leading steel companies, Inland, stated 
that it would not attempt to raise prices unless the No. 1 steel pro- 
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ducer, United States Steel, took action first. The Wall Street Jour- 
nal quoted Inland as saying that “to do otherwise would cause it a 
severe loss of business.” 

Mr. Biovuen. May I say, Mr. Chairman, vice versa. If we raise 
our prices, and then the other steel producers do not raise their prices, 
we would also suffer commercial suicide if we did not return our 
prices to their level. 

Senator Keravuver. All right, sir, we have been through all of that, 
Prices do, somehow or other, get to be about the same. I think we 
can generally agree on that. 

Do you wish to say anything more about this table, Mr. Blough, 
that we have given you? 

Mr. Buioucu. I would just like to add when you say they get to 
be the same, I would like to add to that remark they get to be com- 
petitive, if you will permit me that. 

Senator Kerauver. The best competitive price is when all the prices 
are the same ¢ 

Mr. Biouex. Well, I would be willing to explain that all over 
again, Mr. Chairman, but I don’t think it is necessary. I think we 
both understand it. 

Senator Kerauver. We have both listened. 

Mr. Buovuen. I haven’t any further comment to make with respect 
to this table at this time. It may be that on further reflection on the 
table that perhaps some of our financial people would like to comment 
on it, but I think I have explained all I can. 

Senator Kerauver. My last and final question, Mr. Blough, is this: 
at. comparable operating rates you have doubled or nearly doubled the 
price per ton of steel, and your rate of return on net worth. Your 
rate of return has not been quite as near double as your net profit per 
ton on steel. My question is, “how far does this have to go before 
you feel that you have had enough ?” 

Mr. Broven. Mr. Chairman, I again point out to you that during— 
1 have not pointed out the full inypact of the wage increases say from 
1954 to 1959—or 1958—but I did point out that. between 1956 and 
1959 our industry’s employment costs went up 81 cents. Now if you 
can forecast the probable change—— 

Senator Keravuver. That is per hour I take it. 

Mr. Bioven. That is per hour. That went up 81 cents, and that 
is the problem that we are facing. 

Senator Kreravuver. Mr. Blough, you said wage costs went up 81 
cents an hour. Can you translate that into tons, how much per ton! 

Mr. Biovuen. No, I don’t believe I am in a position to do that right 
at this minute. We went into all that problem I think in 1957 also. 

Senator Kerauver. We asked you about it in 1957 but we never 
received any information about it from you. 

Mr. Buovuen. I think Dr. Blair was completely satisfied, wasn’t he! 

Senator Krerauver. Mr. Blough, I have said that I do think there 
has to be some reasonableness and statesmanship shown by both labor 
and management. I hope that labor will hold its demands within 
the limits of the increases in productivity on condition that you do not 
raise prices following these forthcoming negotiations. But the sub- 
committee is not going to discuss labor negotiations. 
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Does the fact, Mr. Blough, that you have been able to double your 
profit per ton and increase sharply your rate of return on net worth at 
the same time when you have had a substantial wage increase, does that 
indicate that your productivity increase has been substantially more 
than your wage increases? 

Mr. Biouen. As I said earlier, I do not think it does, and I repeat 
that the only way that you can possibly tell how profitable the steel 
industry is is to look at the industry as a whole, not any one company. 

Some members of the steel industry make 2 or 3 percent on sales. 
You have got to look at the entire industry. I think the composite 
result of the industry is what you have to look at. 

Senator Kerauver. In that connection we have located our figures 
on rate of return of United States Steel and the whole industry since 
1947, which will be put in the record. On rate of return on net worth 
after taxes, you are just about in line with the rest of the industry. In 
some years the rest of the industry is above you a little bit. For in- 
stance, in 1955 United States Steel earned 14.8 percent, and the entire 
industry earned 14.7 percent. In 1956 your earnings were 12.8, the 
whole industry was 13.2. So they are just about the same. We will 
put this in the record. You can look at it if you wish to comment. 

(The document referred to follows :) 


Rate of return on net worth after tares 
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Source.—Federal Trade Commission. 


Mr. Brovan. I think the basis of the data is so irrelevant to the 
inquiry, Mr. Chairman, that I have not any commentary to make 
about it. 

May I answer the question which you asked with respect to what 
our intentions are in connection with prices? That seems to be the 
nub of your question. 

Senator Keravuver. I was interested in it. I don’t want to press 
you on the matter. 

Mr. Birovucu. Suppose we just say that [ will press myself then 
on this matter and try to answer your question. 

_ Senator Keravver. I know it would be information of great public 
interest. 

Mr. Broven. On March 25 Mr. Hood made a statement, and I 
would like to give you the substance of that statement with respect, 
to this matter. “We have said many times,” said Mr. Hood “that 

35621—59—pt. 11——138 
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if inflation is to be successfully halted the line must be held as to 
all fronts, and more wage costs driving up prices is one of those 
fronts. There have been increases in employ ment costs in the steel 
industry every year since 1940. With the already high rates of 
wages we in United States Steel see no reason why there should be 
more employment cost increases and more price increases again this 
year. We will exert every effort to avoid both.” 

Now I would just like to add this to that statement. It is not 
our intention or desire to change the general level of our prices in 
the foreseeable future, and I earnestly “hope that future events will 
enable us to maintain this position. 

Senator Kerauver. I am certainly glad to hear that, and I know 
that your customers, your fabr icators, ‘and the industrial economy as 
a whole will be gk ad to hear a reiteration in even more emphatic 
terms of what Mr. Hood has previously said. 

Mr. Birover. Thank you, Mr. Chairman. 

Senator Krrauver. But I have been noticing that since these profits 
per ton have been increasing, the investment houses have been calling 
attention to the steel situation in very interesting terms. For in- 
stance, Hirsch & Co. in a little booklet issued March, 1959 said: 

The ability of the leading companies to generate substantial earnings even 
in periods of greatly reduced demand has been amply demonstrated during 
the recession in 1954 and again more dramatically during the severe setback 
in 1958. 

And that runs all the way through. Here is one from August 
Bros. & Co., and that is what all of them say. 

Senator Krrauver. Since you were here with us last time, Mr. 
Blough, you raised your prices and then after that your operating 

‘ate went down to 52 or 53 percent and even lower. 

Mr. Brovan. Since we were here did you say? We were here 
in August of 1957, is that correct ? 

Senator Keravver. That’s right, and then your 

Mr. Bioven. And I do not redall any major changes in our prices 
after we were here before we went into this dip that you speak of, 
and our operating rate did get as low I think in the industry as 
about 48 percent in the early part of 1958. 

Senator Kerauver. When you were here in August 1957, your 
operating rate was somewhere between 80 and 90 percent. You had 
just had a price increase about that time, the first of July, and in 
August 1958 you put into effect another price increase. And follow- 
ing that in the fall or at about that time you dropped to 48 percent 
operating rate. But even with 59 percent for the year 1958 on net 
worth, you made almost 10 percent on net worth, didn’t you? 

Mr. Bioven. Our operating rate was 60 percent. 

Senator Keravver. I have 59.2 percent. 

Mr. Brouan. Yes, about 60 percent for the year 1958. 

Senator Keravuver. But my question was, when your oper ating rate 
is down like that, how do you raise prices and sustain the increase, 
Mr. Blough? I think ordin: arily you would try to get your people 
back to work and use more of your good plants that you have all over 
the country and lower your prices ¢ and try to get more business. 
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Mr. Broven. Are you asking why we don’t do it that way ? 

Senator Kerauver. Yes. 

Mr. Buoven. I think the whole purport of my statement tells you 
why. It is because of the cost increases which we have incurred. We 
must have a profitable company and a profitable industry in your 
interest and in the interest of everybody in the United States, Mr. 
Chairman. I wonder if you realize 

Senator Keravuver. I just wanted to get this. Do you disagree with 
the idea that you get more business if you lower your prices¢ Do you 
think prices have anything to do with the amount of steel you sell? 

Mr. Brouen. I think, I thought we had exhausted that subject in 
August of 1957, but I would be glad to discuss it again. That is the 
inelasticity of demand for steel in the short run. I would be glad 
todiscuss 1t further. 

Senator Keravuver. Allright, I think you have covered it. 

Mr. Bioueu. I think that our position is clear. 

Senator Keravuver. I have taken too much time. We will have a 
few more questions later but I want to turn to Senator O’Mahoney 
now. 

Senator O’Manonry. Thank you, Mr. Chairman. Mr. Blough, I 
am always happy to see you appear before this committee. 

Mr. Buoucu. Thank you, sir. 

Senator O’MaHoney. You are a competent and able industrial 
leader. 

Mr. Broucu. Sometimes I wonder. 

Senator O’Manoney. I don’t wonder about it at all because I think 
you have made a great success. But frankly I have never seen so 
many misconceptions crowded into a single statement by any witness 
before this committee as are crowded into the statement which you 
have made this morning about S. 215. 

Mr. Bioueu. I weld be glad to have them pointed out, sir. 


Senator O’Manoney. I intend to do that. We begin with the first 
paragraph. Lread: 
















































































































































You have asked us today to express our views regarding the so-called price 
lotification bill introduced by Senator O’Mahoney, and numbered 8S. 215. We 
hope that a similar opportunity will be extended to a truly representative cross 
ection of the many thousands of businesses that will be directly affected by 
this measure; because the proposal under consideration here clearly contem- 
jlates the complete reversal of the basic economic and political concepts upon 
which this Nation was founded, and through which it has become the foremost 
industrial power in the world. 











_Isay to you, Mr. Blough, in all sincerity there is not a single line 
in this bill that justifies your statement that this bill— 


contemplates a reversal of the basic economic and political concepts upon which 
this Nation was founded. 







Mr. Buouau. I can state it very simply, Senator O’Mahoney, if 
you would like to have me do so. 


Senator O’Manoney. Permit me just a moment to pursue it a 
litle further ? 


Mr. Broven. Allright. 
Senator O’Manonry. When the Constitution of the United States 
vas drafted, the commercial classes in the 13 Original States con- 
lucted and financed a campaign for its ratification. They did that 
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because they believed that it was essential to establish a Federal 
Government of limited power. I believe in the Constitution, and J 
believe in a government of limited powers. But one of the first pro- 
visions in the Constitution is Article I dealing with the legislative 
power of Congress. Among the powers granted to Congress by the 
Founding Fathers was the simple power to regulate commerce among 
the States, with foreign nations and with the Indian tribes. 

It was the power to regulate commerce that the Founding Fathers 
gave to the United States Congress, and they did that because they 
believed that in the public interest it was necessary for Government 
representing all the people to regulate commerce. 

The paper which you presented this morning is an argument for 
industry to regulate itself. It is an argument for Government to 
keep its hands off. And to support that argument you have mis- 
interpreted the bill in almost every page of your statement. 

For example, you have, without justification I think, characterized 
this bill as an antiprofit bill. It is not an antiprofit bill. I believe 
in profits. And what I am trying to do is to preserve the profit 
motive and the profit concept for all of the people and all of the 
corporations in the United States, and to prevent them from being 
destroyed by the great power of concentrated industrial and commer- 
cial wealth. 

Now let’s see what else you have said : 

The purpose of this measure is to control industrial prices—not in wartime 
but in peacetime. 

Who is there that would say that these are times of peace? These 
are times of international tension. ‘They are not times of peace. I 
have here the President’s budget in brief. If you think these are 
times of peace, let me ask you to look at page 16 of this budget in 
brief. I will hand it to you after the reading is closed. On page 16 
there is a table showing the estimated receipts and expenditures for 
1960. 

The estimated expenditures are put down by the President as $77 
billion. Of that $77 billion, $45,800 million are estimated to be 
expended for major national security. That is war expenditure, Mr. 
Blough, that is not peace expenditure. Eight million one hundred 
thousand dollars is put down for interest upon the national debt. 
This huge national debt at the highest. peak in all history has been 
the result of war and preparation for war, and it is growing higher 
every single day. 

In addition to that, there is an expenditure of $5,100 million for 
veterans’ benefits. That is part of the cost of war. If we add $45,800 
million for national security to $5,800 million for veterans, we have 
50,900 million and if we add to that $8,100 million for interest upon 
the national debt, then we have $65 billion—$65 billion out of $77 
billion to be expended in the year 1960 which is the cost of past wars 
and preparation to prevent another war. 

The bill which I have introduced here, sir, is an invitation to you, 
and other industrial leaders, to cooperate with the United States 
Government, to cooperate with the Congress, to bring about a situa- 
tion which will not plunge this Nation into greater debt. 

The Secretary of the Treasury last year appeared before the Con- 
gress and twice asked for an increase of the ceiling upon the national 
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debt. We understand that another request of that kind will come. 
J ask you now what about the debt of the United States Steel Corp. 
What is it? 

Mr. Birovuen. Are you asking at the present time? 

Senator O’Manonry. Yes, sir, I am asking you now. 

Mr. Buoven. Well, we borrowed $300 million in 1954 and then 
we borrowed $300 million again in 1958 and our debt is now in the 
area of I would say close to $550 million. It isn’t anything as large 
as the National Government’s debt I am glad to say. 

Senator O’Manoney. I didn’t hear that last statement. 

Mr. Brouen. I say it is not fortunately as large as the national 
debt, but it is a sizable amount for us. 

Senator O’Manoney. It isn’t as large as the national debt, no. Of 
course it isn’t. But how does your debt compare with the assets 
of the United States Steel Corp? Can you pay this debt? 

Mr. Bioven. Can we pay it? We are trying hard to pay it. We 
pay a little every quarter. 

Senator O’Manonery. Every quarter you pay a little. Now let 
me say to you that the U.S. Government is not in that position. 
The United States does not pay a little every quarter, nor does it 
pay a little every year. And I want to ask you How do you hope 
that the big industrial corporations, of which yours is one, can hope 
to endure if the National Government of this country is permitted 
to build a debt so high that it cannot pay in this generation or for 
many generations tocome. 

Mr. Bioven. At an appropriate time I would like to comment on 
your comments. 

Senator O’Manoney. I will be very happy to have you do it. I 
want to point out to you your statement on page 14, the very first 
paragraph : 






























Most people believe, I suppose, that a corporate profit is cash that is left 
over in the till after all the necessary payments of a business have been made. 
But that, of course, is not true. 

The United States does not have any cash left over in the til! after 
the necessary expenditures are paid. You know that, don’t you? 

Mr. Bioven. I think that is one of our troubles. 

Senator O’Manonery. Of course, it is one of our troubles. Won’t 
you help us to correct it? 

Mr. Biovuen. I am trying to. 

Senator O’Manoney. I point out to you that the budget for the 
Department of Defense alone—I will read you the accurate figures 
from the President’s budget—the expenditures for 1960 as estimated 
by the President for the Department of Defense alone for its military 
functions are $40,945 million. Of that, $10,385 million go for opera- 
tion and maintenance, $13,958 million go for procurement. 

These are expenditures which have been increasing because prices 
have been increasing, and, in many instances, because the prices 
which have been increasing are the prices of industrial products, 
And what this bill proposes is not that the Federal Trade Commis- 
sion nor any Government agency shall have the right to reach any 
conclusion to cut down the profits of any corporation. 

In your statement, you assume that this bill gives to the Federal 
Trade Commission the power to come to a conclusion, and to cut 
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down profits. This bill gives the Federal Trade Commission no power 
whatsoever to deal with those matters. This bill provides only for 
a public hearing. You are willing to come here before a committee 
and testify in justification of your program and your policies, and 
= are a very competent witness. You will see if you have read the 

ill that all it provides is that the Federal Trade Commission shall 
hold a hearing. No single word or line or paragraph or section in 
this bill gives the Federal Trade Commission any power to penalize 
a company. If you can — by your hearing that to maintain a 
profit in the operations of the United States Steel Corp. an increase 
in price is necessary, nothing in this bill gives any Government agency 
the power to say, “No, you can’t raise your price.” 

Don’t you realize that is true? 

Mr. Bioueu. May I explain my position ? 

Senator O’Manoney. Certainly. 

Mr. Biovueu. I would like to go back to paragraph 1 which you 
referred to. You said in paragraph 1 we miscontrued your bill be- 
cause we say it clearly contemplates the complete reversal of the 
basic economic and political concepts upon which this Nation was 
founded. 

I think it does. I think it does because you are substituting Gov- 
ernment determination in 

Senator O’Manoney. I am not substituting Government determina- 
tion. There is not a line that gives the Government any power to 
determine anything except to hold a hearing. 

Mr. Buioveu. I will say you are substituting something, then, for 
the operation of the free marketplace in the determination of prices. 

Senator O’Manonry. When the framers of the Constitution gave 
to Congress the right to regulate commerce, they gave to Congress the 
right to look into the free marketplace if it wanted to. But this bill 
doesn’t. 

Mr. Biouen. I think it leads in that direction, as I say. 

Senator O’Manoney. Oh, it leads in that direction. Well, how 
does it lead in that direction? Now, we have an admission that it 
does not interfere with the free market. 

Mr. Broven. Senator O’Mahoney, I think it does interfere with 
the free market establishment of prices. 

Senator O’Manoney. Tell me how. 

Mr. Buover. If you think otherwise—well, I have tried to tell you 
in 15 or 16 pages of statement why I think it does. 

Senator O’Manoney. 15 or 16 pages of misstatement, may I say, 
with respect to this bill. 

Mr. Brover. I guess that depends on your construction of this 
whole situation. 

Senator O’Manoney. No, no, Mr. Blough, it depends upon a reat: 
ing of the measure. 

Mr. Bioven. It depends upon the 

Senator O’Manoney. I will amend this measure. I invite the 
attention of you and your lawyers to suggest any amendment that 
you please, because what I want to do is to take a first step to stop 
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inflation. I have heard no suggestion from you, your associates, or 
from any portion of business or industry on how to control or to stop 
inflation. 

Mr. Buoucu. I tried to cover that in my statement. But may I 
have two or three sentences of connected reply, Senator O’Mahoney ? 

Senator O’Manoney. Certainly. 

Mr. Broveu. In the first place, I think this does substitute some- 
thing for the market determination of prices. Now, you may not 
think so. If you do not think so, your experience before Government 
agencies has not been the same as mine. I have been through the 
mill. I understand it. I know what will happen. I know how 
industry can operate under this arrangement, and, believe me, I think 
you are unaware what this will do to the market determination of 
prices or the bill is a complete misconception. 

Now, with respect to Government regulating commerce, private 
companies do not regulate commerce. The Government does regu- 
late commerce. And I am quite in favor of the Government regu- 
lating commerce. And never, at any time, would I attempt in any 
way, shape or form to have private industry do other than have the 
Government regulate commerce. Lut I do reserve, I hope, the oppor- 
tunity, and I suppose that no one would fail to accord us the oppor- 
tunity, of coming down here and trying to have you and others 
understand what it is you do when you adopt measures of this kind. 
That is what my statement was intended to do, to have you 
understand the implications of your bill. 

We look at it a little differently than you because we are on the 
receiving end. Now, with respect to Government expenditures, we 
are just as anxious about Government expenditures. I don’t know 
whether you know it or not, but in the United States Steel in 1948 
out of every hundred dollars that we took in in sales, we expended 
for all taxes, State, local, and Federal taxes, $6.40. That is in 1948. 

In 1957, which was a good year in the steel industry, that $6.40 
per hundred dollars of sales—I am not talking about anything but 
what happens to the dollar that we get from the customer—in 1957 
that $6.40 had gone up to $11.90. Now, that is something which 
greatly concerns us, too. We are interested in Government expendi- 
ture. I realize that the Defense Department had a budget in 1954 
of $40,336 million; and in 1959 of $40,800 million. I realize that. 
But I realize when I look at the expenditures in the other phases of 
Government that other things have gone up much more proportion- 
ately now than the Department of Defense since 1954, and a very casual 
look at the budget, which you know a great deal more about than I 
do, will show that. 

Now, I am going to ask one of my associates to give you a chart, two 
charts. I think that it would be of some interest to you just to look 
at these charts. 

Senator Kerauver. Let them be made a part of the record, and you 
refer to them in any way you wish. 

(The charts are as follows :) 
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Senator O’Maunonery. Just before you present those charts to meftal leg 
Mr. Blough, with your permission I want to refer to a statement thathaybe o1 
you made in this paper this morning and to compare it with yourkjk som 
protestation of a few minutes ago that you believe in the regulation offitle bet 
commerce by the Congress. Senat 

Mr. Biouen. Senator O’Mahoney, don’t misunderstand me. I am} Senat 
saying I believe in the right of the Federal Government to regulate}ote, of 
commerce. I do not believe in your form of regulation of commerce,fhis aft 
I want to be very clear about that. Your personal ideas about}easuré 
that Senat 

Senator O’Manoney. You don’t know what my personal ideasfave so 
about the regulation of commerce are, I judge, from what you have fiuch ti 








said in this statement. ; ; __ | You. 
Mr. Buovuen. If this bill is an evidence of it, why, then, I think} Mr. I 
T understand something of it. Sena 


Senator O’Manoney. No, I don’t think you have read the bill. You} (Wh 
certainly have not read it free from the prejudice that you have pt2:15 
acquired through other experience. But, now, let me refer to your 
language on page 9. First, let me go to the top of the page. You 
are speaking of the questions you are raising : 











These are not idle questions, Mr. Chairman. They lead straight to the heart At 
of the matter. And the heart of the matter is this: That in peacetime no presen’ 
political agency—no matter how well staffed and well intentioned it may be— | Sen? 
should, or can, I believe, control industrial prices of American companies when Whe 
it bears no responsibility for the welfare or survival of those companies. some 

There are two grievous errors in that sentence. The first is that [Bloug 
these are times of peace. The second is that this bill gives any agency }if you 
of Government the power to control industrial prices of American 
companies. I avoided that in drafting the bill, and I will accept any [STAT] 
amendment that you care to suggest to make it even more clear that | UN] 
there is no such power. 









TYS 

But, now, I turn to one of you final paragraphs. You say: NA 
So let me repeat that authority and responsibility must go together. The 

Government is responsible to the electorate for the political affairs of the state. | Mr 

Industrial management, on the other hand, is responsible to its owners, its Ib 


fellow employees, and customers for the production of goods and for the main- 
tenance of a strong and healthy competitive American industry. 


Now, there I say in your words is a complete misconception of what 





chart 
1947- 


the powers of the Federal Government are. They are not at all con- Pe 
fined to political affairs of state. They include the economic affairs (1 
of the Nation, so that all of the people may be protected and the | yy, 
regulation of commerce is primarily designed to prevent the concen- | 7, 
tration of economic power from attaining the responsibilities which |p, 
you here contend is the responsibility of industrial power. that 

Senator Kerauver. Mr. Blough, if you wish to comment briefly on |..4 
this observation, you may do so. But there is a rollcall vote on an due 
amendment which we are going to have to go to in just a very short aie 
time. May I ask the Senators and Mr. Blough and his associates as 
ro is their desire on continuing? Shall we continue now, or recess a 
until 2? 

Mr. Brioueu. If it would be pleasing to you gentlemen, I would a 
like to conclude my remarks as soon as possible, because I realize that |" y 


you are very heavily engaged on the Senate floor and that this is very 
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ts to meftal legislation. I can conclude my remarks in 2 minutes, and then 
ment thathaybe on another occasion I will visit Senator O’Mahoney and we can 
vith yourhik some further about this bill and maybe I can understand him a 
lation offitle better. 

Senator Keravver. I think that perhaps we had better come back. 
Senator O’Manoney. I think that the members will have to go to 













ne. I am 






 regulatefote, of course. I would be delighted if Mr. Blough could come back 
ommerce,fhis afternoon for a little more friendly conversation about this 





as aboutheasure. 
Senator Krrauver. I know that Senator Carroll and Senator Hart 
ial ideashave some questions they wish to ask, I am sorry that I consumed so 
you havefuch time in my questions. Suppose we stand in recess. 

You can be here this afternoon, can’t you, Mr. Blough? 
, I think] Mr. Broven. I will be here, sir. 

Senator Kerauver. We will be in recess until 2:15 p.m. 
ll. You} (Whereupon, at 12:20 p.m., the hearing was recessed, to reconvene 
you have ft 2:15 p.m., the same day.) 
to your 
re. You AFTERNOON SESSION 































a At the reconvening of the session, the following members were 

cetime no present : Senators Kefauver, O'Mahoney, Carroll, and Hart. 

may be- | Senator Kerauver. The committee will come to order. 

nies when When we recessed about noontime, Senator O’Mahoney had made 

see some observations and asked a question, and I had called upon Mr. 

t is that |Blough to respond, if he wished to. So, at this time, you may respond, 

y agency jifyou wish, Mr. Blough. 

merican 

cept any STATEMENT OF ROGER M. BLOUGH, CHAIRMAN OF THE BOARD, 

ear that | UNITED STATES STEEL CORP.; ACCOMPANIED BY ROBERT C. 

TYSON, CHAIRMAN, FINANCE COMMITTEE; AND JOHN S. TEN- 

7 . NANT, GENERAL COUNSEL—Resumed 

ier. The 

peg Mr. Bioueu. I would like very much to. 

‘he main. |. 1 believe that each member of the committee now has before him a 
chart entitled “The Nation’s Wages Versus Corporate Profits 1940 and 

1947-58.” 

Senator Kerauver. The charts you presented have been made a part 
of the record. 

(The charts referred to may be found on p. 5372.) 

Mr. Buovex. Thank you, sir. 

I would like to just mention one or two things about these charts. 
The first one, to which I have referred, shows just what is shown, 
that the compensation of employees has moved consistently higher 
and higher through the years since 1940, 1947, and 1958. You will 
observe the line of profits percent of compensation, and that has 
moved rather consistently lower. It started out at about 14 percent, 
and in 1958 it was about 7 percent. If you will now turn to the second 
chart, “Net National Product Components,” you will notice again the 
compensation of employees, the taxes on business, proprietors’ income, 
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national product components, the net national product. In 1947, i] Senat 
was 8 percent. In 1958, it was 4.4 percent. wages 2 
I believe, Senator O’Mahoney, if you will look at that chart, if youjslary 2 





will look at the second chart that I have just mentioned, you will see Mr. I 
what has happened to compensation of employees, what has hap. Senat 
ned to the taxes on business, to proprietors’ income and miscel- 
aneous, and you will also see again what has happened to corporate 
= I think this is a rather | interesting and, certainly as far as] 
now, an irrefutable evidence that corporate profits are not causin 
inflation. Corporate profits are lower as a proportion of the total 
than they were before. If, Senator O’Mahoney—and I say this very 
respectfully—if you are interested in trying to do something about 
inflati ion, and if you will keep this chart in mind, I think you can find 
the areas on it that should have some attention. 

Senator Kreravuver. Anything else now, Mr. Blough? 

All right, Senator O’Mahoney. 

Senator O’Manoney. Mr. Blough, if you desire a comment from 
me on that point, I will say to you that my concern is not about profits, 
This bill is not a bill to reduce profits. This bill is a bill to check in- 
flation. In this morning’s New York Times on page 44 I read a story 
with this headline: 
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Four percent rise predicted in building costs. An increase of 4 percent in 
construction costs for the country as a whole by April 1960 was predicted yester- 







day by Myron L. Matthews, manager-editor of the Dow Building Cost Calcula- Mr. ‘] 
tor, a service of the F. W. Dodd Corp. The costs advanced only 1 percent in the porate € 
last 6 months, but this was attributed to cold weather, and the off-season char- Sena 
acter of the building market: ‘The house that cost $7,500 before World War II Mr.'1 





but is now $19,200 will probably carry a price tag about $768 higher April 1960.” 


Now that is the rising trend of the cost of living and the cost of 
doing business to which “I would like to find a way 'to apply a brake. 
And for that purpose I would invite the cooperation of able men like 
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yourself who sit in position of industrial management where perhaps a 
you have some suggestion to make. Mr 
Mr. Bioucn. Senator O’Mahoney, we are trying to help you arrive ale 





at an understanding of what that is that causes this inflation, and that 
is the purpose of presenting this chart to you. 

You can see what components have risen on that chart, and the 
component that has not risen of course is corporate profits. 

It has gone down in relation to the others. 

Now we can fail to understand this chart. We can, if we want to, 
avoid looking at it. But there it is. It is a fact regardless of dis- 
regarding it, it is a fact of life in 1959 that anyone who wants to 
think in terms of inflation has got to understand and to deal with it. 

(Discussion off the record.) 

Senator Kerauver. We will stand in recess. 

(Short recess. ) 

Senator Krravver. Mr. Blough, it has been suggested that perhaps 
it would not interfere with the frie ndly discussion between you and 
Senator O’Mahoney if I asked a question or two to clarify these charts. 

On the first chart, entitled “The Nation’s Wages versus Corporate 
Profits”, the designation “profits percent of compensation” means per- 
cent of salaries and wages, isn’t that right? 
Mr. Buiouen. It is the relationship, sir. 
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Senator Keravver. In other words, you considered salaries and 
wages and this percentage is based upon the relationship of profits to 
salary and wages. 

Mr. Biouan. That is correct. 

Senator Keravver. It is not based upon per ton or net worth or 
auny of the usual measures that you are talking about. 

Mir. Tyson. No, this is the overall national product of the economy. 

Senator Kerauver. And this includes so-called administered price 
inconcentrated industries and market prices in industries. 

Mr. Tyson. It is of the entire economy, yes, sir. 

Senator Kreravver. This would not reflect United States Steel’s 
ituation especially # 

Mr. Tyson. United States Steel would be included in it as a part 
of the economy. 

Senator Kerauver. I mean as a part of the overall economy. 

Mr. Tyson. That is correct. 

Senator Keravuver. All right. 

Now the second chart entitled “Net National Product Components” 
isagain for the overall economy and not for the steel industry, is that 
correct ¢ 

Mr. Tyson. That is correct. 

Senator Kerauver. And compensation of employees refers to sal- 
aries of officials as well as wages of office workers? 

Mr. Tyson. It is the compensation of all employees engaged in cor- 
porate enterprise. 

Senator Knrauver. That is the officers as well as the—— 

Mr. Tyson. It includes all of those. 

Senator Kerauver. Everything that is paid out in wages and 
ularies ? 

Mr. Tyson. That is correct. 

Senator Kerrauver. Does it include dividends received by officers 
ind employees? 

Mr. Tyson. No. It is only wages and salaries. 

Senator Kerauver. How about bonuses? 

Mr. Tyson. Well, if bonuses are a part of remuneration, it is a part 
ofthis figure. 

Mr. BLovent. Dividends would have to come out of the bottom sector 
there, the corporate profits. 

Senator Krravver. But it does include bonuses, pensions and sala- 
nes of corporate oflicers ? 

Mr. Tyson. It would not include pensions, no. It would include 
lke compensation of employees which, if bonuses are a part of that 
‘compensation, would include bonuses also. 

Senator Krravuver. Will you look into the matter and see whether 
it includes bonuses, so we can have that for the record. To look at 
‘mpensation as listed here, you might think it refers only to produc- 
in workers. I thought it important to point out that this includes 
werybody who receives a wage or salary. 

(At this point in the proceedings, Senator Hart left the hearing 


Mr. Bove. And in that connection, Senator, I would like to point 
iit that the total compensation of the 60-odd officers of the United 
States Steel Corp. is less than one-third of 1 percent of our total com- 
pensation paid to all employees in United States Steel. 
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Senator Keravver. All right, sir. But the point I wanted to mak 
is to be sure what this represented and that it does not present th 
picture in steel alone or only of United States Steel. 

Mr. Bioucn. That’s right. 

Senator Krerauver. It is overall Lusiness, manufacturing, whok. 
sale, retail, services, all of them toge‘her, is that correct? 

Mr. Bioven. We thought it would be useful to you. 

Senator Kerauver. Yes, sir, it is. 

Mr. Biouacu. Because it portrays what is happening in the econony, 
It also we thought would throw some light on a problem that is 
Senator O’Mahoney’s mind as it is on the minds of the rest of us. 

Senator Krerauver. Yes. This is an interesting piece of inform. 
tion and we are glad to have it. Now, Senator O’Mahoney, I had only 
asked about the meaning of these two charts which Mr. Blough intr. 
duced. I will turn the questioning back to you. 

Senator O’Manoney. I was about to say to Mr. Blough that I regari 
these charts as merely a diversion of the interrogation. 

The bill before us has nothing at all to do with corporate profits 
and in my judgment will not in any way affect corporate profits. 

What the bill will do will be, in my judgment, to place a brake upm 
inflation. Throughout your paper you have followed the device of 
seeking to change the subject. 

Let us take, for example, the second paragraph on page 16: 

So if the philosophy here being advocated is successfully pursued to its ulti 


mate conclusion the only possible result must be the gradual destruction of the 
greatest industrial machinery the world has thus far known. 


And then you say two paragraphs later: 


Today, industrial production in the Soviet Union is increasing at a rate that 
already stands as a direct, although by no means insuperable, challenge ti 
America’s leadership. And this increased Soviet production is being achieved, 
not by the increased use of slave labor methods under the ever-enlarging powers 
of a police state, but, rather, by the use of many of the incentives that the 
capitalistic system has developed. 


Then, you come to this amazing statement, quoting : 


So while Russia is turning more and more toward capitalism for the answers 
to its production problems, America, for some strange and incomprehensible 
reason, is being urged to turn more and more toward authoritorianism and 
the abolition of incentives. 

I say to you there is not a line, not a word, not a sentence, not 4 
section in the bill before you which justifies that statement. Your 
statement is built upon your mistaken conclusion that the bill gives 
an agency of the Government the power to prohibit the price increas. 
It does not. Bearthatin mind. It doesnot. I challenge you in this 
public meeting to look at the bill and point out a single section whit 
gives the Government agency this power. 

Mr. Bioven. Senator O’Mahoney, if you are saying that the bil 
does not in its present form provide completely for control of price 
and, therefore, profits, that 1s certainly the twa intent that yol 
seem to have. But I point out, sir other things—— 

Senator O’Manoney. I beg your pardon. You can’t say that my 
obvious intent is to bring about price control when I draw up a bill— 

Mr. BLroveu. You misunderstood me. 

Senator O’Manoney. I hope so. 


Mi 
an O 
That 
the b 
effect 
state 
let m 

Se 
to po 
state 
Mr. | 

Mi 
made 
your 
regu. 

we 

t be 

An 
not 01 
their 

Nc 
ing t 
you 
what 

Se 
and 
vent 
the ¢ 
econ: 
poin 
whet 
navi; 
attac 
Hud 


om 
us 
Sup! 
the ¢ 
I 
busi 
been 
cessi 


infla 
some 
mun 
dest) 
priv 
Ido 
you 

acro 
infla 





economy. 
hat is on 
»f us. 

informs. 
had only 
ih intro. 


t I regard 


te. profits 
fits. 
‘ake upo 
device of 
s 


to its ulti 
tion of the 


a rate that 
nallenge to 
g achieved, 
‘ing powers 
es that the 


he answers 
prehensible 
ianism and 


nee, not 4 
nt. Your 
bill gives 
e Increase, 
rou in this 
ion which 


ut. the bil 
| of prices 
, that yol 


y that my 
a bill— 


ADMINISTERED PRICES 5379 


Mr. Buovuau. I said that if the bill at the moment does not create 
an OPA with complete price control, I would agree with you on that. 
That is what I am saying. But I am also saying that the purpose of 
the bill, the intent of the bill as we read it, our understanding of the 
effect of the bill is such that everything that we have said in our 
statement seems to us to be perfectly clear and perfectly true. Now, 
let me just continue for a minute. 

Senator O’Manoney. You have to prove that here. I challenge you 
to point to a single sentence in this bill which justifies that most recent 
statement of yours. Let’s be fair and honest between one another now, 
Mr. Blough. 

Mr. Bioueu. Well, let’s refer to the opening statement that you 
made in introducing this anti-inflation bill. On January 12, 1959, 
your concluding statement is this: You are referring to the power to 
regulate commerce, which I freely concede. You were saying that this 

wer does not belong to the President, it dees not belong to the courts. 
Sheena to Congress. 

And if the Members of Congress choose not to exercise this power, they will 
not only be abandoning the people to the profiteers but they will be abandoning 
their constitutional duty to protect a democratic economy in a democratic system. 

Now, just what did you mean, Senator O’Mahoney, about abandon- 
ing the people to the profiteers, in the light of this chart which shows 
you what has happened with respect to corporate profits? That is 
what we don’t understand. 

Senator O’Manoney. Mr. Blough, the Congress of the United States 
and the Parliament of Great Britain had a constant struggle to pre- 
vent business organizations from preying upon the people by following 
the theory of charging the prices that the traffic will bear. Every 
economist who has ever studied the past will agree with that. I can 
point to you the fact that the very First Congress in this Government, 
when George Washington was President, passed a bill to regulate 
navigation. George Washington signed that bill. It was immediately 
attacked by a business outfit that was conducting a ferry across the 
Hudson River, and that attack was carried all the way to the Su- 

reme Court, upon the ground that Congress was interfering with 

usiness. But, just like George Washington, who signed the bill, the 
Supreme Court in words of John Marshall, who was no leftist, upheld 
the constitutionality of the act. 

I say to you in all sincerity, Mr. Blough, that I am no enemy of 

business. I am no enemy of profits. But I do know that there has 
been profiteering, and I am sure you know it. I do know that ex- 
cessive prices are frequently charged. 
_ Of course, there are many factors that go into the development of 
inflation. But we are in this period of inflation. If we don’t do 
something to stop it, by failing to stop it we will be helping the Com- 
munist economic war against this country. The Communists want to 
destroy the capitalistic system. They want to destroy the system of 
private profit. ‘They know that inflation has wrecked many countries. 
I don’t want to see it wreck this country. I would be delighted to see 
you as the head of the United States Steel Corp. stretch your hand 
across this table to me now and say, “We will work together to stop 
inflation and preserve free enterprise.” 
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The argument you make here is the argument that has been made in 
times past by so many leaders of business who, when they speak of 
free enterprise, do not mean competition, do not mean a free economy, 
They mean that they want to run their business without any regulation 
by Government. That is what the plea of free enterprise frequently 
is on the lips of leaders of business. 

Until you, as a witness here, prove your charges by citing something 
in this bill, you will stand in the position of one who is attacking by 
speaking of generalities and not in specifics. The purpose of a public 
hearing is to amend the bill, if necessary, and I am willing to amend 
this bill to stop inflation. 

Mr. Broucn. Senator O’Mahoney, I again repeat that your objec- 
tive in doing something about inflation is certainly seasihing which 
everyone on our side of the table thinks is a fine objective, and on that 
I will freely extend my hand across the table many times to you. But 
I just want you to bear in mind that when you present a bill of this 
kind, which does have to do with profits, which does have to do with 
prices, I can only rely upon my experience. Now for many, many 
years I have trod the Halls of Congress in one place or another under 
OPA, in World War IT and in the Korean times, and I have seen what 
Government agencies do in connection with price controls. 

Now you say immediately this is not control. This is just a first 
step I believe is what it has been called by you or someone else. 

Senator O’Manonry. Yes, I say it is the first step to put a brake 
on inflation. Have you any suggestion for a step to do that? You 
say here that inflation ought to be stopped. 

Mr. Buovucn. Senator O’Mahoney, we were trying to be helpful to 
you in understanding inflation. Our concept 1s that we think we 
know where inflation comes from. We think we understand it. Now 
this chart that we have been talking about, which shows the reduction 
of corporate profits and not the enhancement of corporate profits, 
certainly does not bear out any supposition such as is behind the 
thought that you have when you*have suggested this bill. I would 
like just to say one other thing about this whole business. We spend 
our lives trying to produce things. We produce them and we sell 
them. We understand I think what happens when you have to pro- 
duce things. We know what motivates people. We think you have 
to have a cohesive group of people working toward an end in order 
to get production. 

We understand what does produce the goods and services which 
are needed in this country. Now the thing that we are saying to you 
is that you don’t produce those goods and services in Washington by 
tying the hands of the enterprise system, by tying the hands of the 
groups of people who are in these corporations. And that is what 
this bill will do. 

Senator O’Manonry. I challenge that. It doesn’t tie your hands 
at all, because it doesn’t give to any Government agent, any Govern- 
ment official, the power to say you shall not increase the price. 

Mr. Buioven. iene, suppose 

Senator O’Manonry. Now does it? 

Mr. Biovcnu. Suppose I give you the last word. We have given 
you our interpretation of the effect of it. I stand on that interpre- 
tation. It is my experience. It is my understanding of what will 
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happen under this bill. I think that if you will see this bill ever 
passed, and if you will see it ever in effect, that you will see one of the 


greatest disservices that has ever been perpetrated on industry in 


this country and therefore on the country itself. That is my personal 
opinion of this bill, Senator. 

Senator O’Manoney. Well then, Mr. Blough, let me ask you one or 
two additional questions. What is the capital stock of United States 
Steel Corp? 

Mr. Buioven. This is not a bill directed to United States Steel. I 
tried to make that clear in my statement. This applies to industry 
Whatever is wrong with United States Steel, if there is anything 
wrong, is wrong with United States Steel. This is a bill that affects 
half of industry. 

Senator O’Manonry. No, it does not, and it will not. I invite you 
again to suggest any amendment that you care todo. You have stated 
in your argument here that some 155,000 corporations would be 
affected. If there is any line in the bill that would bring so many 
corporations wifhin the purview of the measure, we will amend the 
bill to change that. 

Mr. Broucu. Let me just explain one thing to you. 

I don’t believe you understand the effect of this. In the steel indus- 
try, Senator O’Mahoney, we counted them and I have the names here 
if you would like to hear them. There are 79 so-called dominant 
companies that fall within your definition of $10 million of assets, of 
net worth. In other words, in the steel industry alone, 79 companies 
whom you call dominant companies in the steel industry. 

Now in addition to that we have many other companies. There 
must be a couple hundred other companies that would come under 
this bill. 

Senator O’Manonry. You made a mistake there, Mr. Blough. I 
did not call any companies dominant. I used the Census of Manu- 
factures, which shows the concentration of economic power in corpo- 
rations throughout the industrial complex. 

I have no intention of calling many small businesses before the 
public bar to discuss their price increases. Of course, I know if indus- 
try leaders want to prevent the enactment of a Jaw intended to put 
a brake on inflation, their first tactic is to paint the bill as a terrible 
thing. 

If $10 million capital is too small, I will raise it to $50 million if 
you like. 

Mr. Broven. All right, now 

Senator O’Manoney. Or $100 million. 

_ Mr. Buoven. All right, now let’s take the steel industry and raise 
it to $100 million. And then suppose you have only 20 companies 
with $100 million. Do you understand the functioning of the com- 
petitive system to be sure that you can restrain the prices of 20 com- 
panies in the steel industry and still have the balance of the companies 
raise their prices? If you do, you are under a complete misapprehen- 
sion. It is that kind of thinking that is behind the bill, and therefore 
Isay it is not understandable to us. 

Senator O’Manonry. You must understand that under this bill the 
only provision is that these companies, which are the concentrated 
dominant factors in the various industries covered by the bill, are 
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required only to give notice 30 days before they raise the price and 
appear at a public hearing. That is all. 

Are you afraid to trust public opinion, Mr. Blough, head of the 
United States Steel Corp. ? 

Mr. Bioueu. No, Senator. 

Senator O’Manonry. Do you want to be excluded from the power 
of Congress to regulate commerce ¢ 

Mr. Buioueu. I think I have made myself clear on that point. 

Senator O’Manoney. You desire not to proceed further? 

Mr. Buioueu. I only desire, Senator O’Mahoney, not to I hope 
overtax your strength, and I also desire to say that we came here at 
the invitation of this committee to give you our best appraisal of what 
this bill will do. We have tried to give it to you, and it is quite all 
right with me if you disagree with our appraisal, and I hope it is quite 
all right with you if we disagree with your appraisal. 

Senator O’Maunonry. Let me say this then, Mr. Chairman. I have 
brought here this morning’s New York Times. It contains some very 
interesting information, the effect of which should be known by every- 
body who reads the record of this day’s testimony. 

Here on page 40 I find the tables of prices of the bonds, notes, 
bills of the Government of the United States and of various other Fed- 
eral agencies, including the Federal Home Loan Bank, the Federal 
Intermediate Credit Bank, the Bank of Cooperatives, the Federal 
land banks, the Federal National Mortgage Association, the Inter- 
national Bank bonds. This will show that for Treasury bills which 
have been issued to be due and payable on April 30 this year up to 
January 15, 1960, there is a complete list showing that these bills have 
been sold below face value, so that their yield is as high as 3.62 percent. 
The Treasury of the United States is finding it constantly more dif- 
ficult to raise money by borrowing in the public markets. Treasury 
notes likewise are yielding from 3.17 to 4 percent, because they are 
selling below par. Federal bonds in this market have been falling. 
Federal bonds, the 3 percent payable in 1995, are bid at 84.1 and so 
it goes, 

It does not seem to be comprehensible by many of the leaders in 
industry in the United States that the financial position of this Gov- 
ernment is very, very serious. The Communist leaders would like to 
make it more serious. They are confident that they can drive our 
system into bankruptcy. The appeal that I am making is that the 
leaders of American industry, instead of expressing this continuous 
fear of the constitutional powers of the Government of the United 
States, should now, in the greatest crisis that our country has faced 
against totalitarianism, join in stopping inflation. 

I don’t pretend that I have the only possible bill. I don’t pretend 
that I have the final answer. But I want somebody on the side of 
industry to present some sort of a proposal. Nobody has put one up 
yet. We all talk about inflation, but who is the leader of industry 
who tells us what to do? We are following national policies which 
leaders in business and leaders in Government support. Take, for 
example, foreign aid. I have my own doubts about many types of 
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foreign aid. But I know that business is organized to support foreign 
aid. And under foreign aid, the International Cooperation Admin- 
istration of the United States has accumulated, as of December 31, 
1957, $214 billion in foreign currency which cannot be used to pay 
the interest upon the national debt. We appropriate the money from 
the Treasury of the United States, and we expend it abroad, some- 
times through American corporations, and are paid only in foreign 
currencies. We take the foreign currency of Chiang Kai-shek on 
Taiwan. We give him American dollars out of the Treasury to build 
the Cheman Dam, a multipurpose dam. And the contract made by 
the Development Loan Administration is a contract to be repaid 
at 314 per cent interest in Chinese money. “Spend it if you can.” 
That is where inflation is coming from, too, I say to you, Mr. Blough. 
I make no attack upon business as the principal cause of inflation. But 
I know that this inflation expresses itself in the prices that are 
charged. And unless we find cooperation on the part of great leaders 
like yourself to do something about inflation, we will be drifting into 
the very disastrous position that Nikita Khrushchev would like to 
see us drop into. 

You charge this bill as being a step toward communism. That, 
I say, is an utterly baseless and unworthy charge coming from you. 
I would like your cooperation in fighting 

Mr. Biroven. You misunderstand. 

Senator O’Manoney (continuing). In fighting a situation which 
you admit to exist. 

Mr. Bioucn. You misunderstand what I said. I didn’t say that, 
Senator O’Mahoney. 

Senator O’Manonry. Mr. Chairman, I have finished. 

Senator Keravuver. I will turn to Senator Carroll in just 1 minute. 

A few minutes ago, Senator O’Mahoney suggested that the bill 
might be amended to $100 million or $50 million, or a different cutoff 
basis. I had asked the staff to prepare a memorandum showing the 
number of industries that would be affected according to the concen- 
tration table of the Census of Manufactures at different cutoff points. 
Dr. Blair and the members of the committee staff have prepared such 
a memorandum, which will be made a part of the record. It is based on 
a special tabulation by the Census Bureau. 

Essentially, if the cutoff point were the value of shipments of $100 
million per company, the number of industries included would be 73 
and the number of eompanies on the basis of the tabulation would be 
218. If the cutoff point were lowered to $50 million the number of 
industries included would be 104 and the number of companies would 
be 389, and so on. IJ think that would be of interest. 

(The document referred to may be found on p. 5748.) 

Senator Krravuver. Senator O’Mahoney, you asked that certain 
excerpts of the New York Times of April 20 be made a part of the 
record ? 

Senator O’Manoney. I did. 

Senator Krrauver. They will be made a part of the record. 
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(The material referred to follows:) 


{New York Times, Apr. 20, 1959] 
1-YEAR MATuRITIES ARE $77,191,288,203 


Direct obligations of the U.S. Government in the hands of the public that will 
mature within 12 months amount to $77,191,288,203. They consist of Treasury 
securities as follows: 


WUT. VG ION, Wino a ee euee $1, 400, 834, 000 
Per) ee ONG VRE ashes ee niece a cedauds 1, 399, 273, 000 
May 1—Ser. E savings bonds* 2, 235, 543, 051 
May 1—Ser. F savings bonds’ 172, 275, 204 
May 1—Ser. G savings bonds’ 989, 735, 800 
RN (mck ROSIN NE NS EO i cacsiien cosas inea Sst sa ts ka educa ka el es aoe 399, 734, 000 
many 94-27 CORE A a ek elec canckechnkwintonsneunee 401, 266, 000 
rn epee URI ig a 735, 421, 000 
May 15—1% percent certificates of indebtedness.__....._..____ 816, 517, 000 
BR ao RUNNER | UO gece chess ccs ns cn cease ace ents aie em , 399, 999, 000 
ny ee SOONG Wiieo oc oe cee bene 399, 930, 000 
wae: “aC RN 2s oe as ee i ei eee keds , 500, 249, 000 
SRG 11=S SOOO WE ii i ee ceitdecwnwaeemivetees 701, 228, 000 
UN 5 IE Es i itd its cc din cae ees 700, 688, 000 
7G 2e—-1 Ak BHUICUEION DIS. nce cncdnnnnaswecuseriaomnn 996, 699, 000 
PRUTEO +5 PRIIING. Ns ics ieee cd wish saath erase manned dene 699, 708, 000 
ee gee es | En eo ee Dee , 600, 179, 000 
eG FI a aia iin ce cence niche ai nea caleba aia 600, 143, 000 
RR eee eNOS RTI so cascccorcsicaiss isten cece ncaa picasa ald seta elena aiid 600, 761, 000 
MI a er UI NI i cs caren ecamercnleooaa seit 400, 073, 000 
ne ee NUN I a ar ares onc ieee mamas 400, 063, 000 
Aug. 1—1% percent certificates of indebtedness____~- 5 iia 18, 500, 387, 000 
a. Tir IONE IE a iitetcce ence sade re ante uiaeia Ceeen 399, 912, 000 
RE. T= IACOUDE DUG recite ew ki cechanemonnadnewatenuad 899, 998, 000 
na. —7 canes Oo sas a wma eile Salcanaeaots ba 401, 127, 000 
SNA, rg mae PE OUONNURND EE UNM ROD ssn i occ ssc can a Sela icc a aida 395, 362, 000 
Bit: (ORNS INOS Sonik de dc denbniededadeses 400, 147, 000 
Bent: 10—Discount (Pie sic itcndinncvctnsenectianmsinsanues 400, 299, 000 
Sept. 17—Discount bills 400, 017, 000 
SOREN; “i A SIERRA CIO I ioctl een ncaa mcbaeasinistnaedin 1, 501, 759, 000 
et ae IE OMNES en enema aeemeecmenamwens 400, 149, 000 
Oct. Speco ANTE, NONI ie cist ics are oe elaine dene 400, 157, 000 
Oct. 1-=1%4; percent TresSury NOOB. .6cs sc ctmniiacewestiielnn 99, 108, 000 
et... (B= RE Tt cnc cccer nen dessteccdmemhwatiainniees 400, 022, 000 
OEE. 35 SOUT, IE snc ecnsesvacenoatnuanenionehe uae. 400, 000, 000 
Nov; 15-346: percent TYensury NOUR. ...ccnccccccdccccsccncuss 1, 188, 574, 000 
Nov. 15—3% percent certificates of indebtedness__._-________- 7, 710, 556, 000 
1960— 
ii en Oe eee ee 1, 945, 220, 589 
2am 1—Or Fr BRAVES DONOR. os crc ccccmntns sini ali sialic 344, 016, 559 
Jon; ter Savitted DONGE....Wns cadnwncencnescadcoan Ciactbele, 1, 398, 422, 000 
eat: 9s COUN Wiis. Si eee ena ee neeeeenceene 2, 000, 069, 000 
Feb. 15—3'%, certificates of indebtedness__._...---__-__-_--_.. 11, 362, 626, 000 
Avr. 1—1% percent Treasury notes. ..0...cccnccncdnccccnns 198, 041, 000 


Total ; 77, 191, 288, 203 
Week ago 77, 190, 760, 208 
Year ago 78, 989, 045, 968 


4 Maturing monthly within a year from this date forward. 

Senator Krrauver. Senator Carroll ? 

Senator Carrot. I just have two questions, Mr. Blough. 

Yesterday, when the president of the United Steelworkers testified, 
he said, “Steel, of course, is a basic commodity, and steel prices have 
a vital impact on the entire economy.” 

Do you agree with that ? 
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Mr. Buioven. I agree that steel prices are a part of the total, that 
steel is sometimes pointed to as a leader in inflation. I agree that 
that isso. But I want you to understand, Senator Carroll, that if you 
will look at the dan’ have just referred to you will find that the 
basic thing that happens when there is a change, a general change in 
steel prices, as a result of wage increases, is that that wage increase 
ripples out throughout the economy and that that is a much greater 
cause of the problem to which you have referred than any change in 
the steel price. 

Senator Carrotu. Of course, you know that Mr. McDonald, too, 
objected to this legislation because he said it would interfere with the 
collective bargaining process, and that would create some adminis- 
trative problems. 

Mr. Bioueu. I understood that. 

Senator Carroiu. For almost 2 years, this subcommittee chaired by 
the able Senator from Tennessee, has received much testimony about 
the theory of administered prices. We recently heard Ralph Young, 
of the Federal Reserve Board. More and more there is a growing 
body of economic opinion that administered prices in concentrated 
industries are tremendously important in this question of inflation. 

This belief is growing. There is no doubt about that. The White 
House, for the first time, is now talking about administered prices, 
which, in the past months, they have been in a sense pooh-poohing. 
[ am not committed to this legislation at all. I say to you I have 
tried to read the financial report of United States Steel. And why 
do we talk about United States Steel? Because you will be negotiat- 
ing in the next 30 days for a new labor contract. 

I asked Dave McDonald yesterday about negotiations and wage 
and price increases since 1946. 

The cycle has always been the same. A wage increase is followed 
by a general price increase. I said to Mr. McDonald yesterday: “Do 
you believe that if there is a wage increase that there will also be 
a price increase?” And he said, “Yes, I do.” 

Here is the problem I think that Senator O’Mahoney, and some of 
us, are trying to meet, not only in this committee, because I direct 
your attention to the Congressional Record of just a month ago. I 
want you to listen to this. Perhaps your associates have brought 
this to your attention. Four or five Senators were having a discussion 
on the floor of the U.S. Senate, on March 18, 1959. One of them 
said : 


The Congress should promptly consider the application of utility type of 
government regulation to the price of heavy metals. 


No member of this subcommittee participated in that discussion. 
I didn’t know it was going to take place. 
The discussion continued : 


I refer particularly to iron and steel. 
The Senator said: 


I am not today prepared to suggest the details of procedure and guidelines 
of such a utility type regulation of basic metals or to reach a final conclusion 
as to its advisability. 

Here is a very important point that I think more and more of the 
public—and more and more of the newspapers, if they print the facts 
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and let the information get through to the people—is confronted 
with. There is no longer any doubt in the minds of able economists 
that concentrated industries regulate the market and, therefore, can 
fix the price. 

‘I want you to listen to this statement just a moment—if it is wrong 
you can say it is wrong. This is a colloquy in the U.S. Senate. The 
Senator speaking says: 

No mystery surrounds the reason for recent increases in the price of steel. 
The chairman of the board of United States Steel advised the stockholders of 
the corporation at the annual meeting on May the 7th, 1956, that a protection 
of financial needs of the corporation revealed the need of an additional $140 
nillion. He then proposed to the stockholders that the method that should 
be used to get this expansion capital “is by raising prices from time to time 
as circumstances require and permit.” 

I think we have departed from the classical economic approach of 
public financing. I will ask you, is it not true that you do your exter- 
nal financing largely by increasing the price of the commodity? Isn’t 
that the way it is done today by the United States Steel, largely ¢ 

Mr. Brioven. The answer to that is no. I think I pointed out this 
morning, or this afternoon, that we had borrowed $300 million in 
1954, and we borrowed $300 million, again, in 1958. ‘Those are very 
sizable sums for us to borrow. 

Senator Carroui. May I suggest that you check you record and see 
if lam right? From 1946 to 1958, United States Steel’s total profits 
after taxes were $2.911 billion, is that right ? 

Mr. Bioueu. It is in our annual report. 

Senator CarroLu. Yes. 

Mr. Biovaeu. It is all published. 

Senator Carron. As to dividends, on page 24 of your report, it is 
shown you paid out in dividends a billion and a half dollars. You 
reinvested in your business $1,400 million. 

Mr. Biroven. What percentage was that, Senator Carroll? 

Senator Carron. I don’t have the percentage. It is almost 50 
percent. 

Mr. Bioueu. 50 percent? 50 percent of what? 

Senator Carrouu. I am talking about almost $3 billion after taxes. 

Mr. Broven. It is about 3 or 4 percent of our sales dollar, which 
is a minimum. 

Senator Carrotzi. I am talking about profit now. We will come 
to that later on. I am talking about your profit. So about 50 per- 
cent or 52 percent of your profit has gone into dividends, and about 
48 percent of your profit has been plowed back in. 

Mr. Bioven. And that is true of all industry. We are about the 
same as all industry, and if all industry is wrong then we are wrong. 
But I don’t think we are. 

Senator Carrot. I am not criticizing United States Steel at all, 
Mr. Blough. I am pointing to what I believe to be our economic 
conditions which have changed and which the Congress itself must 
pay attention to. I think this is true, this is going on with all big 
corporations. 

Mr. Broueu. My guess is that at the present time there is no major 
change in the way that industry has tried to manage its affairs over 
the years. We are still trying to make both ends meet, and we are 
still trying to pay something out in dividends, and we are still trying 
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to save a little to protect against other things. And, as I pointed out 
in my statement, those reinvested earnings are the thing which is 
important from the standpoint of what you are concerned about, and 
that is production. 

Senator Carroti. And the reinvested earnings are based primarily 
on the price the consumer pays, is that not so? 

Mr. Tantiet, No. The reinvested earnings in the case, first of all, 
varies for all of the 79 companies, of the 250 companies in the stee} 
industry. 

Senator Carrot. Let’s just talk about United States Steel. Con- 
fine it to United States Steel. 

Mr. Broven. I am saying that you don’t get a picture of this, if 
you look only at United States Steel. The reinvested earnings for 
Pittsburgh Steel will be different than our reinvested earnings. You 
are not understanding the competitive enterprise system if you indi- 
cate that there is some kind of a spigot that you turn on and get 
reinvested earnings. You only get perevestel earnings by being 
competitive. You only get reinvested earnings by managing your 
affairs to the point where you have a profit. 

Senator Carrot. Mr. Blough, I don’t doubt that for a moment. I 
am not quarreling with that. I want to talk, however, about how this 
isdone. For example, your outstanding shares of stock in 1948 were 
9,703,000 shares. Your outstanding shares of stock in 1958 were 53,- 
828,000 shares, in round figures. But you had a stock split of six for 
one, in the period 1948 to 1958. This is what gives you, in 1958, 
53,828,000 shares of stock. And you have new financing, so far as I 
can see in the record, of some 1,608,000 shares of stock. The question 
is, how many of the new financing shares were option shares for execu- 
tives in that period ? 

Mr. Buiovucn. First of all I would like to clear up one thing. Do I 
understand from you that what you have in mind is that all the 
profits that any company makes should be paid out in the form of 
dividends? 

Senator Carroiu. No, not at all. 

Mr. Bioven. Well, what percentage would you suggest ? 

Senator Carroiu. I don’t suggest any. But I think we have to un- 
derstand the mechanism. I will now come to the stockholders’ equity. 
In 1948 the stockholders’ equity of these shares at $87 a share was $756 
million. Ten years later, when you had a stock split of six to one, the 
stockholders’ equity was almost $5 billion. 

Tthink we have to consider this. When we pay dividends we under- 
stand that very clearly. When we have a stockholders’ equity in- 
creasing almost 500 percent, do we now no longer consider that as 
profit? When we see the tremendous appreciation of stockholders’ 
equity, in this new type of economy, where you can fix prices, where 
the consumer does the financing, do we no longer consider this as a 
matter of profit ? 

Mr. Broueu. You understand that if we don’t have a new kind of 
economy, we don’t have the ability to fix prices. And as nearly as I 
can tell business is proceeding the same as it did before. We do some 
outside financing. We try to make a little profit, and I again point 


out to you that the last thing that you should want is a profitless 
industry. 
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Senator Carrotu. We agree on that. 

Mr. Biouen. That is the last thing that you should want. 

Senator Carrotu. That is basic, that is fundamental. That is not 
the question. But out of your new financing, by your own statement 
here, you have had this tremendous appreciation of stockholders’ 
equity. The truth of it is, by your own statement, you have done about 
$300 million of new financing which used to be the traditional way of 
external financing. 

Mr. Biovuax. $600 million. 

Senator Carrotu. I thought you said $300 million in 1954. 

Mr. Buiovuer. And $300 million in 1958. 

Senator Carroutu. Another $300 million in 1958 ? 

Mr. Bioven. That is correct. 

Senator Carrotu. That is fine. My point is this. Where do we 
go? On the one hand the workers who say “we want a piece of the 
pie’—this was in the testimony yesterday, make a bitter complaint 
about stock options. 

Mr. Buiouacu. That is the reason I showed you this chart, to show 
you what the workers have been getting in relation to the total. 

Senator Carrot. The chart is a general chart. We are talking 
now about United States Steel. 

Mr. Buoucu. We are talking about a bill which applies to most of 
industry. Well, I won’t say most because Senator O’Mahoney will 
object to that. 

I will say 50 percent of the industry at the moment. 

Senator Carronu. If my figures are right, and you can certainly 
question them if they are not, I show stock options here by my figures 
in this 10 year period of over 2 million shares, and if sold in the 
market today I think the total is $187 million. How many executives 
in United States Steel get that? Did you say 69? 

Mr. Brioveu. Senator Carroll, if you will refer to the record, I 
would like to—if you will refer to the record in 1957 at our hearing, 
you may not have been present, in the record at page 366 Senator 
Kefauver asked me about the stock option program. I explained 
at that time a great deal about our stock option program. It is 4 
similar program to that which a great many companies have. 

Senator Carroti. There is nothing illegal about it at all. They 
all do it. 

Mr. Bioven. Nothing improper about it, Senator. 

Senator Carroti. Exactly. 

Mr. Biover. And also I explained at that time that we had well 
over 500 people in United States Steel that had options, and now it is 
closer to 600 people who have options. And I explained exactly how the 
stock option plan was run by directors who have no association other 
than as directors. They are not employees of the corporation. I 
explained exactly how it worked. And if it will help any I will 
ask that those pages, pages 366 through 368, be inserted in the record 
rather, Mr. Chairman, than try to cover the same ground again. 

Senator Carrot. I think, Mr. Chairman, they ought to be admitted. 

Senator Kerauver. Without objection they will be made a part 
of the record. 

(The material referred to may be found on p. 5841.) 
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Senator Carrot. I don’t think that I was present at that hear- 
ing. I think if there was any cross-examination or questioning at 
that point, that also ought to be made a part of the record for a 
full explanation. 

Senator Kerauver. Senator Carroll, you were not a member of 
the subcommittee at that time and you did not participate in the 
examination. 

Senator Carrotu. The purpose of my question is this. I don’t 
know whether Senator O’Mahoney’s bill will reach what we are 
trying to do. But what are we really trying to do? On the one 
hand you find big labor which, by its own statement, represents 
1,200,000 workers, half of whom belong to the Steelworkers Union. 

You are about to go into contract negotiations ? 

Mr. Buoveu. Yes. 

Senator Carroitu. The workers are pushing for whatever they can 
get. They take a look at profits, a, take a look at dividends, they 
take a look at stock option plans. They take a look at the stock- 
holders’ equity and they say, “We are eutitled to get a piece of that pie.” 

And steel management evidently says, “You are not going to do it.” 

So we get into a contest and this has happened year after year 
when the new contract is negotiated. Wage benefits, fringe benefits 
are given, and then comes the price increase. The purpose, as I 
understand Senator O’Mahoney’s bill, is not to exercise control but 
to say to a public body, “How can we get the facts? How can we 
bring the pressure of public opinion, the spotlight of public opinion, 
on this situation in order to hold the line?” 

I think you have said here today, if I understood your statement, 
that you had no desire, you had nothing in mind, about a price 
increase. 

Mr. Biovuan. I will repeat that statement. I said it is not our in- 
tention or desire to change the general level of our prices in the fore- 
seeable future, and I earnestly hope, and I repeat, I earnestly hope 
that future events will enable us to maintain this position. 

Senator Carroti. Now let’s take another look at it. Is the Gov- 
ernment of the United States to be powerless? On the one hand you 
have a big union. On the other hand, you have big corporations. 
We let them tangle in the economic jungle. The Government of the 
United States has a function to protect the national interest and the 
public interest but should it do nothing, except issue statements from 
the White House saying, “Now take it easy, boys.” 

Mr. Bioven. Senator Carroll, I would just like to supplement what 
you have just said. On the one hand you do have a great union force, 
as you said, 1,250,000 employees. But on the other hand, you do not 
have one company. On the other hand, you have over 2,000 or cer- 
tainly 1,500 companies. Now you look at that problem and look it it 
carefully and you will find certainly a partial answer to what you are 
driving at. 

Senator Carrot. On steel ingot capacity in the United States, the 
figures show 83-percent capacity for 12 steel companies; United States 
Steel has 28.4 percent. 

Mr. Bioveu. That’s right, and at one time we had 66 percent and 
we are dropping off here much too rapidly I would say, Senator Car- 
roll. Our competitors are taking care of us quite well at the moment. 
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Senator Carrouy. I think you explained to us at a previous meeting 
that you do have competition in the steel industry from plastics and 
technological advances in other commodities. Here is an article from 
the Washington Post, written by a very competent man, J. A. Living- 
ston. Itappearedon April5. Itsays: 


Business Outlook: Per Ton Steel Profit Soars in 4 Years. On Tuesday, 
the 28th— 


We haven’t come to the 28th yet— 


the directors of the United States Steel Corp. will be embarrassed by riches. 
They will meet to declare a dividend on the common stocks and review first 
quarter earnings. Those earnings will be almost too good, as will be earnings 
of other major steel companies. Stockholders will cheer the reports. Dave 
McDonald will also be cheered. 

I don’t know whether there is any basis for this, but this is the sort 
of thing that is becoming far more widespread. Men who write these 
articles are getting a better grasp of a new type of economics. 

Mr. BioueH. Senator Carroll, we talked about the profits per ton 
this morning, and anyone that follows that kind of reasoning, well, I 
‘an’t subscribe to that kind of reasoning. And as to the directors of 
United States Steel being embarrassed by riches, I can’t speak about 
“0 earnings today because we have our board meeting next Tuesday, 

ut 

Senator Carroty. Are they pretty good this first quarter, Mr. 
Blough ? 

Mr. Biovueu. I think, Senator Carroll, that your apprehensions will 
not abide the weekend. 

Senator Carrot. Would you say that your profits in the first quar- 
ter would probably be about $135 million? Would you say that 
it would be somewhere in that neighborhood ? 

Mr. Buiouen. Senator Carroll, I can’t talk with you today about 
our profits 

Senator Carrot. I will not press you. 

Coming back to Senator O’Mahoney, the question is, in the next 30 
days what do we do? Do we sit silently by and see big steel and big 
labor clash? When they get through clashing there will be a fight 
and then there will be a sweetening process and prices will climb up- 
ward and upward. This is not my own opinion. I am not an eco- 
nomist. I read this in statements from able young men at the Federal 
Reserve Board. This is a Federal agency. 

Mr. Biovex. What do you suggest we do, Senator Carroll? We 
didn’t ask for this situation. 

Senator Carrotu. I will tell you what I think you should do. 
a Biovuen. I am asking what you suggest we should do on our 
side. 

Senator Carrow. I will tell you what I would like you to do. 

Mr. Biouen. I don’t know if you have ever sat in a chair as we sit 
and have these demands placed upon you. What do you think is the 
feasible thing to do? 

Senator Carrot. I tell you what I think I would do at this point, 
and this is just mere speculation. You are not going to be able to 
hold labor down. They are entitled to bargain collectively and get 
some benefits. I don’t know whether you can stand a wage increase. 


But I think that to freeze the situation and say do nothing, is not the 
answer. 
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I understand there has been high steel production. I understand 
inventories are being filled. I sincerely hope, as I said to Dave 
McDonald yesterday, that you use some good commonsense. I hope 
labor doesn’t push too far either. 

Mr. Bioven. Senator Carroll, that is the best advice that I think 
you could possibly give to both sides, to use some good commonsense, 
and I hope both sides do use good commonsense. 

Senator Carrot. If your profits are good, it would be one of the 
greatest tonics to this country. I know it is easy for me to sit on this 
side of the table. You are running a great corporation, and a very able 
group of people are the managers of this corporation. It is easy to 
say that you could reduce the price. But this is what I recommend. 
But if this could be done somewhere along the line and the line could 
be held with a little reduction in price, say $5 per ton—I am one of 
those who feels that there is more in profits than just dividends. I 
am one of those who feels that we are coming to a new concept where 
you have to consider stockholders’ equity. I think you have to con- 
sider that. For example, I had a prospectus the other day from a 
very able group of people who were counselors on investment. They 
said, Don’t pay any attention to the dividends; take a look at the 
equity. I don’t know whether this is sound thinking, but this is 
where the money is. It is in the enhancement of the equity, the ap- 
preciation of the stock, not in the dividends. This is where the big 
money is being made. And I think we have to consider this in the 
profit question. 

Another point I want to make: I don’t know whether the President 
can do this, but it seems to me that the President somewhere along 
the line may be able to issue an Executive order to do the thing we are 
talking about, for both labor and management to lay the cards on the 
same table and to see if we can’t hold the line, to use some common- 
sense in this critical period. 

Mr. Chairman, I am going to ask unanimous consent to insert at 
this point in the record the excellent article by Mr. Livingston, to 
which I referred earlier. There are certain conclusions met, of course, 
which Mr. Blough and others might challenge, but it is an excellent 
article and shows rates of operation and the profits per share. 

Senator Keravuver. Without objection, that will be made a part of 
the record. 

(The article referred to may be found on p. 5787.) 

Mr. Buioven. I only want to say Senator Carroll, that I read all of 
the economists, all of the columnists I should say, with great interest, 
and I rely on them very much, even when they contradict each other. 

I think they are fine. So I am all for it. And here is one, if you 
would be kind enough to do so, Mr. Chairman, I would like to offer 
for the record, another columnist’s article, in the New York World 
— by Lawrence Fertig, “Who Will Pay for the Steel Wage 

ise ? 


Would you be willing to place that in the record? 

Senator Kerauver. Yes, we will place that in the record following 
Mr. Livingston’s article. 

(The article referred to may be found on p. 5794.) 

Senator Carrott. Mr. Chairman, may I emphasize one important 
point, and I think Mr. Blough is right about this. Some of the great 
corporations of the Nation more and more are using the system of 
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external financing by this administered pricing concept. Mr. Blough 
did not say that, but I think the public has to understand that this 
is the method of building their plant. 

Perhaps there is a shortage of venture capital, risk capital. For 
example, I have here a statement of studies and securities and I am 
reading just one short paragraph. 

“A great corporation beginning in 1958 had properties carried at 
a cost of $5.2 billion of which over half or $3.1 billion represents new 
additions in 10 years.” 

There is a new economic concept that the public has to understand, 
that corporate expansion by virtue of internal financing is being paid 
for by the consumer as a result of administered pricing, which means 
control of the markets and therefore the control of price in the hands 
of the private corporations. 

Mr. Bioueu. eae Carroll, may I do two things, please? First, 
since you have referred to page 24 of our annual report, I would like 
to have the complete page inserted in the record. 

Senator Kreravuver. Without objection that will be made a part 
of the record. 

(The document referred to may be found on p. 5761.) 

Mr. Biouau. The second thing in reference to your change in the 
method of financing, I would just like to also insert in the record the 
“Financial Story of the United States Steel Corporation”, which 
is a part of our annual report, and which will bear upon what you 
have just said. 

It shows, for example, in the 1920’s that the sources of reinvested 
earnings were much greater than they have been in the 1950’s. I 
— that out as bearing on your question as to whether there has 

en a a change. 

In other words, Senator Carroll, the rate of profit on a percent 
of sales is considerably less than it was in the 1920’s, and that is part 
of the difficulty with industry. ; 

Senator Carroty. I want to say Mr. Chairman, that some of the 
great utilities of this country—— 

Mr. Bioucu. Excuse me, Senator. May I offer this? It is just 
a single page. It has some valuable information on it and Dr. Blair 
will bless you for letting it go into the record. 

Senator Kerauver. How is it identified as to caption, Mr. Blough? 

Mr. Buoven. It is called “United States Steel's Financial Story 
1910 to 1958.” 

Senator Kerauver. Very well, this will be made a part of the 
record. Dr. Blair says he will be glad to read it. 

(The document referred to may be found on p. 5762.) 

Senator Carrotn. Mr. Chairman, I think I ought to point out that 
A.T. & T., a controlled utility, necessarily does its financing through 
public offerings or what some call external financing. 

Senator Keravver. Senator Hart. 

Senator Harr. Mr. Chairman, I must leave for a 4 o’clock meeting, 
but before doing it, Mr. Blough, I just wanted to comment on a page 
that has been much discussed previously, page 9 of your statement, 
not to discuss whether we are at war or at peace, but, hopefully, I can 
give you some reassurance. 
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You say here that you want to come to the heart of the matter. The 
heart of the matter is this, making omissions that I hope do not elim- 
inate the basic thoughts: That no political agency should control 
prices of American companies— 


when it bears no responsibility for the welfare or survival of those companies. 
And in the middle of the page you make the comment: 


If this political agent reaches a wrong conclusion—a conclusion that is dis- 
astrous to the owners and employees of a company and to the customers * * * 
the political agency bears no responsibility to any of these groups. 

I am new around here, but I came with no illusion that I had no 
responsibility. The groups you have identified take in you and me 
and my family and yours. That is almost an inclusive description. 
The community, owners, employees, and customers of United States 
Steel or any other major employing unit make up just about 
everybody. 

To suggest that it is contrary to the American tradition that Gov- 
ernment be considered with these things, or to suggest, as you say, 
that we have no responsibility, if you really felt that, I think you would 
recommend at that stockholders’ meeting next week that United States 
Steel go out of business. 

Mr. Biouen. Senator Hart, I do not think you understand what I 
was trying to say here. What I am saying, let me explain it to you 
once more. What I am saying is that when you undertake a job of 
production, then the people who are concerned with undertaking that 
job of production are the people who should have the responsibility for 
accomplishing it, even to the point of sales and of fixing prices, and I 
am not saying that overall in the United States there is not a govern- 
ment which has complete control under the Constitution. I am fully 
aware of that, and that is the only way we can have an orderly society. 

And the legislators of the land do have a responsibility, and a great 
responsibility. And the reason that I am here today is to try to have 
you understand the kind of a responsibility you are exercising when 
you proceed with a bill such as is being suggested here. 

Senator Harr. That is not the first time you have told one or more 
of us, thai we do not understand. And frankly—— 

Mr. Bioucn. Let’s put it this way. My language is inadequate to 
convey the real intent, for the purpose of which I inserted the 
language. And if you do not understand, I am sure it is my inade- 
qaucy. Iam now trying to tell you what [ intended to say. 

Senator Harr. Let us put it this way. The job of finding the 
right road in these increasingly complicated days is an extremely 
difficult: one 

Mr. Buiouau. I quite agree. 

Senator Harr. For public employees. 

Mr. Buiouan. I quite agree, sir. 

Senator Harr. And it has always been my feeling that extreme 
language, clear language, uttered by both management and labor, 
language, which suggests, as I understood the suggestion to be until 
you amended it, that it was your notion we did not have any responsi- 
lity in this, is the sort of extreme statement which makes difficult 
the trip down the road. 
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Worse, perhaps, those who are determined that corporate manage- 
ment is to be proved an evil thing and an irresponsible thing, I think, 
can take language like this and advance their own argument. That 
is the reason I think some of us have labored at page 9. 

I am no public relations expert, of course, but I would like to think 
that the next time there would be a different suggestion and defini- 
tion of public responsibility with respect to things including prices 
and wages. 

I am curious. We did not pursue it. Would you ever be embar- 
rassed, except if they are too low, in going to a stockholders’ meeting 
and disc ussing profits? We left that hanging here a minute ago. 

Mr. Bioueu. I beg your pardon? W ould I ever be embarrassed ? 

Senator Harr. Yes. There was a newspaper column mentioned 
here which talked about the embarrassment of steel management in 
anticipation of the stockholders’ meeting because profits were pur- 
ported to be so rosy. 

Now I am just causually observing, would you ever be embarrassed 
at the other extreme 4 

Mr. Brioucu. Let me say, Senator Carroll, that in my experience 
in United States Steel I have never had the opportunity even to begin 
the faintest glow of embarrassment, because I do not think that our 
earnings have been adequate. 

Senator Harr. Do you think, if I can rephrase it a little, that a 
union president or a corporate "board chairman would ever be em- 
barrassed reporting, either to his union membership that he had re- 
ceived a sky-high hourly rate, or to his stockholders that he had made 
a record-bre: iking yield ¢ 

Mr. Bioven. Well, I suppose that is conceivable, but I have never 
heard that from a union president; and, as I said, I have no occasion 
to think of it so far as United States Steel is concerned. 

Senator Harr. What agency in the community is - to think 
through those two questions, if it is not the Government 

Mr. Buovan. Well, if what you are now suggesting is that Geovern- 
ment shall be the arbiter of price and Government shall be the arbiter 
of what wages shall be, I think if you do those things, if that is your 
purpose, if that comes about, then you will have an entirely different 
system in the United States than you have had before, Senator Hart. 

Senator Harr. That I would quite agree with. And I am sure this 
must have occurred to you, Mr. Blough, that there are some of us here 
who recognize that there are forces at work which would love to see 
that day he appen, and this thing which we talk about as a first step 
may well be an effort by those who want to see that situation avoided, 
and not as a means of bringing the day about. 

From my questioning, you might wonder how I was going to vote 
on the bill. Quite frankly, I do not know. But I do think that this 
language is not a contribution to tempered analysis which would be 
most helpful in this debate or any other discussion. 

Mr. Bioven. Senator Hart, I would just like to make sure that we 
understand each other. I think it would be an error on the part of 
officials in Government to assume responsibility for determining the 
prices of industry and the wages that are paid to the workers in 
industry. 

Senator Harr. At this period of history, I agree with you. 
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Mr. Biovan. I want to also say that I think the legislators will act 
more responsibly and carry out their duties much more effectively if 
they refrain from trying to become responsible for wages and for 
prices. Now, that is what we are trying to say. 

Senator Harr. Good. And could the point have been made with- 
out the other language ? 

Mr. Bioveu. If there is anything wrong with the language, I am 
very sorry. It is my language and I am responsible for it. And I 
have been reading it while you have been talking here, and it may be 
that someone can get a different concept out of that. 

If anyone can, lamsorry. I suppose that that is the reason we have 
a Supreme Court, that we take language to the Supreme Court, to 
find out what the language means, sometimes. 

Senator Harr. But on page 13 you said that you wanted to discuss 
the— 


unbelievable philosophy upon which the bill here before you is based. 


Mr. Brover. That is the unbelievable philosophy that I have just 
been talking about. I think that it is not exercising the responsible 
capacity which legislators have to the degree that it should be 
exercised. 

As I said earlier, I think you are acting more responsible to the 
public, more effectively responsible, when you refrain from getting 
into price and wage matters. 

Senator Harr. That you can repeat as often as you care to, and I 
agree with it. But again I think that the statement may have over- 
stated the case, not necessarily to the advantage of the protestant. 


On page 13 you began to talk about this antiprofit philosophy 
which 1s implicit in this bill : 


They may succeed, eventually, in making profit a reprehensible word in our 
vocabulary— 

Mr. Birouen. Senator Hart 

Senator Harr. May I continue your statement. [Continuing:] 
in making it appear that anyone who seeks a profit is a profiteer, and in con- 
vincing great numbers of people that a profit * * * must be removed by legis- 
lative surgery. 

We can agree or disagree with the wisdom of legislation such as is 
proposed here, I think, without imputing to anyone a desire to label 
as evil, per se, anybody who is worried about making a profit—that 
isthe point I am trying to make. 

It has no partic ‘ular bear ing, perhaps, on this bill, but in presenta- 
tion by both management and labor, I think this sort of discussion 
contributes very little to a clear understanding of what is in front of 
us. I guess that is the point I am trying to make. It is not new. 

But I thought that we were coming to the end of that style of 
argumentation. There is one here: 

Is it right that you should know that men are asking, is capital taboo? Are 
successful businessmen to be ostracized as citizens and classified as malefactors? 

That was language that was used when they were talking about the 
adoption of the. Clayton Act. Now, this is a mimeographed repeat 
of that sort of language. It is a repetition of that. 

I bet the man who said that about the C layton Act thought perhaps 
that it was helpful in his opposition to the passage of the legislation, 
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but I am sure it was not. Politicians are the worst of all at this 
business of overstatement. 

But none of us really now, none of us can in good conscience say 
that we are making the most effective contribution by throwing around 
labels. That isthe point I make. 

Mr. Chairman, I am not walking out on any response. I am sure 
you understand exactly my feeling. 

Mr. Chairman, may I be excused ? 

Senator Krrauver. We understand. 

Do you wish to respond, Mr. Blough ? 

Senator O’Manoney. Mr. Chairman, may I intervene at this point? 

Senator Krrauver. Let us get Mr. Blough’s reply. 

Mr. Bioucu. As Senator Hart said, I think we understand each 
other. 

Senator Krrauver. Senator O’Mahoney. 

Senator O’Manoney. Before Senator Hart leaves, I want to know 
from you, Mr. Blough, if I correctly understood you to say in answer 
to Senator Hart that the Government should not intervene in fixing 
prices or fixing wages? Did yousay that? 

Mr. Brovan. I may not have used those words, but that is my 
thought. 

Senator O’Manoney. Do you think this bill interferes with prices? 
Does it fix prices or fix wages? 

Mr. Buiouau. I think it is intended to have an effect on prices. 

Senator O’Manonry. Now I know what is intended, sir. I say, 
does the bill do it? 

Mr. Broven. I think it can be construed, and it has been construed by 
us, to have an effect on prices. Otherwise, Senator O’Mahoney, you 
wouldn’t have introduced it. 

Senator O’Manonry. I beg your pardon, I introduced it for the 
intent and purpose which I have described. Now I want to test your 
capacity to understand the English language. 

Mr. Broven. All right, sir. 

Senator O’Manonry. [have the bill here. 

Mr. Broven. Yes, sir. 

Senator O’Manonery. On page 2 of the bill there is section 3. It 
begins in line 17: 

In any line of commerce in which 50 percent or more of the total annual 
sales in the United States are made by 8 or less corporations including their 
respective subsidiaries and affiiliates, no corporation included in such group and 
having capital, surplus and undivided profits in excess of $10 million shall 
increase the price of its product in such line of commerce until the expiration 
of a waiting period of 30 days after delivery of notice of a proposed price increase 
to the Federal Trade Commission, the Attorney General, the Speaker of the 
House of Representatives and the President of the Senate, for publication in the 
Federal Register and the Congressional Record. 

Does that not say only that the increase shall not be made until the 
expiration of a waiting period of 30 days after notice? 

Mr. Briover. It says that, and it says other things. 

Senator O’Manonry. What else does it say ? 

Mr. Bioven. Itsays: 

The notice required to be filed by any corporation pursuant to section 3 of 
this act shall include a description of the commodity or commodities to which 
any increase is to be applied and shall set forth the extent and the proposed 
effective date of such increase. Within 30 days after such notice has been given, 
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the Federal Trade Commission shall call a public hearing on the proposed 
increase at which it shall be the duty of the Federal Trade Commission and the 
Attorney General to examine such corporation with respect to the reasons for 
and the justifiability of the proposed increase and to take testimony on the impact 
of such increase upon competition and the economy of the Nation. At such 
hearing, persons desiring to be heard may be allowed to appear and give testimony 
either for or against the proposed increase under rules to be prescribed by the 
Federal Trade Commission after consultation with and upon approval of the 
Attorney General. 

Senator O’Manoney. Now, you have read all of section 4. I am 
glad you read it. 

Does that give the Federal Trade Commission any power to fix prices 
or to fix wages? 

Mr. Buioven. If you use the word “fix” —— 

Senator O’Manoney. You used it. 

Mr. Buioucu. No, I don’t recall that I did. I don’t think that my 
statement says they have the power to fix. I say the bill, if it ever 
becomes the law, will have results, and those results, believe me, 
Senator O’Mahoney, they surely will have. 

(At this point in the proceedings, Senator Carroll left the hearing 
room. ) 

Senator O’Manonery. Now you are just changing the whole ques- 
tion. If I could get the stenographer to go back in his notes to the 
exact word you used 

Mr. Biouau. Where in my statement, Senator O’Mahoney, did 
I say that ¢ 

Senator O’Manoney. It is what you said to Senator Hart. 

(At this point in the proceedings, Senator Hart left the liearing 
room. ) 

Senator O’Manoney. I take it now that you do not mean to say 
this bill gives the Government thé power to fix prices or fix wages. 

Mr. Bioven. Senator O’Mahoney, I do mean to say the bill will 
have the effects which I said in my statement, and if I used the word 
“fix” I am—— 

Senator O’Manoney. Does it give any power to the Federal Trade 
Commission to prohibit an increase of prices? 

Mr. Bioven. Senator O’Mahoney, I[ think it will be this kind of 
a thing, and you may not have followed me completely. Let’s 
analyze this just a little bit. How will it work in actual operation? 
Now, suppose in the steel industry 

Senator O’Manonry. Now you are talking about another subject. 

Mr. Biovau. No, I am talking about the effect that your bill will 
have on price changes. That is what we are discussing. I say your 
bill will have an effect on price changes. You say it will not. 

Senator O’Manoney. No, I don’t say it will not. 

_ Mr. Brovuen. Well, then, if you say it will not, then you do intend 
it to have an effect on price changes. The only thing you are saying 
is it will not fix prices by the Federal Trade Commission. 

Senator O’Manoney. I say that the bill is so drafted that it gives 
the Federal Trade Commission no power to prohibit an increase. 
But because it calls for a public hearing, it will prevent such an 
increase, before the inflationary rise is imposed upon the public. 

Mr. Bioven. Now, let’s just examine that. 
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Senator O’Manoney. I think that those industrial managers who 
have in the past increased prices will fail to make unjustifiable in- 
creases just because the light of publicity is upon their acts. 

Mr. Buioven. If I recall, Senator O’Mahoney, in your sentence 
before your last one you said it will prevent a price rise. 

Senator O’Manonry. I say it will prevent unjustifiable price rises, 

Mr. Bioven. Unjustifiable price rises ? 

Senator O’Manonry. Yes. That is what I am trying to do. 

Mr. Buoven. All right. Now if that doesn’t come very close to 
saying what I said in my statement about the bill, I don’t know what 
my statement says. Furthermore, I ask who is to decide this unjusti- 
fied price rise? Is it going to be the Federal Trade Commission? Is 
it going to be Congress? Is it going to be the Attorney General? 
What is an unjustified price rise? 

Senator O’Manoney. I think that the leaders of concentrated big 
business, who are now in the position to control 50 percent or more of 
the total annual sales by eight or fewer corporations in any particular 
line will be most careful, if this bill is passed, not to ask for improper 
price increases. That is all the bill does. 

While you sit here and testify, resisting the passage of legislation 
like this, I have in my hands advertisements gathered by members of 
our staff from newspapers in New York, Washington, and elsewhere, 
issued by the American Iron and Steel Institute. Here is one: “288 
percent increase in steel workers’ wages and benefits in 18 years, 30 

ercent increase in shipments per man-hour worked. The American 
nae and Steel Institute brings you this message from the steel in- 
dustry because inflation robs us all.” 

You make this appeal to the public. Why are you afraid to make 
the appeal to the public through a public hearing before the Federal 
Trade Commission ? 

Mr. Bioven. That is a nonsequitur, as far as I am concerned. 

Senator O’Manoney. Here is another one. I read advertisement 
after advertisement, and I could read advertisements on the part of 
labor. Both management and labor in the steel industry are making 
their appeals to the public. But this is made in the manner which 
makes it possible for one side of the story to be told without the other 
side having the opportunity to discuss it. 

What I want to create is a public impartial forum in which the story 
can be told. I can’t for the life of me understand why you desire to 
avoid such a public hearing. 

Mr. Biover. Senator O’Mahoney, public hearings are one thing. 
The prevention of so-called unjustified price increases, using your 
language as I recall it, is quite something else again when the Govern- 
ment steps in to determine the end result. As Mr. McDonald testified 
yesterday, this will affect wages. This will affect prices. It is the 

ind of a thing that brings the Government into the picture in a way 
which 

Senator O’Manonery. The drafters of the Constitution of the 
United States of America put the Government in this position. 
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who Mr. Bioven. Are you saying that the Constitution provides, Sen- 
a ator O’Mahoney, the Government shall fix prices in the private in- 
dustry of this country ? 
means Senator O’Manoney. Certainly not, and I am not trying to do it 
. in this bill. 
_— Mr. Bioven. Are you saying that the Government shall prevent, 
that the Constitution provides the Government shall prevent un- 
justified price increases ¢ 
se to Senator O’Manoney. I say that the Constitution says that Congress 
what shall regulate commerce, and there is no limitation. 
= Mr. Bioven. All I am saying is that I hope they don’t undertake 
- that sort of thing. 
oral? Senator O’Manoney. If free government is to prevail in this world, 
‘ you and every other big business leader has to come to the realization 
L big that public opinion shall rule the dictators of industry and the dicta- 
re of tors of government as well as dictators of labor, let me add. 
cular Mr. Biover. Senator O'Mahoney, you can refer to us if you care 
roper to as dictators of industry. I know I am not and I don’t feel that I 
know any other people 
ation Senator O’Manoney. I didn’t refer to you as a dictator of business, 
rs of and I will say to you, Mr. Blough, that until your testimony today, 
—— I never took very much exception to anything that you said. But 
sa your description of this measure before this committee is so wide of 
rs, 30 the point, so wide of the facts, that I think upon reexamination of your 
ee testimony tomorrow when you get the report, you would like to 
el in- amend it. 

Mr. Bioven. Well, Senator O’Mahoney, upon reflection if you are 
make willing to assert in the record as you have that the purpose of the 
deral bill is to prevent unjustified price increases, upon reflection I will 

send in no amendment to my testimony. I think it is very apt on the 
l. attempt that you are trying to make. The thing which is not clear 
ment to you is that prices are a reflection of inflation. Prices don’t cause 
rt of inflation. Prices are a reflection of inflation. That isn’t clear to you, 
aking and the charts we gave you a moment ago are intended to-—— 
which Senator O’Manoney. I have said all of that. 
other Senator Krravuver. All right, I think we understand one another. 
Just one or two more matters. 
Story Senator O’Manoney. Mr. Chairman, I think that these advertise- 
ire to ments by the American Iron and Steel Institute and by the United 
; Steelworkers of America may well be made part of this record, I ask 
thing. your unanimous consent that that may be done. 
; your Senator Krravuver. Without objection we will make a typical one of 
pvern- the American Iron and Steel Institute and a typical one of the United 
stified Steelworkers a part of the record. 
is the 
a way 
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(The documents referred to follow :) 


Owners of 


Pharmacies 
in America 


Would an extra billion dollars 
help to make a healthier nation? 


. To the American People: 

Taking medicines in the exact amount and for We have heard it said that price in- 
the prescribed period suggested by our doctors is creases by industry are caused by 
necessary to our good health and happiness. wage increases to the workers. 

But when money gets short we sometimes Nothing could be further from the 
don’t bother to get prescriptions filled. Mothers truth. 
and fathers often sacrifice thelr own medical Here's proof: Between 1939 and 
needs to those of their children. 1957 real hourly straight-time wages 

The Steelworkers union represents about a increased 53%. However, steel pro- 
million families. When they buy from full pay duetivity rose 71% and it is atill rising. 
checks not only national health but alsothe entire Have ateel companies used wage increases as an excuse to 
national economy mast benefit. raise prices all out of proportion? Figure it out for yourself. 


Davin J. McDONALD, President 
Rementhor the more you EARN : : ; the more you BUY 


United Steelworkers of America 


LW. Abel, Seorstery-Tressuwrer David. McDonald, President lioward R. Hague, VicePreided 


J h P. Molony, Director. District 4 
ut P. Saseaite, Dizestes. District 7 
B. Newell, Director. District 9. 


From New York Times, Mar. 30, 1959 
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INCREASE 


in steelworkers’ wages and 
benetits in 18 years 


Steelworkers’ wages and employment bene 
fits paid for by their employers have increased 
285 percent in the last 18 years, 

Earnings of the men who mako steel are at 
the top level for all industry. 

Also those steelworkers’ ezraings have in- 
oremeed faster than the average workers’, 

Bur shipments of finishod steel products per 
twan-hour worked have not Increaged at any . 
such pace ave with the help of billions of dol- 


30% increase 
in shipments per 
man-hour worked 


tara worth of improved equipment and processes 
installed by the steel companies. In the last 
18 years steel shipments per man-hour worked 
have gone up only 80 percent, 

Unfortunately this tremendous and growing 
gap between shipments and wages is inflation, 

‘The big job for everybody is to help close the 
gap, not widen it. Until that is done nobody cag 
win the fight against inflation. 


The American fron and Steel lustitute 
brings you this message 
from the steel industry because. 


Inflation robs us all 


From Washington Daily News, Apr. 15, 1959 
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Senator Kerauver. Mr. Blough, just one or two final questions, 
First I think there should be printed in the record, figures from the 
January 5, 1959, edition of the magazine Steel, which present a com- 
parison of price composites and a table of steel prices, showing the 
increases in basic steel, not of extras. It also contains the prices of 
steel scrap, and of basic pig iron. One very interesting fact is that 
when you testified here in 1957, steel scrap was selling at $53.aton. It 
seems now to be down to about $40 a ton, according to this table. That 
will be made a part of the record. 

(The document referred to may be found on p. 5816.) 

Senator Keravuver. Yesterday I asked Mr. McDonald whether he 
was under compulsion to get an increase in wages for his steel work- 
ers, and that if he did not, then he might be in a bad situation with 
the rank and file of the steelworkers. I also said that some news- 
paper articles —— that you might be under some compulsion 
or some influence, Mr. Blough, to get more profit for the steel stock- 
holders and also for the company officers by virtue of stock options. 

Mr. McDonald said he wasn’t under any compulsion because wage 
problems were handled by a committee of union officials and the com- 
mittee only wanted him to do the fair thing. He also gave certain 
information with respect to the stock options that you received, Mr. 
Blough. We placed some of these in the record back in 1957. In 
order that we might have an accurate listing as to the exact amounts, 
so that there woul not be any error, I have asked the staff to get them 


from the SEC. We will make them a part of the record also, show- 
ing the number allowed, the option price, those sold, those exercised, 


those not exercised. 

(The document referred to may be found on p. 5760.) 

Senator Kerauver. Do you feel, Mr. Blough, that you are under 
any compulsion as a result of the desirability of the stockholders 
getting larger dividends, as a result of the very human desire shared 
by you and other officials holding stock options to make more money— 
which is a desire that everybody has, I suppose, when money is made 
honestly ? 

Mr. leanne, If you are asking whether we are constantly trying 
to make United States Steel a more profitable company in competition 
with our very able competitors, the answer is “Yes.” 

Senator Kerauver. Very well. I might read from the Subcom- 
mittee steel report where stock options are discussed. I think that 
is something along the same line. 

Page 112: 

Ownership of stock creates a direct interest in the affairs of the corporation. 
But ownership of option creates a direct interest only in stock market valuations. 
Steel price increases with subsequent increases in profit in the general price 
level raise stock prices. We are in an anomolous position of steel management 
tying much of its long-term compensation to rising steel and stock prices rather 
than to lower cost and lower price levels. 

Do you think that is correct ? 

Mr. Broucu. No. 

Senator Kerauver. Why not? 

Mr. Buovuen. Because it is not a realistic description of what hap- 
pens in a competitive industry. 
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Senator Krravver. If stock options are going to be of any value 
to you and the other officials in the steel industry, the price of the stock 
has to go up, doesn’t it, Mr. Blough ? 

Mr. Broven. And the way that you get better value in a company 
competitively is to keep your costs as low as you possibly can and con- 
stantly try to lower them, and that, Senator, is one of the purposes 
certainly for which the company is in business, and that is the purpose 
of the competitive system and that is the way it operates. 

Senator Krravuver. I grant you that that is one very admirable 
way of increasing the margin between cost and price. Another way 
is to increase the price though, isn’t it ? 

Mr. Brover. Well, I again point out to you that in the steel industry 
the percent of profit on sales is what it 1s. I have shown it to you. 
In 1950 it was 8.1 percent, and since 1950 it has not been that high. 
Our stock option plan was adopted in 1951. 

Senator Kerauver. Mr. Blough, I read with interest in the Wall 
Street Journal for Friday, April 17, 1959, relative to the cement 
firms—— 

Mr. Biroucu. Cement? 

Senator Kerauver. Yes. The headline is: “Cement Firms Facing 
Stiff Competition, Find Profit Margins Thinning Despite Increased 
Sales.” The subtitle is “High Outlays, Price Freeze, Prospective 
Wage Boost Adds to Industry’s Woes.” ‘The article is by Jerome J. 
Gukowsky. 

United States Steel by its ownership of Universal Atlas Cement 
Division, is one of the largest—are you the largest cement producer ? 

Mr. Biouau. No, we are not, sir. 

Senator Krrauver. Then you are one of the three top cement pro- 
ducers, is that correct ? 

Mr. Bioven. I would say we are very close to third if we are not 
third, yes. 

Senator Kerauver. The article says 

Mr. Biovueu. I think we have about between 8 and 9 percent of the 
industry at the present time, of the capacity in the industry. 

Senator Krravuver. There are a number of companies in the cement 
business, I know that. 

The articles says: 

Behind the profit squeeze is a plethora of problems, excess capacity that will 


diminish only slightly if at all this year, a radical change in pricing forced by 
increasing competition that prohibits any price increase in the industry in 1959 
despite rising costs. 

_ So apparently competition is going to keep down price increases 
in cement, even though there may be some cost increases. But the 
same thing would not happen in steel or may not happen in steel, is 
that correct ? 

Mr. Bioven. I think there is competition in steel and I think it 
has a definite effect on prices. Otherwise, Senator, our profit margins 
would not have remained as low as they have been since 1950. 

Senator Krrauver. The point is that you can’t raise prices in cement 
because of competition, but you can in steel. 

Mr. Broven. I would only answer to that that I think T tried to 
explain the situation. I can’t subscribe to every statement made by 
the Wall Street Journal. They probably have a point of view, an 
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interpretation of what is going on in the cement industry as they may 
have in what is going on in thesteel industry. ; 

Senator Kerauver. Are you planning a price increase in cement 
or do you know yet ? 

Mr. Broven. I have no knowledge of any intention on the part of 
our people to have a general increase in the price of cement at the 
present time, and I have already stated our position with respect to 
steel prices. 

Senator Kerauver. If you want to answer this further you may do 
so, Mr. Blough. 

Mr. Bioven. Thank you. 

Senator Krravuver. I did not read the full article but we will 
furnish you with a copy of it and we will put in the record the first 
part, which deals with the question I have raised. 

(The article referred to may be found on p. 5795.) 

Senator Kerauver. Mr. Blough, I noticed in your statement on 
page 6 that Mr. Clague made a speech before the Democratic Women’s 
Club of the 10th Congressional District of Virginia. I am sure the 
women of the Democratic Club enjoyed the speech. He said among 
other things, according to your statement : 

On that occasion he predicted that the cost of services would continue to rise 
because of the relatively low productivity and the pressure for wage increases 
in other industries. 

Mr. Biovuen. The word is “from” and not “for.” 

Senator Keravven. Sir? 

Mr. Biouan. “Pressure from.” 

Senator Kerauver. “And the pressure from wage increases in other 
industries.” 

Mr. Biouen. Yes. 

Senator Keravuver. I am interested in this statement about the 
“relatively low productivity” and I think it should be brought to the 
public’s attention that Mr. Claguerissued a report on April 16, 1959, 
in which he changed the method of calculating the increases in the 
productivity in the steel industry as well as in two other industries. 
Are you aware of that, Mr. Blough ? 

Mr. Biovuen. I don’t know too much about that. I understand the 
point that you are making here, or at least the point of my statement 
was the relatively low productivity in the service industries. That 
I don’t think would have anything to do with steel or with cement. 

I think he is talking about things like barbershops and hairdressers 
and that sort of thing. 

Senator Krravuver. The report that I referred to by Mr. Clague is 
dated April 1959. <A staff discussion of that report will be made a 
part of the record. For the purpose of showing productivity increases 
of the Bureau of Labor Statistics, Mr. Clague has changed the method 
of computing productivity in the steel industry, in the tobacco in- 
dustry, and in the canning and preserving industry. Mr. Clague has 
changed it on this basis: He no longer takes man-hours worked as 
the basis in these three industries, but he takes hours paid, which re- 
sults in lower increase in productivity. 

For instance, in steel his new figures show an increase from 1947 to 
1958 of 28.9. His old figures showed an increase of 33.2. 

Mr. Broven. I think Mr. Tyson would like to comment on this 
when he has an opportunity. 
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Senator Krrauver. Yes. I wanted to get it in the record because 
there will be a great deal of discussion about increasing productivity 
in the months to come. 

Let me make it clear again that the Bureau of Labor Statistics has 
since 1947 traditionally calculated productivity on the basis of man- 
hours worked. In April 1959, it changed calculations of productivity 
from man-hours wacked to man-hours paid, which results in a lower 
increase in the steel industry, in the tobacco industry, and in the can- 
ning and preserving industry. Based on man-hours worked, the in- 
crease in productivity, according to the Bureau of Labor Statistics, 
in steel from 1947 to 1957 was 33 percent. Based on hours paid it is 
28.9 percent. 

This statement by the Bureau of Labor Statistics is in a report 
which has been analyzed in a staff report which will be made a part 
of the record. 

(The document referred to may be found on p. 5742.) 

Senator Kerauver. Do you or any of your associates know why this 
change was made? That is the point I want to get. 

Mr. Biovuacu. I would like to say that this is not anything that we 
have any authority with respect to, and I wonder why you ask us. 
This is a Government Bureau and Mr. Clague made this determination. 

Why not ask Mr. Clague about it? 

At this point, Senator O’Mahoney left the hearing room.) 
enator Kerauver. You have representatives on the Advisory Com- 
mittee on Government Statistics, in the Budget Bureau, do you not? 

Mr. Bioueu. If we do I am certainly not familiar with th:'. 

Senator Krrauver. Do you know or would you let us know if your 
representatives had any discussions with Mr. Clague or other officials 
in the Bureau of Labor Statistics as to this matter, and whether any 
of them recommended that this change be made? 

Mr. Buoueu. I would be glad to inquire about that, sir. 

eae Kerauver. Or perhaps Mr. Tyson may know something 
about it. 

Mr. Tyson. I would know, Senator, that they had made a change 
from the basis of hours worked to hours paid. But it should be 
very obvious that hours paid for are a far better basis for determin- 
ing what is happening, because with increase in vacations, when 
there is no production, the cost of those vacations are a part of the 
production costs. So that very obviously as vacations increase, as 
more time is being paid for that isn’t being worked, it should be very 
obvious that that is a proper measure of what is happening in the 
remuneration to the worker. 

Senator Keravver. I though productivity was a measure of—— 
_ Mr. Tyson. Senator, this is not a measure of productivity. This 
? a measure of output per man-hour. It is not a measure of produc- 

Ivity, sir. 

Senator Kerauver. Of course, fringe benefits and vacations and 
all those matters I grant you enter into unit labor costs, and they 
must be taken into consideration of course in collective bargaining. 

I grant you that. But we are talking about productivity which 
has always been known as (and in industry it is still figured that 
way), the man-hours that go into a ton of steel or some other article, 
the man-hours worked, not the number of hours that they may be 
paid when they are on vacation. 
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Mr. Tyson. I only say vacation is one of the major elements of it. 
But any time we think we can have man-hours that we pay for and 
we get no production out of them, I think we are sort of barking 
up the wrong tree. 

Senator Kerauver. But did you recommend that this change be 
made? 

Mr. Tyson. I had nothing to do with this change, but I heartily 
subscribe to it, not because of the outcome of the figures but because 
it is an accurate reflection of output per man-hour paid for, which is 
the important thing in American industry. 

Senator Krrauver. You will let us know if any officials or any 
representatives of United States Steel took part in the discussions or 
made any recommendations in connection with them. 

Mr. Tyson. We will do that. 

Senator Kerauver. Thank you, Mr. Tyson. 

We have had a long day and I know that all of us are tired. You 
have been very patient. I don’t know if counsel have any questions 
to ask or whether they would be willing to forgo questioning. 

Mr. Cuumpris. I yield to the late hour. 

Senator Kerauver. Mr. McHugh ? 

Mr. McHuen. No questions, Senator. Thank you. 

Senator Kerauver. Do any of you gentlemen have anything else 
you want to add before we take a recess? 

Mr. Biouen. I just want to say thank you for your consideration. 

Senator Krrauver. We are glad to have you back with us, Mr. 
Blough. We appreciate your willingness to come before our com- 
mittee and cooperate with us. 

I may say that I think we are at a time when everybody realizes 
there is tremendous interest in the result of the actions that will 
come out of your negotiations. We have tried not to go into the 
matter of negotiations between you and the United Steel Workers. I 
have tried to make that clear. But everybody is very much concerned 
about the result of what takes place. We have been discussing a bill 
on prior notification. I am sure you gentlemen are aware that there 
are more drastic bills than that pending both in the House and in 
the U.S. Senate. 

I personally hope that we don’t come to a place where the Congress 
and the people feel it is necessary to pass price control and wage con- 
trol bills. I know that they are not the kind of thing that we want in 
a free competitive economy. I hope that competitive actions and 
reasonableness and statesmanship on the part of both management and 
labor will make it unnecessary to pass or seriously consider legislation 
of that kind. But what is going to happen, will of course, depend 
on a great many things. 

Before we recess, we invited Mr. Donner of General Motors Corp. 
to come to be with us and testify, but for reasons which have been set 
forth in a letter which was made a part of this record, he did not come. 
However, he has sent us a statement which will be made a part of the 
record. 

(The statement of General Motors is as follows:) 

This statement expresses the views of General Motors on Senate bill 8.215, 
the so-called price prenotification bill. 


Inflation has few supporters, and certainly General Motors is not one. Our 
position was set forth in a statement to this subcommittee on January 30, 1958, 
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in connection with another hearing. We expressed our serious concern about 
inflation as a destroyer of values and declared that its causes must be removed. 

General Motors position with respect to S. 215, the stated purpose of which 
is to check inflation, may be summarized as follows: 

1. The proposed legislation is based on faulty analysis of the cases of inflation 
and therefore, would not accomplish its stated purpose. 

2. It represents an unwise and extreme peacetime delegation of authority 
to an administrative body without providing any guiding principles and without 
consideration of the administrative difficulties involved. 

3. It would be fundamentally in conflict with the competitive enterprise system 
of the country; it would be harmful to the best interests of the consuming 
public; it would retard that economic growth which is the No. 1 objective of 
Government and business policy. 















WHAT ARE THE CAUSES OF INFLATION ? 











There is no basis in economic fact or theory for the implications and asser- 
tions contained in S. 215. The bill implies that monopoly or the threat of 
monopoly is present in many industries because of what is termed “concen- 
tration.” It asserts that ‘a few dominant corporations have control over the 
production, the distribution and the price of basic commodities upon which all 
American economy depends.” It concludes that “inflation will be checked if the 
pricing policies of these corporations are publicly reviewed before increased 
prices may be made effective.” 

The bill not only defines “concentration” in a way that is wholly arbitrary 
but it also implies without any foundation whatsoever that producers in certain 
“concentrated” industries are not subject to the discipline of competitive 
markets. As long as customers are free to choose among many competing 
products, there is effective competition with respect to price and with respect 
to product as well. 

Today, customers have many choices involving many product-price combina- 
tions. Not only must price be fully competitive but the product must meet the 
design, performance, size, and quality specifications of similar products manu- 
factured by competing producers. This is particularly true in the automobile 
industry. If price were the only criterion used in the purchase of automobiles, 
there would be no demand in volume for cars other than stripped-down versions 
of the lowest priced makes. 

Yet the fact is that automobile producers actively compete for the customer’s 
favor by offering hundreds of different models and body styles over a very broad 
price range. In addition, customers can choose from a wide selection of im- 
ported cars. New cars must also meet the vigorous competition of used cars, 
particularly those of recent manufacture. Each year used cars account for 
about two-thirds of all car sales. 

But this by no means represents the limits of competition the automobile 
manufacturer must face. Cars are in competition with other forms of trans- 
portation, with other forms of leisure-time activity and with hundreds of al- 
ternative uses for the consumers’ dollar. New car sales will remain vigorous 
in the face of this competition only to the degree that the products are freshly 
designed and competitively priced. 

Many industries can be cited to prove that “concentration” is no measure of 
competition. In the metal can industry, for example, eight companies account 
for seven-eighths of the production, yet not only must all the metal can manu- 
facturers compete with each other but they must meet the competition of glass, 
wood, paper and plastic containers. 

It is wholly unwarranted to assume that price stability in concentrated in- 
dustries means that competition is absent. Most manufacturers of highly com- 
plex, fabricated products must establish prices ahead of sale and hold them 
steady over a period of time. 

The record clearly refutes the implication in S. 215 that inflation can be 
attributed primarily to price rises in “concentrated” industries. The period 
from 1953 to date appears to be considered to embrace this so-called adminis- 
tered price inflation. Yet, three-fourths of the postwar inflation occurred prior 
to 1953, and since then the largest increase in prices among components of the 
Consumer Price Index has been in services, which are supplied to consumers by 
a very large number of small business firms. The service component has risen 
16 percent since 1953, whereas the index as a whole has risen only 8 percent. 
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The problem of inflation is not basically a problem of individual price increases, 
Inflation is a condition which results in a rise in the general price level. In- 
dividual prices do and should rise and fall in response to economic forces. Ag 
a result of such price changes, labor and materials are used in the best interests 
of the consumer. 

In a period of inflation some prices respond more quickly than do others, 
But this is far from being proof that those prices that respond first are the cause 
of inflation. Nor does it indicate that inflation can be halted by preventing such 
individual price rises. 

The fundamental cause of inflation is to be found in an excess of demand over 
the supply of goods and services. When the total money spending by Govern- 
ment, by businesses and by individuals expands faster than the output of goods 
and services, there is a rise in the general price level. In the postwar period 
the rise in the general price level has been facilitated by an expansion of money 
and credit resulting from the Government’s fiscal and monetary policies. This 
rise has been reinforced by a substantial increase in labor costs. 

To artificially prevent a specific price from responding to these inflationary 
pressures would do nothing to stabilize the general price level. It would merely 
leave in the hands of consumers more purchasing power to buy other products, 
As long as the supply of goods and services is unaffected and effective demand re- 
mains unchanged, the inflationary pressure would be shifted from one price 
to all other prices. 

Far from accomplishing anything of benefit to the consuming public, S. 215 
would create distortions that would definitely harm the public. 


ADMINISTRATIVE ASPECTS OF 8. 215 


' §. 215 imposes an extremely large and ill-defined responsibility upon the 
Federal Trade Commission. The bill provides that the Commission may ask 
larger companies in a concentrated industry to give prior notification of any price 
increase. Companies to which the bill would apply are defined as those of 
$10 million or more net worth in any industry in which 50 percent or more of 
sales are accounted for by eight or fewer companies. However, the criteria for 
a specific choice of company are not given, so that the authority is arbitrary. 
The Commission also would be empowered to waive hearings. Yet the bill 
itself provides no standards. It is a proposal for selective price review at 
the discretion of the Commission. 

While the bill would not require the Commission to “find” for or against a 
proposed price increase, the Commission could not operate in a vacuum. Public 
opinion and other pressures would force it to take a position. The Commission 
would not only have to make a determination as to the facts but also pass 
judgment with repect to allowable costs. Product improvements and innovations, 
particularly in connection with the introduction of new models or products, 
would be complicating factors. Cost of improvements and even the necessity 
for some improvements would have to be evaluated. Other judgments would 
be called for involving such complex and technical factors as sales outlook 
and profit prospects, the effect of a price increase on demand and the necessity 
of expenditures for advertising, sales promotion, and so forth. Finally, a judg- 
ment would have to be made as to profits. 

In summary, there would be insurmountable obstacles to the equitable admin- 
istration of the bill. “Short cut” criteria based on cost increases or some arbi- 
trary standard of “fair” profit would result either in injustices or negate the 
strong incentives to cost reduction inherent in competitive enterprise. 


WHAT WOULD BE THE ECONOMIC EFFECTS OF THE BILL? 


If S. 215 were enacted into law, the effects on the economy would be far- 
reaching and without exception harmful. 

S. 215 represents an attempt to marshal the force of public opinion to regulate 
prices, disregarding the fact that the consuming public now is possessed of 
the most effective voice in the setting of prices that could possibly be achieved. 
Its opinion is expressed daily in the market, and the important thing is that it 
is expressed relatively. Any price increase standing alone would be voted down 
by consumers, but in the market a price is judged in relation to all other prices. 
The product must be priced to give the purchaser more satisfaction than he can 
obtain with his money in any other way. There can be no better test of the 
validity of a price. 
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§. 215 appears to be based on the philosophy that we cannot continue to rely 
on the forces of a free market for the direction of our economy; but, rather, 
that we must resort to public hearings by a Government agency on matters that 
have heretofore been best attended to by individual businessmen subject to the 
forces of competition and the free choice of consumers. Implicit in the bill is 
also a revival of the medieval concept of “fair price” and “fair profit” in place 
of the competitive concepts which have served producers and consumers alike 
go well for the past 200 years and contributed so greatly to our economic growth. 

Under our system no one is entitled to a profit just because he has incurred 
costs. A businessman earns a profit only to the degree that he is able to keep 
his costs below the price established by a competitive market. He knows that 
only by reducing his costs can he hope to increase his profits. It is largely this 
incentive which has been responsible for the continuing drive for cost reduction 
through improved technology and managerial efficiency. 

In our system the forces of competition are relied upon to keep prices down 
and so spread throughout the community the benefits brought by the drive 
for lower costs. The process clearly depends upon the adjustment of thousands 
of individual prices and their movement up or down in response to the forces 
of the market. 

There is, therefore, a broad basic difference between the pricing philosophy of 
the free market and that which would emerge under 8.215. In the former, 
cost control and cost reduction in the hope of profit is the dominant incentive. 
In the latter, a cost-plus philosophy would prevail. Beyond this, it is difficult 
to foresee all of the particular economic consequences which would ensue. 
Some of the more obvious possibilities and paradoxes are reviewed briefly below. 

Under S. 215 there would be a 30-day waiting period before a price increase 
could be made effective, and in addition there would be the normal delay of 
quasijudicial procedure before the hearing could be concluded. This would 
work hardship on the individual businessman and particularly on those whose 
products are subject to sudden cost fluctuations. In some cases notification of 
a price increase could result in a temporary artificial stimulus to sales as con- 
sumers rushed to buy during the waiting period. This increased demand at 
the retail level might even tend to push prices up temporarily. 

Enactment of S. 215 into law would disrupt normal competitive processes. 
Some businessmen would be inclined to .resist reducing prices, even if reduced 
costs made such an action possible, because of the delays and redtape involved 
ina return to the original price should this later become necessary as a result 
of cost increases. They would tend to avoid innovations and improvements 
that might entail an increase in cost and hence an increase in price. If material 
or labor costs increased, there would be the temptation to reduce quality rather 
than to seek approval of a price increase to cover increased costs. 

Any interference with free market pricing such as would result from S. 215 
could work to the immediate advantage of the low-cost producer in an industry. 
If costs in general went up and the low-cost prodcers gave notification of a 
price increase, the findings might be that his profits were sufficient to enable 
him to absorb the higher costs. However, if he did not raise his prices, his 
higher-cost competitor could not raise his prices either. In the latter’s case, 
there might be a shrinkage of profits to the point that a loss would be incurred. 
On the other hand, if the higher cost company were the first to give notification 
of a price increase, the probabilities would be, under a cost-plus approach, that 
the increase would be approved. The result would be higher profits to the 
low-cost company and higher prices to consumers. 

There is little doubt but that the proposed legislation would importantly 
affect wage negotiations. Any wage increase that resulted in higher labor 
costs per unit would provide the basis for an approved price increase with the 
result that employer resistance to excessive wage demands might be weakened. 
If the Commission decided that a price advance was not in the interests of the 
country, then it could find itself in the position of being forced to review the 
wage increase on which the application for a price advance was based. 

The ultimate test of whether a particular solution is wise lies in its effect 
on the consuming public and not in its effect on individual producers or groups 
of producers or industry as a whole. And it is in its effects on consumers 
that S. 215 would be most harmful if it became law. It would minimize the 
incentive to improve the product. It might result in lower quality because 
of the effort to avoid a hearing for a price increase. It could tend to place a 
floor under prices since under a price review system the reviewed price would 
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bear the seal of official approval. It would not, however, place a ceiling on 
prices if costs increased. Since it would not touch the causes of inflation, it 
would not prevent an increase in the general level of prices. 

We have assumed that the Commission would have to take a position on 
the merits of any proposed price increase. It is evident that such a posi- 
tion would not necessarily prevent higher prices, even if the Commission were 
opposed. Whether the next step would be to make the Commission’s finding 
mandatory cannot, of course, be predicted with any assurance. Certainly, 
there would be pressure in this direction. If mandatory, there are no grounds 
for believing that the finding would be completely effective in controlling indi- 
vidual product prices, and certainly it would be as ineffective as S. 215 in check- 
ing the rise in the general level of prices resulting from excess demand. To 
the degree that it did succeed in establishing individual prices below those 
which would normally result, it would amount to profit limitation, and the 
ultimate effect of profit limitation would be to retard the economic growth 
of the Nation. 

CONCLUSION 


S. 215 would be wholly ineffective in preventing inflation. It is based ona 


Tt 
superficial and completely untenable diagnosis of the causes of inflation. It The 
loosely defines remedies which, to the extent they could be administered, would | caucus 
be arbitrary in their application and discriminatory in their effects. Pre 

Enactment of 8. 215 would be damaging to this country’s competitive economy Alsi 
and harmful to the interests of the consuming public. Further, it would repre- M 
sent a long step in the direction of a Government-managed economy. P. Me 


The problem of inflation does indeed deserve the serious attention of the dore’] 
Congress. However, an attack upon it along the lines of S. 215 would not eouns 
only be futile but would create even more profound problems by striking at liams 
the heart of our competitive enterprise system and retarding the Nation’s eco- J 
nomic growth. Mo , 

Senator Keravver. Mr. Tennant, Mr. Tyson, and Mr. Blough, we Ger 
are grateful to you. Th 

The committee will stand in recess until next Tuesday at 10 o’clock. |...) 

(Whereupon, at 5 p.m., the committee recessed to reconvene at es 
10 a.m., Tuesday, April 28, 1959.) speal 
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TUESDAY, APRIL 28, 1959 


U.S. SENATE, 
SuBcOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:25 a.m., in the 
caucus room, Senate Office Building, Senator Philip Hart presiding. 

Present : Senator Hart. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; Theo- 
dore T. Peck, special counsel for minority; Nicholas N. Kittrie, special 
counsel for minority; Peter T. Posmantur, attorney ; Thomas C. Wil- 
liams, attorney; John M. Blair, chief economist; K. Wayles Browne, 


| Jr., economist; Paul S. Green, editorial director; and Gladys E. 


Montier, clerk. 

Senator Harr. The committee will be in order. 

The committee is resuming hearings on Senate bill 215, having heard 
expressions from the president of the United Steelworkers, the chair- 
man of the board of United States Steel Corp., and two economists 
speaking for the U.S. Chamber of Commerce. 

Normally, I am less than happy to act as chairman of this com- 
mittee, but this morning I am especially sorry that other members of 
the committee, for perfectly understandable reasons, are not able to 
be here, because the witness to be heard this morning is from my own 
State. He is known nationally by his association with the United 
Automobile Workers as their national vice president. But more sig- 
nificant in the recent past is the fact that Leonard Woodcock, who will 
testify this morning, was elected in a statewide election in Michigan 
to the office of board of governors of Wayne University. There were 
a number of posts filled in our spring election, and Mr. Woodcock 
ran very close to the top in the statewide total for all these offices. 

I am not sure that a lesson necessarily will be learned by others who 
have sometimes been critical of Michigan, but a part of the lesson of 
that election, insofar as I was concerned, was a demonstration of the 
fact that many more than half of the people in Michigan do not 
believe all the things which have been said by people outside of 
Michigan with respect to the influence of the United Automobile 
Workers. Again I regret that there are some absentees at the com- 
mittee meeting this morning. 

Parenthetically, we will have another witness this afternoon who 
also is Michigan trained, Mr. Sligh of the NAM. I think that is a 
rather nice balance for the committee today. [Laughter.] 
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Senator Harr. Mr. Woodcock, if you and those who will assist in We 
the presentation would come forward. The committee has received as th 
a prepared statement from Mr. Woodcock. It will be printed in full | tries, 
and made a part of the record. S. 

You are free to either hit the highlights or if you would like to | mono 
emphasize them, or read the statement in full, as you wish. any a 

costs 
STATEMENT OF LEONARD WOODCOCK, VICE PRESIDENT, UNITED It | 

AUTO WORKERS, ACCOMPANIED BY NAT WEINBERG, DIRECTOR } upon 

OF SPECIAL PROJECTS aie 

Mr. Woopncock. Well, Senator Hart, I thank you for this oppor- | corpe 
tunity to appear. I don’t propose to read this statement since we are J Ev 
arrayed against so many it will be alleged we have tried to outweigh } It wo 
our opposition by the weight of our testimony. ovel 

I am a vice president, as you have said, of the International Union, } life i 
UAW, and director of its General Motors and Aircraft Departments. | bount 

I would like to emphasize some of the points in the statement that ] societ 
has been presented to the committee, and to say also I understand } these 
full well the necessities which have taken away some members of the } venti 
committee this morning. proce 

I am sorry I could not convey in person to Senator Kefauver my | Mg p 
sense of the excellence of his opening statement and the very vital J neces 
point he makes, that competition in many of our important industries We 
no longer is free of artificial restraint. This problem has brought us } poral 
to the consideration of the subject matter of S. 215. ing 

A basic assumption of the opposition to S. 215 is this belief in com- ] lation 
petition as the unseen hand in the balance wheel of our economy. I< 

We think the real issue, in S. 215, as Senator O’Mahoney has said, ears 
who runs this country? Is the United States ruled by the American } ave 
people, their elected representatives in the Congress, the White House | last « 
and the courts, or is de facto power vested in the hands of a few execu- | histc 
tives of monopolistic billion dollar corporations able to set aside the | to th 
law of supply and demand, and to substitute a system of administered Al 
prices designed to yield extortionate and economically unhealthy | 1943 
profits at less than full production and full employment levels? Boat 

The labor movement, of course, is accused of having brought on price | Unit 
increases by making wage demands and other economic demands be- | Nati 
yond the capacity of industry to pay, without increasing prices. has I 

Yet the same corporations which spend millions of dollars in prop- As 
aganda campaigns to fasten this false charge upon us, refuse to pro- ] isn 
duce the facts which alone can provide the basis for determining the dusti 
truth or falsity of such charges. livin 

Now, the reason that is given is that to furnish this or any other vst 
agency of the U.S. Government with the facts about their costs would Sept 
be to violate and destroy, as has been said, the free enterprise system beco 
at its very heart. seen 

In supporting the essential premise of S. 215, we do not take a posi- J 'fla 
tion of opposition to free enterprise. As a matter of fact, we are es 
brought to our position because we believe the present happenings } %Y t 
in important industries are a direct negation of free enterprise and a | PTor 
force tending to undermine the free enterprise system. It 
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We believe we must not permit a “private economic government,” 
as the author of this bill has termed the administrative price indus- 
tries, to further expand their control over the economy of this country. 

S. 215 certainly shows that Senator O’Mahoney knows that the 
monopolistic corporate giants will not come before this committee, or 
any administrative agency, with the essential facts about their prices, 
costs, and their profits, unless they are required by subpena to do so. 

It has been asserted that we can rest for the salvation of our economy 
upon the corporate conscience. We believe, as Dr. Ben Lewis has 
told this committee recently, that to rely upon a so-called corporate 
conscience is to ask unnatural things of the executives of our giant 
corporations. 

Even if this could come about, we agree also with Dr. Lewis, that 
it would be to accept an undemocratic form of government, a private 

overnment, but nevertheless a government, to say that our economic 
ife in effect would be ordered within the limits set by the gracious 
bounty of the precious few. And we agree with Dr. Lewis that only 
society, through its elected representatives, is suited and fitted to play 
these cards. And we have a very strong belief that exposure and 
ventilation of the facts is a very necessary thing to the democratic 

rocess and will enable the people to deter the abuse of private pric- 
ing power, and that with full dissemination of the facts it will not be 
necessary to resort to price controls. 

We believe, therefore, that we cannot rely upon this so-called cor- 

orate conscience when it is not really a thing in being in the sense 

ing talked about in this connection. We must have effective legis- 
lation and administration. 

I don’t think I need to tell this committee that the UAW over the 
‘emg has consistently fought inflation. On pages 7 through 13 we 

ave incorporated the text of a resolution passed unanimously by the 
last convention of the UAW held in 1957 in which is outlined the 
ar of our fight against inflation, and our position with regard 
to that. 

Also on page 13 we have reproduced a letter dated November 5, 
1943, which was sent by the Chairman of the National War Labor 
Board at that time, William H. Davis, to the Vice President of the 
United States, which certainly shows that in that critical period in our 
Nation’s life, the labor movement was not the villain of the piece as 
has been charged by certain people within these last few years. 

As stated by Mr. Davis, due credit should be granted to the patri- 
otism and foresight of the majority of the workers in these basic in- 
dustries, who accepted stabilization of their wages at a time of rising 
living costs. 

He went on to point out that in holding wages at the general level of 
September 15, 1942, members of the National War Labor Board, “were 
becoming increasingly conscious of the fact that society is asking one 
segment to do its part to protect all Americans from the ravaces of 
inflation,” and the letter also pointed out that in only 6 of 1,000 cases 
oye relief was made necessary by virtue of wage increases granted 

y the action of the War Labor Board, which would show that the 
propaganda of the last few years is a myth and not a fact. 

It is also, of course, a matter of history in the records of this sub- 
committee as to the key point in the strike of the UAW against the 


85621—59—pt. 11——-16 





5414 ADMINISTERED PRICES 


General Motors Corp. in 1945 and 1946, when this union tried to 
dramatize the point that we wished to make progress with the com- 
munity and not at the expense of the community, and that the eco- 
nomics of our interrelationship with this important corporation were 
not our private concern only, but a matter of the national interest. 

Our reply from General Motors was then, as it still is, that prices 
are none of our business and none of the Government’s business, that 
is to say none of the public’s business, although they have infringed 
upon their position somewhat in late years by trying to make the 
UAW and the labor movement the responsible party for the con- 
tinued price increases over the postwar period. 

Also familiar to this committee is the record of this union in the 
automobile negotiations of 1958. I would like to point out that 
after the hearings before this committee, we repeatedly offered to 
the automobile companies, up until the very end, to arbitrate the eco- 
nomic issues, with the proviso that the arbitrators would be limited 
in the cost of their award to the amount that could be paid by the 
corporations without creating the necessity for price increases. 

We think this record, which goes back actually over 17 years, 
shows that our credentials are in order, to take our position as we are 
taking it today. 

Thanks to the work of this committee, the infiuence of corporate 

rice administration is now widely recognized, so widely recognized 
in fact that it is beginning to affect the thinking of important persons 
in the administration. 

Mr. Woodlief Thomas, for example, the economic adviser to the 


Federal Reserve Board, on March 12, 1959, in a letter to the Wash- 
ington Post, said: 


* * * there are unstabilizing forces in pricing actions of the private economy, 
on the part of both management and labor, that cannot be effectively controlled 
or corrected by governmental actions in the area of fiscal and monetary policies. 

I would like to make some comments about the question of wages 
before I finish. 

The work of this committee, too, has certainly shown adequate evi- 
dence, in our opinion, about administrative inflation. That evidence, 
as accumulated, shows that abuse of the power to administer prices 
has been a major inflationary force; that this abuse of power has been 
exercised primarily by a relatively small number of corporations 
that hold dominating positions in certain industries. 

This has been demonstrated specifically, of course, with refer- 
ence to such industries as automobiles and steel, and in more general 
terms with reference to the whole economy. 

We believe, too, that the work of this committee has shown that 
labor costs are not responsible for price increases. With regard to 
that, as we have said repeatedly and continue to say, if there is any 
truth to the assertion, then it is about time that industry put up or shut 
up on the matter. 

We support, too, in essence, the testimony given to this committee 
by Dr. Gardiner Means. We take notice of the fact that he has said: 

I think your committee should take with a good many grains of salt the in- 


dustrywide contention that labor is to a major extent the source of this admin- 
istrative infiation. 
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And he went on to say that this poses for us a major problem, the 
pricing power of modern industry. It goes to the very foundations 
of our free enterprise system, which we all want to preserve. 

On the question of the profits of leading corporations: when Mr. 
Yntema, a financial vice president of the Ford Motor Co. appeared 
before this committee in 1958, he attempted to argue that profits were 
not responsible for inflation, and he produced figures purporting to 
show that profits had not increased between 1948 and 1957. 

Mr. Yntema’s figures at that time were subject to criticism on a num- 
ber of grounds. For example, his base year, his comparison of profits 
after taxes with wages before taxes, and his failure to adjust for 
changes in methods of charging depreciation. 

The most important thing is, Mr. Yntema had lumped together all 
corporations, and we think it would be well to draw particular at- 
tention in this record to what has happened to the companies which are 
dominant in the administered price industries. 

We have taken the profits of the 30 leading corporations, the three 
with the greatest 1947 sales in each of 10 key manufacturing indus- 
tries: primary aluminum, chemicals and allied products, electrical 
machinery, equipment and supplies, food processing, except meats, 
glass products, primary iron and steel, motor vehicles and equipment, 
paper and allied products, petroleum refining and rubber products. 

May I draw your attention to page 24, on which appear the figures 
resulting from this analysis? 

The table shows with regard to sales that between 1947 and 1957 the 
sales of all manufacturing corporations in the United States increased 
by 112.4 percent, but the 30 leading companies which are taken into 
account in this analysis increased their sales in that 10-year period by 
162.8 percent, whereas all other companies increased their sales by 
102.7 percent. So that in 1947, those 30 leading companies consti- 
tuted 16.1 percent of the volume of sales. By 1957 they had increased 
their concentration and their penetration of the market from 16.1 
to 19.9 percent. , 

With regard to profits before taxes, the record shows that over the 
10-year period the profits before taxes of all companies lumped to- 
gether increased by 69.9 percent. 

Again if we extract from the total the 30 leading companies, we find 
that the 30 leading companies increased their profits before taxes by 
181 percent, whereas all other companies increased their profits before 
taxes only by 45.5 percent. The proportion of all profits before 
taxes of the 30 leading companies had increased from 18 percent in 
1947 to 29.8 percent of the total in 1957. 

We are told many times that to talk about profits before taxes is 
misleading. Yet if we take the figure of profits after taxes, it shows 
the same story and a little bit more so. 

Profits after taxes of all companies increased in the 10-year period 
by 52.4 percent. 

But the 30 leading companies increased their profits after taxes in 
that period by 162 percent, whereas all other companies increased 
their profits after taxes by 29.1 percent. 

So that again in 1947, the leading companies had a portion of 
profits after taxes of 1714 percent of all companies in 1947 and 10 
years later in 1957 their portion of profits after taxes was 30.1 percent 
of all companies. 
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On the returns on net worth, there was a total reduction from 16.1 
percent to 11.5 percent in the 10-year period, but practically no change 
for the 30 leading corporations, the volume of whose net worth was, of 
course, increasing. Return on these 30 went from 15 percent in 1947 
to 14.9 percent in 1957, whereas all other companies, having a return 
on net worth of 16.4 percent in 1947, had declined to 10.4 percent in 
1957. 

As a result of this combination of circumstances the total assets of 
all American companies (manufacturing companies, I am talking 
about, in all of these particulars) had increased in this 10-year period 
by 135.3 percent, but the 30 leading companies had increased their 
total assets by 169.7 percent whereas all other companies had increased 
by only 127 percent, and here, again, in 1947 the 80 companies had 
19.3 percent of the total assets. Their share increased in 1957 to 
22 2 percent. 

So that with regard to sales, increasing sales and increasing total 
assets, there is again a striking demonstration of the continued overall 
concentration that is going on in American industry. 

Now, the objections to price hearings, in our opinion, have no 
validity. It is asserted that price hearings would destroy free enter- 
prise. 

We of course vigorously disagree with this. We do not agree 
that the invocation of confidentiality, corporate confidentiality is a 
proper one, because if the assertion 1s true, and we think the record 
of this committee well supports the assertion, that the pricing 
policies of these companies are of tremendous impact upon the nation- 
al economy, and are made without necessary reference to the law of 
supply and demand, then in effect these companies, as this committee 
has said on a past occasion, in regard to General Motors, are akin 
to a public utility in their methods of operation and pricing, but are, 
of course, free from governmental oversight. 

Nor do we think that a mere invitation, as this committee found 
out a year ago, will reveal the necessary facts upon which the Ameri- 
can people can form a sound conclusion. 

This is not only true in 1958; it was also true in the crisis atmos- 
— of 1945-46, when President Truman in the course of the 

eneral Motors strike appointed a fact-finding board, but was not 
able to give that factfinding board subpena powers. As a result of 
that lack of power, the General Motors Corp. representatives walked 
out of its hearings because of a request for the information which 
is the heart of the legislation here proposed. 

Of course, in the 1958 hearings this committee was unable to get 
very essential information with regard to the automobile industry 
that was needed for the American people to determine whether or 
not it were true that the demands of UAW would force a further price 
increase and contribute further to the fires of inflation. 

Now their failure in 1958 to disclose the facts was even more in- 
excusable than in 1945-46, because by this time it had become the 
fashion (which was certainly assiduously followed in these hearings) 
for corporation witnesses to take every opportunity to create the im- 
pression, both by direct statement and by innuendo, that the economic 
gains won by their employees had compelled them to increase their 
prices. 
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Yet when asked to provide the factual data which would support 
or disapprove their charges, they evaded or refused. 

The latest example of this was the telegram received by this com- 
mittee from Mr. Frederick Donner, chairman of the board of the 
General Motors Corp. and its chief executive officer. This telegram 
argues that the proposed legislation has no significance or impact 
which is peculiar to General Motors. General Motors is said to be 
a helpless captive of the pricing policies of its thousands of small 
suppliers. They and not General Motors are said to determine both 
their own prices and General Motors’ prices, The telegram con- 
tinues, this committee already has enough information on GM’s opera- 
tions and General Motors, in any event, is before a grand jury and Mr. 
Donner is taking a trip to Europe. 

Now, these things have got to be weighed against the fact that a 
year ago the automobile industry 

Senator Harr. Excuse me, Mr. Woodcock, may I ask of the staff, 
has the telegram just referred to been made a part of the record ? 

Mr. Dixon. Yes, it was, as well as a General Motors statement. 

Senator Harr. If you will proceed, Mr. Woodcock. 

(The telegram referred to may be found on p. 5756, the statement 
on p. 5852.) 

Mr. Woopcock. Thank you, Senator. 

They refused to make available this necessary information, yet 
they did conduct an intensive public relations campaign designed to 
mislead the public into believeing that the UAW was responsible for 
their price increases. 

We would like also the draw the attention, again, of the committee 
to the rather contrary behavior of Mr. Theodore Yntema, who, as I 
have said, is the financial vice president of the Ford Motor Co. and 
was its chief witness before this committee in 1958. 

We bring this to the attention of the committee because of a story 
appearing in the Wall Street Journal of the 25th of March, 1959, 
which said as follows: 

Theodore O. Yntema, the financial vice president, said that in the period 
from 1954 to 1958 the company has cut the cost of producing an automobile an 
average of $94 a unit. Personnel and salary cuts since 1957 will result in 
savings of $100 million a year, he said. 

Now it is not clear from the quoted statement whether the $94 rep- 
resents a reduction in total costs or in labor costs only. But since ma- 
terial prices did increase considerably in the 4 years in question, and 
since Ford’s depreciation charges also rose sharply during this same 

eriod, we believe it is obvious that the cost savings referred to must 

ave come through reductions in labor costs resulting primarily from 
automation and other technological advances. 

But in any event, no matter what the conclusion from that state- 
ment appearing in the Wall Street Journal, which to date has not been 
refuted, it is an obvious contradiction to the clear implication of Mr. 
Yntema’s testimony before this committee that the economic gains 
of UAW members employed by the Ford Motor Co. compelled Ford 
to raise its prices, and we submit that either the 1958 insinuation or 
the 1959 statement is untrue. 

_ We believe, however, that the recently released figures for the earn- 
ings of the Ford Motor Co. in the first calendar quarter of 1959 would 
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indicate that Mr. Yntema, the stock salesman, who made this statement 
in connection with the Ford Foundation’s sale of 2 million shares of 
Ford Motor common stock, is more nearly the correct one, because 
the figures show that profits before taxes were almost as high in the 
first quarter of 1959 in the Ford Motor Co. as in the alltime peak 
second quarter of 1955, but at that time the company’s production of 
cars and trucks was 25 percent greater. 

We believe that this apparent contradiction should indicate that this 
committee should continue its very valuable work in seeking to obtain 
an acceptable productivity index so that relationship between price 
and wage increases may properly be measured by an acceptable 
standard. 

We would also suggest that an informed public opinion has to 
substitute for the absence of the market forces which operate in the 
textbooks; that with regard to the formation of that informed public 
opinion the technique of cross-examination is as effective a means as 
can be found. 

The chamber of commerce has said in its testimony that if this bill 
should become law, it would carry the danger of causing divisive forces 
in American industry. 

I have never believed that it is necessary for American industry 
always to show a united front on all things. We can remember that 
when Mr. Wilson was the president of the General Motors Corp. a 
few years ago he publicly took the steel industry to task for its refusal 
to increase its capacity, which he said was holding back the economy 
and in particular the automobile industry, and I presume in greater 
particular the General Motors. Corp. 

We would not think it amiss if the automobile industry should 
come into hearings properly held for the purpose of participating 
actively and constructively with regard to the question of steel prices, 
because those prices obviously are a major cost factor in the manu- 
facture of automobiles. et 

Now it is also said that should this become law, that it would dis 
courage price cuts. 

Well, the very same people who allege this, of course, also allege 
we do not need this legislation because competition takes care of all 
things. 

When competition has taken care of it, then it should take care of 
the question of price cuts. 

This would seem to be a back-handed admission that. competition 
cannot be relied upon to do this. If it is true that the public hearings 
provided in this bill would discourage price cuts, a belief which we 
do not share, then we suggest that it could easily be met by providing 
for hearings also whenever the agency is provided with a prime 
facie case for a price cut which companies have failed to make, and 
that the initiation and presentation of such a case could well be a 
function of the Department of the Consumer provided for in S. 1571. 

Dr. Saulnier has asserted that the passage of S. 215 legislation 
would be a long step toward price controls. We believe this would 
only be true if, after such a public mechanism were functioning and 
the facts brought before the American people, administered price 
abuses continued in face of the public knowledge of the pertinent 
facts. Again we refer to the opening statement of Senator Kefauver 
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in which he points out that for half a century the weapon of public 
disclosure has been used as a restraint upon private operations in the 
economic field without leading to price controls or other controls. 

The chamber of commerce also indicates that if the opportunity 
of raising prices unduly is checked that the same thing will be 
achieved in the administered price industries by deteriorating the 
quality of the products they make. 

As a matter of fact, the General Motors Corp. indicates the same 
thing. They indicated it in the statement which says, of course, 
that we do not need this legislation because they are not only in com- 
petition with Ford and Chrysler and American Motors, but also in 
competition for the consumer’s dollar in many, many fields, 

If their basic thesis is true, that we do not need this legislation 
because of the existence of the unseen hand of competition, then 
presumably they could not get away with deteriorating the quality 
of their product, because then competition would begin to take effect. 

This also seems to be a little at odds with the question of corporate 
conscience, because surely corporate conscience would prohibit the 
deliberate deteriorating of the quality of the product to be sold to 
the consumer. We would suggest to the U.S. Chamber of Com- 
merce that if it is really concerned about this matter, it could make 
an important contribution toward minimizing evasion of such a law, 
by adopting and enforcing an ethical practices code for its members 
comparable to that for the affiliates of the AFL-CIO. 

We would like to make certain suggestions for what we think can 
be improvements in S. 215. 

No. 1. We believe there must be a clear definition of the corpora- 
tions whose operations are subject to its provisions. S. 215 without 
question seeks to do this, but we believe that the coverage provided in 
the bill as it stands is too broad. 

We would propose that the hearings procedure be invoked, and 
we make this as a suggestion to be examined in the light of its appli- 
cation and implementation, only with respect to corporations account- 
ing for 25 percent or more of the total sales of their respective 
industry. 

This 25 percent criterion is admittedly arbitrary, but we believe 
any companies which have sales of this amount or more are obviously 
price leaders in their industry and, in effect, determine the prices 
of that industry. 

If the coverage remains at too broad a level, then it becomes sus- 
ceptible to the attacks, the false attacks, of, for example, the National 
Association of Manufacturers, who will come before this committee, 
I would think, this afternoon, claiming that they are only concerned 
about all the small businesses, the only ones which they really rep- 
resent. To make it very clear that the proposed legislation is con- 
eerned only with the largest of American corporations would lay 
bare the falsity of this NAM defense. 

It may be said that if this criterion or anything closely approxi- 
mating it were taken, that it would leave some industries untouched 
ind some companies of considerable size untouched. But we believe 
the actual existence of machinery which could, by act of Congress, 
tertainly be extended much more simply than it had first been put 
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into being, would act as a deterrent upon other industries and would 
have much of the necessary effect. 

We believe this would make the administrative problem a manage- 
able one. It has been our estimate, made by our economic experts, that 
this would bring into consideration from 200 to 250 corporations. 

Secondly, S. 215 contains a requirement for advance notice of price 
increases, but we note that it falls short of the proposition made by 
the author in 1958, the present bill calling for a public hearing to be 
called within 30 days of the time a notice is given, which would mean 
that it would be possible for the price increase to have taken effect 
before the hearings were completed. 

The 1948 bill, of course, provided that contemplated price increases 
be withheld until after the hearing. 

Senator O’Mahoney has pointed out that working people, through 
their organizations, are subjected to a period of no price increase for 
their labor power. Under the Railway Labor Act and the Taft-Hart- 
ley Act a period of time must elapse before any change can be made 
in the economic condition of the people affected. 

Since that period is 60 days, we would suggest this would be a 
highly appropriate one to apply to industry, and would give a greater 
possibility for public opinion to take effect. 

We believe, too, that the administering agency should have full 
subpena power, which of course is expressly provided for in S. 215. 
The entire purpose of this bill, as we understand it, is to bring the 
weight of an informed public opinion to bear in the making of certain 
private economic decisions which affect the public welfare. 

By definition, an informed public is a public supplied with the facts. 
Today, however, the essential facts as to costs, prices, productivity, and 
profits are concealed behind corporate iron curtains maintained by 
what has been described as private economic government. 

We believe, too, there must be provision for publication of the facts, 
and we believe very strongly that in this connection section 6 of §. 
215, which provides for reports, should be strengthened. 

We should like to urge the amendment of this section, first, to pro- 
vide for a report in connection with each hearing held; and, second, to 
require the publication of such report before the expiration of the 60- 
day notification period which we propose. 

We assume it was believed that the prospect of hearings would in 
itself be an effective deterrent to corporations contemplating unjus- 
tifiable price increases. But I think the record must lead us to the 
conclusion that the corporations involved in such hearings will seek by 
every means which ingenuity can devise to muddy the waters so that 
the public will be confused rather than informed. 

It is unfortunate in this connection—and the hearings of this com- 
mittee last year certainly showed this—that corporations in this 
endeavor will be aided by a large segment of our national press. 

Because of this, we think it is imperative that findings of fact be 
made available to the public. I emphasize that we refer to “findings 
of fact,” rather than determinations, because it is impossible at this 
time to formulate criteria, in our opinion, which would form the basis 
for such determinations. 

But, given the facts as to specific situations, we think the public has 
the wisdom and the intelligence to begin to form its own judgments 
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a3 to what is or is not proper conduct under particular sets of 
conditions. 

Out of these judgments in individual cases will come, in time, gen- 
erally accepted standards of proper conduct; and these judgments also 
can form the basis of legislative criteria, should it ultimately seem 
advisable for criteria which can be written into law. 

Thus, we propose that the agency, upon the conclusion of hearings in 
any specific case, would report to the public on such matters as changes 
in the cost of producing the product; the source of such changes—for 
example, wages, material prices, overhead costs, and so forth; the de- 
gree to which cost increases are offset by cost savings, such as those 

owing from advances in productivity ; the effect of the proposed price 
increases upon the profits of the corporations involved ; the effect upon 
those profits if the ascertained cost increases were to be absorbed by 
the corporation; and similar matters which would enable the indi- 
vidual citizen to make informed judgments as to the propriety or 
justification for the proposed price increase. 

We would like to suggest the possibility of the committee consider- 
ing the televising of such hearings as an additional means of bringing 
the facts to the attention of the public. 

We think there can be few questions of greater interest to the 
American people than the question of price increases which affect their 
standards of living and the stability of the American economy. 

We believe the measure must be effectively administered, preferably 
by an agency set up for that purpose. We believe if the functions pro- 
posed by S. 215 are to be effectively carried out, there will have to be 
created an agency with a staff which can devote its undivided atten- 
tion to the holding of hearings on administered price increases, and 
which will be fully sympathetic to the measure it 1s administering. 

Only such an agency can fully develop the skills required for maxi- 
mum effectiveness in eliciting the facts and in presenting them in a 
form which will provide for the greatest possible degree of public 
understanding. 

S. 215 would establish the Federal Trade Commission as the agency 
responsible for conducting the hearings, and we submit that the test1- 
mony and demeanor of the top officials of the Federal Trade Commis- 
sion in the hearings before this committee have revealed that their 
agency would not be likely to do an effective job. 

Mr. Whitney, the Director of the Commission’s Bureau of Econo- 
mics, has gone on record before this committee with the opinion that 
steel wages were inflationary, but that steel industry profits were not, 
over the years 1953 to 1957. 

In this fashion he completely supported the position of management, 
despite the fact that his own figures showed that steel industry profits 
per ton shipped rose substantially more than employment costs per ton. 

As a matter of fact, in the 1946-57 period, profits per ton rose by 
242 percent, while employment costs per ton rose by only 69 percent. 

In hearings on the 6th of August 1958, Mr. Whitney suggested, in 
explanation of a price increase in steel, that the steel companies felt 
that the market “would stand an increase.” We think an agency 
whose chief economist considers it perfectly natural and presumably 
proper that with power to administer prices they should impose any 
increase the market can stand, is a far cry from being an agency 
equipped to do an effective job under the provisions of S. 215. 
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We believe the measure, too, should carry effective penalties. The 
penalty provided in the bill for failure to give required notice of 4 
price increase is less effective than that written into the 1948 bill, 

In that bill, any corporation violating the notice requirements is 
subject to a fine of not more than $5,000, but in addition, any officer, 
agent, or employee of such corporation knowingly and. willfully 
participating in the violation was subject to the same fine or to im- 
prisonment up to 1 year, or both. 

S. 215 carries the same penalty for reprisals against witnesses in- 
cluding the provision for triple damages, but for failure to give notice 
it provides only a penalty of from $5,000 to $50,000 on the corporation 
concerned, with no penalty to any individual. 

We believe this penalty is much too small to be effective. 

For example, with regard to General Motors, even in depressed 1958, 
a $50,000 penalty would have represented less than 214 cents on each 
passenger car produced. 

We would suggest that S. 215 be amended either by restoring the 
personal penalty for willfully participating in a failure to give notice, 
or else imposing a penalty on the corporations in each case equal to 
three times the additional revenues obtained as a result of the price 
increase based upon the physical volume of sales of the commodity 
whose price was increased. 

We would also earnestly underscore the necessity for a consumers’ 
advocate. In this connection, we question the role assigned to the 
Attorney General under S. 215. The Attorney General is concerned 
primarily with law rather than economics. The examinations pro- 
vided for under section 4 of the bill would require great expertise in 
a highly specialized branch of economics if they are to serve their 
purpose, and we suggest that the task of combating administered peo 
inflation is far too important to make it a part-time function of any 
agency, whether the Federal Trade Commission or the Attorney 
General. 

As previously indicated, we believe the consumer should be repre- 
sented in the hearings called for by S. 215, either by an Independent 
Office of Consumers Counsel or by the Department of the Consumer 
which would be created by S. 1571 introduced by Senator Kefauver. 

There is also another alternative which we suggest as a means of 
providing for both hearing agency and for consumers’ advocate in 
a single statute. There are precedents for legislation of this nature 
under the Taft-Hartley Act. For example, there is a General Counsel 
who functions independently of the National Labor Relations Board 
before which he appears as an advocate. 

This suggests the possibility of amending S. 215 to provide fora 
new agency which would receive price increase notifications and hold 
hearings on them, and simultaneously to provide for an office charged 
with the responsibility for preparing and presenting the consumers’ 
case on the issues involved in such hearings. 

With regard to the matter of wages and the hearings procedure, 
when Senator O’Mahoney introduced the predecessor of S. 215 in 
1948, the myth of wage-push inflation had not yet been made a part 
of the folklore of the unthinking by high-powered propagandists 
supported by a press which, with a few exceptions, slavishly echoes 
the party line of big business. 
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It was still a time receptive to the essential truth expressed by C. E. 
Wilson, then president of the General Motors Corp., when he wrote 
in Readers’ Digest for September 1952, and I am quoting Mr. Wilson: 


I contend that we should not say “the wage-price spiral.” We should say 

the “price-wage spiral.” For it is not primarily wages that push up prices. 
Itis primarily prices that pull up wages. 
The only effective antidote we can see to a poisonous falsehood is a 
large dose of fact. The trouble is that in these situations as in the 
automobile industry in 1958, the facts are in the exclusive possession 
of those who are manipulating the myth. 

At the present time they are free to make their charges and then 
to refuse to produce the only evidence that can prove their truth or 
falsity. We, in the UAW, have sought by every means known to us 
to elicit for the benefit of the public the facts as to the actual relation- 
ship, if any, between wage increases and the price increases which 
have been imposed by the auto corporations. We would welcome the 
opportunity which public hearings under S. 215 would provide to 
bring out into the light of day the true causes of price increases in 
the automobile industry. We are prepared to enter the public gold- 
fish bowl along with the auto corporations when they allege that our 
demands are inflationary. 

We believe that labor and management, while obligated to meet 
their separate responsibilities to the workers and stockholders whom 
they respectively represent, have an overriding responsibility to the 
public as a whole. 

We are perfectly willing, when corporations allege that our wage 
demands would compel them to raise their prices, to be subpenaed and 
to submit to the hearings procedure side by side with them. We 
would have no objection to an amendment to S. 215 that would re- 
quire us to do so. 

We believe, however, that wage demands should be involved in the 
hearings only when the corporation or corporations claim that it is 
those demands which would require them to put in effect the proposed 
price increase of which they have notified the hearing agency. 

We recognize that inflation can come at times, for example, during 
a war period, from an excessive demand, including demand from wage 
earners. 

But there are means at the disposal of Government, tax and credit 
control policies, among others, to deal effectively with such an inflation. 

But aside from such situations, wage increases can contribute to 
inflation only if and when they do, in fact, compel the employers 
involved to raise prices. 

Therefore, it is only when wage demands are alleged to create the 
necessity for a proposed price increase that the union concerned 
should be required to be a party to the hearings. It should be free to 
participate voluntarily in the interests of its members as consumers, 
but in the absence of an allegation that its demands would cause 
prices to rise, the union woulld have nothing else to contribute to the 
purpose of the hearing. 

Our current inflationary problem, we submit, is clearly not due to 
an excess of consumer demand resulting from wage increases, but to 
abuse by certain giant corporations of their power to administer prices. 

As a result of the hearings provided for in S. 215, the public would 
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be able to make an informed judgment as to the alleged inflationary 
effects of wage demands, because it would be equipped with the facts 
on unit costs, profits, productivity, et cetera. These facts would be 
made publicly available by requiring the corporations involved to 
participate in the hearings together with the union, and to make 
available data and records that may be pertinent to its allegations 
regarding the union’s wage demands. 

We must emphasize, however, that the hearing agency will have to 
be fully aware of the fact that wage increases may be justified under 
certain circumstances, even if they do cause price increases. 

For example, workers suffering from substandard wages are clearly 
entitled to seek and obtain wage increases, even though those wage in- 
creases do require their employers to charge higher prices. Con- 
sumers have no right to be subsidized at the expense of the welfare 
of the families of such workers and should be willing to pay higher 
prices if that is the only means by which the substandard living con- 
ditions of the workers involved can be corrected. 

Price increases may also be necessary in order to provide a fair 
share in the increasing fruits of our advancing technology to workers 
in industries where productivity improves at a slower than average 
rate. 

Since advances in productivity are socially created, all members of 
a society have a right to share equitably in their benefits, regardless 
of the rate at which productivity increases in their respective 
industries. 

Now, wage increases given to workers in slowly advancing indus- 
tries, even though they may cause price increases for the products of 
those industries, are nevertheless compatible with the maintenance of 
general price stability. A stable price level is the result not of un- 
changing prices for all products, but of diverse movements of prices 
for individual products with increases for some being offset by 
decreases for others. . 

Thus, price increases in industries of slow technological advance, 
or price increases resulting from higher wages in slowly advancing 
industries, should be offset by price decreases in industries of rapid 
technological advance, whose workers generally obtain wage increases 
for themselves related more nearly to the national rate of productivity 
advance rather than to the greater increases in their own productivity. 

Now again, much of the opposition to S, 215 is based upon the 
allegation that the chief part of our postwar inflation has been in 
the service industries. 

The service industries, by and large, if not entirely, fall obviously 
within those industries where the rate of technological advance is 
slower than the social average. 

The reason that the service industries have had the inflationary 
impact that they have had is, we believe, that the rate of price 
increase, 1n some cases a necessary one, has not been offset by price 
decreases in the industries where the rate of technological advance 
is substantially above the social average. 

Now, the fear has been expressed in some quarters that involvement 
of wage demands in the hearings might tend to interfere with collec- 
tive bargaining. This fear could have validity if the conduct of the 
hearing 1s not restricted to the purpose of eliciting the pertinent facts 
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for the members of the public. The hearing agency should be re- 
stricted from entering into the bargaining process; the hearing agency 
should be responsible for maintaining the atmosphere of an impartial 
factfinding proceeding rather than that of a negotiating session. I 
may say also, with reference to 1958 in the automobile industry, that 
when we get from three separate companies allegedly having little to 
do with each other in the formation of their pricing policies or their 
labor policies, within 18 minutes in three separate places in the city 
of Detroit precisely the same offer in precisely the same language, we 
think that free collective bargaining is becoming a misnomer, like 
free competition in certain industries, because what happened in 
1958 in the automobile industry was for all practical purposes an 
industrywide decision, but without in any sense industrywide bar- 
aining. 

: The chief thing that was lacking in the negotiations to bring them 
to an intelligent and orderly conclusion for the good of society was 
the facts which S. 215 seeks to bring out. 

Recently, testifying on behalf of the UAW before a House com- 
mittee, we had certain critical things to say about a bill purporting 
to do some of the things that S. 215 would do. Our support for S. 
215 is, as I have tried to indicate, much less qualified. We firmly 
endorse the bill not only in principles, but in the greater part of its 
substance. We have indicated the points at which we would like to 
see it improved. We hope that those improvements will be made 
and that this committee will report it out in even stronger and more 
admirable condition than it was in when submitted by the respected 
Senator who has devoted so many of his years to the promotion of 
measures which, like this, are designed to strengthen our economy, 
protect and extend genuine freedom of enterprise, and promote the 
well-being of all the people. 

If I may comment just very briefly, Senator, on the statement filed 
by the General Motors Corp. 

Their 10-page statement is, of course, based, as are all the state- 
ments of opposition which I have read, upon the accepted but 
unproven fact that free competition is at work ceecashenas our 
economy and specifically in this conneetion in the automobile industry. 

I repeat this is an unfounded allegation and one which we think 
the facts brought before this committee show to be untrue. 

General Motors Corp. also, on page 7 of its statement, expresses the 
fear that should this legislation come into being, that it would create 
acost-plus philosophy and practice within industry. 

Of course, for the better part of more than a generation the General 
Motors Corp. has had a cost-plus pricing mechanism in which all 
things, including the taxes levied by the Congress of the United States 
and the various States of the Union in which the General Motors 
Corp. does business, are fed back into the costs. Then prices are set at 
a point at which the operation of GM plants for 180 days per year 
yields a rate of profit upon net investment after taxes of approxi- 
mate] _ percent, which in practically all years has been substantially 
exceeded. 

There is also the point made on page 7 that the notice requirement, 
whether the 30 days on which they were commenting on S. 215, or 
obviously evan more sharply if a longer period such as we suggest 
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were in effect, would cause a tremendous rush on the market, and that 
all those persons having knowledge that the automobile industry, for 
example, proposed to increase its prices, would rush out and buy the 
cars then available at the lower price. 

Well, of course, in the last 3 months of the model year, starting on 
the first business day after the 4th of July, it is common practice for 
automobile salesmen, and I presume the corporations have knowledge 
of this, to start luring their reluctant customers by the threat, that the 
new model will obviously carry a higher price tag, and based upon 
the performance of the years since World War II, this is clearly no 
idle threat. 

And certainly we have been getting long telepraphed notices of 
price increases in steel. They run anywhere from 5 to 8 months. It 
has some of the impact that is noted, but very little, and in the auto- 
mobile industry practically none. 

Finally, on page 8, and this again is common to all the statements 
of opposition, the point is made that if he, that is, the dominant 
producer in an industry, did not raise his prices, his higher cost com- 
petitor could not raise his prices either. This, of course, is the ex- 
pression of American cartelism, where the proceeds of the protection 
of the marginal producers go into the private treasury of the domi- 
nant corporations, and obviously constitutes the protection of inefli- 
ciency. This again is a thread that goes through the statements of 
opposition to S. 215. 

Based upon all of these things, Senator, we are hopeful that the 
purpose of this bill as outlined, with the improvements which we have 
suggested and which I think are improvements, will become the 
law of the land. 

Senator Harr. Thank you very much, Mr. Woodcock. I am sure 
that your statement will be read and studied by all members of the 
committee. I would not undertake to analyze by question each of 
the points you made. I want, however, to commend you on pre- 
senting something more than a statement either in favor of or in 
opposition to the bill, based upon general philosophy. 

It has been my impression that not all of the witnesses who have 
appeared in connection with Senate bill 215 have undertaken a de- 
tailed analysis with a specific suggestion for improvement or rejec- 
tion. Some have contented themselves, I think, with a rather broad 
rule-of-thumb application of the basic philosophy, that it is either 
good or bad, in whole or entire. I think it is more helpful to the 
committee in its deliberation to have a presentation which does make 
specific comment on specific aspects of the bill. This you most 
certainly have done and I am sure if the other members were here 
they would express themselves as I have on this, whether they agree 
with your specific recommendations or not. But this is the kind of 
presentation that helps the committee arrive at a conclusion. 

There is one point here—I should have made note of the exact 
location of it—where you called on industry, which in the minds of 
some can be characterized as administered price industries, to put 
up or shut up on their assertions that labor is the source of the in- 
flationary pressures in these industries. I do not have it at hand, 
but I wala call your attention to a chart which was presented to 
this committee Friday last, during the testimony of Mr. Blough of 
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the United States Steel Corp., which I think could be said to be an 
ifer to respond to this “Put up or shut up.” 

I would assume the staff has the chart to which I refer, and it is 
part of the testimony received. coreg ; 

I would assume that the staff would want to inquire into it with 
rspect to your reaction to this Blough presentation which suggests 
that wages have been the principal pressure. 

Mr. Woopcock. May I say, Senator, I should have said this at the 
beginning: 

Senator Harr. Did you see the Blough chart? 

Mr. Wooncock. No. I have with me Mr. Nat Weinberg of our 
gecial projects division of the UAW and I inquired of him. He has 
jot to this point seen the chart, either. 

Senator Harr. If either you or Mr. Weinberg would care to com- 
ment on it now in the record, or if it has been called to your attention 
just now, would care to submit for the record your interpretation of it, 
itwould be helpful, I know it would be helpful to me. 

Mr. Woopcock. Just a casual glance Senator this goes again to 
limping together all corporations without specific reference to the 
{0 dominant companies in the 10 administered price industries we 
ried to meet that, but we would like to study the Blough chart a little 
bit further and submit a brief statement. 

Senator Harr. The record will be kept open for such comment or 
inalysis as you would like to make with respect to it. 

You are familiar, too, or perhaps you are familiar, with the posi- 
tion taken by Mr. MacDonald of the United Steelworkers who testified 
arlier at these hearings. 

As I recall it, at the root of his statement in opposition to the bill 
vas the statement that this would’ be a step which would lead 
wentually to Government control of wage negotiations. That was 
the fear expressed. 

You have made reference in your statement to this general theory. 
But explicitly, let me ask you this question: Whereas, Mr. MacDonald, 
if I understood his testimony, objects to S. 215, because it would 
kad to the day when Government would fix wages, you, on behalf of 
the United Automobile Workers, do not entertain that apprenhension, 
im I correct, in that? 

Mr. Wooncock. Well, as I understood Mr. MacDonald, from read- 
ing his statement, he was advocating that the larger study now under- 
way be concluded before any final opinion is made. He did express 
he fear that you mention, as I read it. 

The way we see this, the whole question of the matter is before the 
American people, but in a most distorted and confused form, and we 
veleome this legislation because we think it will bring before the 
American people the facts of the situation. 

We do not believe that any more than public disclosure over the half 
‘tntury, to which Senator Kefauver referred, has brought controls, 
will disclosure with regard to wages bring controls. Other things, 
‘fcourse, which have brought controls in the past, war for example, 
vhich is another matter, would bring them again. 

We see absolutely no reason to be afraid of the facts. We cannot 
get them privately. The companies will not give them, and the only 
tteourse left is to be able to get them through governmental means. 
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As a matter of fact, if I may add, Senator, our basic point and the 
thing we tell our members, is this: If we are asking for something 
which is bad for the community and the nation, then we should not 
be asking for it, and if we mean that and we have said this now for 
going on 20 years, we, as a union, and I am speaking now only of 
UAW, have no basis for objecting to this sort of proposal. 

Senator Hart. I would think when the textbook writers try to 
describe a position that is taken in the broad public interest, they 
might seriously consider citing this as an example. 

The fact that you, at least at the moment, would take the position 
that Government has no business fixing wages would not be the basis 
for concluding that Government has not an obligation to inform the 
public with respect to wages. 

Mr. Woopcock. That is correct. 

Senator Harr. So you would disagree with the corporate spokes- 
man who says that since the Government does not fix prices or profits, 
and ought not, therefore the Government should not inquire with 
respect to the factors which make for prices and profits. 

Mr. Woopcock. Not with regard to the companies that would be 
within the purview of S. 215, and certainly within the purview as we 
have suggested it be changed. 

These are not private things. These are things of the utmost public 
importance. They affect the Government, they affect all of us, and 
4 men here, 6 men there, 10 men in the other place, should not have 
this terrible responsibility and power which they are presently exer- 
cising, which has its impact upon 170 millions of Americans and their 
Government. They should not have it, I want to add, without the 
restraint of public opinion, which is all that this bill proposes to bring 
into the situation, which does not now exist. 

Senator Harr. Mr. Weinberg, did you care to add anything to Mr. 
Woodcock’s statement ? 

Mr. Wernzerc. No, I do not think that is necessary, Senator. I do 
think, though, in relation to this United States Steel chart, which I 
have had a little more time to look at, that our 30-corporation analysis 
meets the problem directly. 

It is the practice of big corporations when this issue is raised to 
hide behind the smaller profits or the losses of small firms, including 
firms that have gone out of business. 

Senator Kefauver pointed this out in connection with Mr. Blough’s 
testimony the other day, I believe. And this is really confusing the 
issue. If you want to see what happens in the area of price admin- 
istrations of this economy, you have to look at the profits of corpo- 
rations that exercise, and in our judgment abuse, the power to admin- 
ister prices, and not the profits of corporations generally. 

As we point out in our statement, since the prices of the admin- 
istered-price corporations are in many cases costs to other corporations 
operating in competitive markets, the pricing practices of the admin- 
istered-price corporations merely serve to divert to their own treasuries 
part of the profits that would otherwise be enjoyed by their customers, 
corporations operating in competitive markets. 

So that overall profits obscure the picture and tell us nothing about 
the issue that we are concerned with. 
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Senator Harr. In the event, and I think this is the case, I did not 
identify the precise charts that I cailed to the attention of the witnesses. 
There are two captioned “Net National Product Components, 1940- 
47-58” and “The Nation’s Wages versus Corporate Profits for the 
same period, both identified as from United States Steel Corp.’s 1958 
annual report, and which were made a part of the record of these 
hearings in the course of the testimony of Mr. Blough. I would in- 
vite questions on behalf of Senator Dirksen. 

Mr. Peck. Thank you, Mr. Chairman. I have two questions I 
would like to address to Mr. Woodcock. 

On page 26 of your statement, sir, you quote an editorial statement 
taken from page 104 of this subcommittee’s automobile report in 1958, 
concerning the likeness of many large companies to public utilities. 
Then you suggest that the cost data of public utilities cannot be con- 
cealed from the scrutiny of public officials and neither can we afford 
to permit concealment from the public of the data underlying the 
price decisions of the executives of giant corporations when those 
decisions have such far-reaching effects upon the economic welfare of 
all Americans. 

My question, sir: Do you actually feel that companies as large as 
those in the automobile industry, with which you are primarily con- 
cerned, do actually amount to the same as public utilities and should 
be treated virtually the same? 

Mr. Woopcock. We are not suggesting they be treated in the same 
fashion, sir. We are simply drawing the conclusion from this para- 
graph, which we have quoted, that they certainly act in their pricing 
policies in precisely the same way as public utilities would, were they 
free from public regulation. 

We are not proposing that General Motors or any other corpora- 
tion be subject to public regulation in that fashion; but simply that 
they make known all of the facts of their economic existence from 
which they make their price conclusions. Only four men in the Gen- 
eral Motors Corp. make those conclusions. They can do anything 
they want after the public has had an opportunity to digest those 
facts and react to them. 

Mr. Peck. We have, in the past, heard testimony from Dr. Walter 

Adams who suggested that companies of a certain size be regulated 
in somewhat the same manner as public utilities. Dr. Adams sug- 
gested a bill which would parallel the Public Utility Holding Com- 
pany Act, so that corporations would have to justify their existence 
after having reached a certain size. 
_ We have heard testimony along that line, sir, and I was just wonder- 
ing from your language here, if you feel that the pricing practices 
of large industrial organizations such as the automobile companies, 
should be regulated in the same way as public utility pricing prac- 
tices are. 

Mr. Wooncock. We would have every 

Mr. Peck. I narrow my question. 

Mr. Woopvcocx. We would have every hope that if there are a 
legal provision to get all of these facts before the public so that the 
restraint of public opinion could exert its influence, this would, in 
effect, be the equivalent of the competive factor in the market price 
industries, and we would not go beyond that point if it solved the 

35621—59—pt. 11——17 
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problem. But if there were complete abuse and highhanded disre- 
gard for what the law called for, then what further remedy would 
be needed no one could possibly predict, certainly not we. 

Mr. Peck. All right, sir, we have one further question. We heard 
testimony the other day suggesting that it might be a good idea to 
wait for the results and conclusions of the studies now being conducted 
by the Joint Economic Committee and the Vice President’s Cabinet. 
Committee, before any such procedure as contemplated by Senate 
bill 215 go into operation. 

Would you have any comment upon that, sir? 

Mr. Woopcock. This has been our essential position, sir, for 17 
ears, and we are getting a little tired of waiting. We think this 
ill, with the neuuanie we suggest, is a perfectly adequate vehicle 

and we think the facts are in, the testimony is in which proves its 
necessity. We would believe that the time of waiting is past. 

Mr. Pecx. Thank you very much, sir. Thank you Mr. Chairman. 

Senator Harr. Mr. Chunabies for Senator Langer. 

Mr. Cuumertis. I have just one question, Mr. Woodcock. So that 
the record would be complete, Senator Langer would like to know 
your opinion, as to an amendment to this bill requiring that before 
a wage increase would go into effect, you would be required to also 
notify the agencies of a price increase? 

Mr. Woopncock. So far as our own union is concerned, operating 
under the Taft-Hartley Act, we are, of course, required to file a 60- 
day notice of our intention to make both economic and noneconomic 
changes. With regard to the provisions of this bill, as I have said, 
if there were allegation by an employer covered by the bill, that 
economic demands we were making would force that employer to 
increase prices, then we are perfectly willing to have the bill amended 
to make us also a party to the proceeding to defend ourselves, if 
we can, to show what we are asking is proper. 

Along, of course, with the provisions that would be in the bill 
requiring that employer to make all the pertinent facts available so 
that there could be before the bar of public opinion full opportunity 
to weigh the relative merits, 

Now, we would not be prevented from pressing for those economic 
demands, the employer would not be prevented from increasing his 
price after the process was completed. But obviously if the facts were 
against us, then to do so we would be flying in the face of public 
opinion, and we think the record of our union shows that we have 
taken full cognizance of public opinion. 

Mr. Cuumeris. Of course Senator Langer’s suggestion goes a little 
bit beyond your statement. It woulld require the unions to do the 
same thing that the concentrated industries would be forced to do if 
they were asking for a price increase. In other words, if you were 
asking for a wage increase, before any price increase were noted, you 
would have to file. You would be placed in the same position as 
industry—if you asked for a wage increase you must. file and show & 
justification. Then if industry asks for a price increase, they must 
file and make a justification. That was the proposal, Senator Langer 
would like to have your views on. Would you be for or against such 
an amendment ? 
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Mr. Wooncock. We already file and as I have said, we would, as 
far as the UAW is concerned, accept an amendment which would pro- 
vide in the event of our demand, that if an employer covered by this 
legislation would assert that the granting of those demands would 
require a price increase then we would also be a party, automatically 
a party, to those proceedings. 

Mr. Cuumpris. Yes, but that still does not answer the question. 

Mr. Wetnperc. May I say this? Perhaps it will answer your 
question. 

I think we have to distinguish between an inflation that flows from 
an excess of demand in relation to supply, and an inflation that flows 
from abuse of power to administer prices by corporations that are 
in a position to administer their prices. 

This legislation is directed toward the latter type of situation. 

Where you have an excess of demand, as we point out in our state- 
ment, there are adequate means at the disposal of Government pres- 
to deal with it through monetary and tax policies. 

Where you have an administered price situation, then a wage in- 
crease can contribute to inflation only if it brings about price increase. 

So we propose that wages be brought under this legislation only 
when it is relevant to the purpose of the legislation; namely, when 
the employer files a notice that he proposes to increase his prices as 
a result of wage demands filed upon him by the union. 

Otherwise, it would make no sense in the context of this legislation 
for the union to file a notice with this agency of its proposed wage 
increases. As Mr. Woodcock has pointed out, we are required by law 
to file 60 days advance notice of our wage and other demands at the 
present time. 

Mr. Cuumeris. Thankyou. 

Senator Harr. For Senator Wiley, Mr. Kittrie. 

Mr. Krrrriz. I just really wanted to go back to the question of the 
public utility, if I may, because I think it is rather interesting. 

You were saying that these large corporations in their pricing 
eg are similar to the pricing policies of public utilities and there- 
fore you think that the same role should be played by Government 
in possibly finding out why prices go up, and so on. 

_Isn’t the real difference between public utilities and other corpora- 
tions the fact that public utilities are afforded special protection 
by the Government? I mean by that they are given a franchise 
which really provides for a monopoly. This is the real difference 
between public utilities and other corporations. 

_These corporations, although maybe in the setting of prices exer- 
cising similar powers to those of public utilities, still are not guar- 
anteed by the Government that they will be the only company in 
business. Don’t you find some basic difference between public util- 
ities and these corporations ? 

Mr. Wooncock. Of course, this is true, they are, in effect, I suppose 
you would call them a natural monopoly and therefore have regulated 
prices. 

The observation made here, as I read it, by the committee and the 
conclusion we draw from it is not the notion of regulation, but that 
the methods employed by General Motors in calculating prices are 
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the same as those followed by the public utility in connection with 
a public utility commission. 

But there the similarity ceases, and also the ground rules. How 
much return should be obtained is considerably different between a 
public utility and General Motors. Four men make the decisions in 
General Motors and make it privately, and only the results of their 
decisions become known even to their stockholders. 

We are suggesting, not regulation, but that the facts upon which 
they base their decisions should be made known to the public so 
that there can be the restraint of public opinion, not the coercion of 
Government, if I may use that phrase, but simply the restraint of 
public opinion. 

We are not suggesting regulation as it is applied to public utilities, 

Senator Harr. Mr. Dixon, committee counsel. 

Mr. Dixon. Mr. Woodcock, Senator O’Mahoney has observed here, 
that the steel companies are engaging today in widespread advertis- 
ing campaigns to inform the public of their position, looking forward 
to the coming collective bargaining conferences that are to be held, 
and that the Steelworkers Union 1s also engaged in the same prac- 
tices. He observed that the purpose of his bill was really to get at 


the true facts rather than to have the public exposed only to the views 
of management on the one side, and labor on the other. 

Do you see the purpose that the Senator has in mind for this bill, 
S. 215, as being more advantageous to the public than what the public 
is getting today? Today they are getting the views only of manage- 


ment on one side and Jabor on the other. 

Mr. Woopcock. Even if it could be assumed that advocates in what 
is obviously a conflict give only pure and unvarnished truth to the 
American people, there would still be a feeling on the part of the 
average citizen—I am sure I react this way in other circumstances— 
that such publicity is a self-serving statement and therefore take it 
witha grain of salt. It would have not the desired effect in the forma- 
tion of public opinion even if all the facts were laid out. These are 
mostly propagandistic devices where assertions are made, and so on. 
It is certainly not the same at all. 

Mr. Dixon. Certainly today, through this type of campaign, the 
public’s opinion is being molded. Would you not agree with that?! 

Mr. Wooncocx. I am very much aware of that. I was a victim of 
that molding in 1958 for 7 long months on the fifth floor of the General 
Motors Building. I can well testify as to how well public opinion is 
molded in these things. Which is why we as a union think now more 
than ever that we need the facts before the American people, because 
we would like a small chance to have the people understand the facts. 
We can’t get those facts. We can’t get them at the bargaining table 
or any other place. They are closely guarded secrets, held inviolate, 
but they are things that determine or should determine what goes on. 

Mr. Dixon. As Senator O’Mahoney points out, at least for a num- 
ber of years, each time a price increase is announced in a basic industry, 
it is very closely followed with the explanation, “We had to do it be- 
cause labor forced us to do it when labor costs went up.” That is 
what the public is being told today by every basic industry each time 
a change. Due to this advertising campaign that is going on in 

asic industries by the management and unions concerned, the public 
is not getting a true picture. 
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Would you agree with that sir? 

Mr. Woopcock. There isn’t any question that this is going on. The 
objective of this bill, and the real reason we support it is that it 
proposes to put before the people the hard facts in the place of self- 
serving opinions. 

Mr. Dixon. Do you think the public is capable of standing the 
truth ? 

Mr. Woopcock. I would sincerely hope so. In much greater things 
than this they have been capable of standing the truth. I think this 
notion that the American people can’t stand the truth is a fashion 
that dates from about 1958. It didn’t happen before 1953 to this great 
extent, and unfortunately it has become a fashion in many other areas 
of public life. Take a look at what Mr. Wilson said back in 1952. He 
didn’t say any of this nonsense. Although he is still a GM director 
he is not saying anything to the contrary. How can Mr. Yntema 
come down here and make the insinuations and innuendos he made and 
then turn to the investment bankers and say Ford has reduced 
costs by $94. Something is amiss. The American people are entitled 
tothese facts. If the economy of this country is to do the things it has 
to do and shield us and the free world from the Communist threat, 
then we have got to have these facts. We cannot continue the en- 
croachment upon and erosion of our economic welfare in the fashion 
it has been going on in the last few years. 

Mr. Dixon. Mr. Woodcock, I am impressed by your compilations 
on page 24 with respect to the 30 leading corporations. Would you 
conclude from that compilation that concentration is increasing in our 
economy ? 

Mr. Woopcock. I think when you take a look at the increased pene- 
tration of sales and also the increasing concentration of total assets, 
no other conclusion can be reached. 

Mr. Drxon. When Dr. Simon Whitney, the Chief Economist of 
the Federal Trade Commission, was recently before this subcommittee, 
I very definitely was left with the impression that he does not agree 
that concentration in our economy is increasing. 

Would you agree with his conclusion ? 

Mr. Woopcock. No, sir, I would not, because to agree with his con- 
clusion—and I normally don’t like to disagree with people—would be 
to iW in the face of the facts as I see them here. 

r. Drxon. Mr. Woodcock, you made several suggestions with re- 
spect to improving S. 215. Your point 1 I want to leave entirely 
to Dr. Blair, because Dr. Blair is most familiar with the concentra- 
tion study and also the classification of industries generally by the 
accepted classified method. 

But I want to go to your point 2. On page 31, you suggested that 
advance notice of price increases must be required from companies 
covered by the measure. Under that point you said that Senator 
O'Mahoney, in his 1948 bill, provided that price increases should be 
withheld until after the hearings. Then you make the point that that 
30-day period would not be adequate and you suggest, I believe, 60 


days. 

. The other points that you raise, I think, are well taken. Certainly, 

if this were ever enacted into law, at such a hearing the point would 
arrived at very shortly when management might say, “We must 
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raise our prices because wage demands in the contract which we have 
just negotiated make our costs go up to such a point that if we are 
to protect our profit margins, if we are to have the money to expand 
anit do everything that is desirable from our viewpoint, we must raise 
prices.” 

As soon as that issue is raised the question as to whether the allega- 
tion is true or not is in the fire. 

Heretofore, whether in a court of law, whether in an administra- 
tive procedure before an administrative agency, whether before a legis- 
lative body such as this subcommittee, when the question of costs is 
raised, and the person who raises it is asked to substantiate this charge, 
immediately the point is raised, as you say in your statement : 

This is confidential information, it would be harmful to any company as an 
individual to lay my costs on the table before my competitors. It would put 
me at a competitive disadvantage. 

The question is raised whether this bill, if rewritten to extend the 

eriod from 30 days to 60 days, would not likely overcome that prob- 
em, because when the Federal Trade Commission, as provided by this 
bill, would exercise its power of demand through subpena, there is still 
due process under the law. 

You could not enact into law, in my opinion, a statute that would 
set aside due process. I think it would not be desirable. But if the 
company resisted such a subpena, it would take quite a bit of arguing 
before that body, until all appeals were concluded and until final de- 
cision was reached before that body, and then, sir, under due process 
from that body, it would be appealed to the courts, first to the circuit 
court, then to the Supreme Court. 

So whether or not the period is 30 days or 60 days, when we are talk- 
ing about information that might be considered confidential, I don’t 
really think the period of time would solve it. 

Do you understand my point? Do you have any suggestions?! 
Would you suggest that the bill be rewritten in some way to try to set 
aside due process? You would not have that set aside, would you? 

Mr. Woopcock. No, sir; I would think that in the beginning there 
may be the difficulties that you envisage. But after court review, there 
would be certain procedures and methods which would become ac- 
cepted. First under the Wagner Act and then subsequently under the 
Labor-Management Relations Act, administrative procedures, which 
were initially challenged are now practically universally accepted, and 
I think the same thing would happen here; 60 days is no cure-all by 
any means, and the only reason we suggest 60 days is because it is 
analogous to the notice period which the labor side is now required to 
give. 

Mr. Drxon. As I view the 30-day period in the bill, it is an executive 
stay. It just says that for 30 days you can’t raise prices; you have to 
wait at least 30 days. If it were extended to 60 days, then you would 
have to wait 60 days. If you did what the O'Mahoney 1948 bill did, 
you would have to wait until the hearing was concluded. That cer- 
tainly is a problem to be considered. 

If I understand Senator O’Mahoney’s purpose in this bill, whether 
it is 80, 60, or whatever number of days, certainly companies must wait 
30 days and then they must go through this procedure, whether it takes 
30 or 60 days, or how long it takes; they must justify the raise. 
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Is it your desire, or the desire of your union, that the raise should 
not be put into effect until the hearing is finally over? 

Mr. Wooncock. We are suggesting the 60 in place of the 30 in the 
hope that after things have shaken down, and this may take a period 
of years, as it has with other types of legislation, within that time 
normal hearings would be completed and the force of public opinion 
would have had a chance to operate. 

Mr. Dixon. Your point 4 led me to ask that question because you 
indicate there that there should be publication of the facts of the hear- 
ing within the 60-day period. 

point out to you that if these hearings would follow the normal 
course, it would take more than 60 days before the hearing would be 
concluded, if they would avail themselves of all of the due process 
that is available to them. 

Mr. Woopcock. If that were true, yes, sir. 

Mr. Dixon. You suggest that it would be well to televise the hear- 
ings. I know of nothing that would prevent the Federal Trade Com- 
mission from forbidding that its hearings be televised any more than 
any legislative body or any court body. In this respect 1 would cer- 
tainly view this bill as being a grant of legislative power to the Federal 
Trade Commission, in its truest sense. It would not be in the sense 
of an adjudication, because it would merely be in the sense of a fact- 
finding operation, an operation of an open public hearing, with no 
teeth in the bill in the sense that after the hearing was over with, the 
Commission could not say, “You may or you may not go through with 
this announced price increase.” 

This bill delegates to the Federal Trade Commission the right of, 
say, this subcommittee to do the same thing, also recognizing that the 
Federal Trade Commission can use the extraordinary powers of sub- 
pena which they already have. 

As Senator Kefauver pointed out here, the Federal Trade Commis- 
sion already has this power today. It has it through section 6, section 9, 
and section 10 of the Federal Trade Commission Act. It could hold 
the hearing today. This bill would merely say that it doesn’t have 
any more discretion. It has to hold a hearing in those instances where 
the requirements clause of S. 215 is met. 

You suggest on page 34 that it would be more preferable to set up a 
special agency for this purpose. You realize, do you not, sir, the diffi- 
culty that in setting up a special agency, the problem of giving to that 
agency the powers which the Federal Trade Commission already has 
would be rather a difficult point to overcome. 

Mr. Woopcock. We recognize the difficulty in considering the array 

of the witnesses against this bill. There are other difficulties against 
the bill as it stands. But the very fact that the FTC has this present 
power and. is not using it, despite the record made by this committee 
and drawn to its attention, specifically drawn to its attention, which 
they do not notice as a complaint, is one of the things leading us to 
the notion that this should be a separate agency. 
_ Now, the attaining of the objectives set forth in S. 215 is a mighty 
Important one, and against which important forces are arrayed. And 
adding a little more difficulty I do not think is going to add too much 
tothe job which still has to be done. 
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Mr. Drxon. Let’s see if I can clarify your thinking on this. Is 
your objection more to the Federal Trade Commission officials than 
to the basic law ? 

Mr. Wooncock. No. Primarily we do not think this very big job, 
tackling some of the most powerful forces in the country, can be a 
part-time function. That is primary. 

Second, the opinions and the lack of action of the Commission, as 
now constituted, are also a part of our reaction, yes. 

Mr. Drxon. Since 1914, the Federal Trade Commission has been 
wrestling with the same problem, perhaps not adequately, but it has 
that vast experience behind it. It has a staff already in existence. 
Don’t you see any advantages to utilizing an agency with that much 
of a background as against the creation of a new agency with the 
difficulty of appointment of a staff, and all the attendant problems 
which go with that ? 

Mr. Woopcock. Well, as I have tried to point out, when they start 
with a conclusion that steel wages are inflationary but steep profits were 
not in the very years that we think the record is so clear that it has led 
to the necessity to adopt this legislation, we would be most reluctant 
to see them administer this legislation. 

Mr. Dixon. Would it be proper for me to ask you, Mr. Woodcock, 
whether you do not refer to personalities to the officials presently 
directing the agency? For instance, you pointed to Dr. Whitney, the 
chief economist ; you emphasized that these are his public views. But 
that means personalities. 

If a new agency were created and Dr. Whitney was appointed chief 


economist of that agency, would you not have the same problem ? 
Mr. Wooncock. That would be possible, sir, but presumably a man 
of honor—and I am sure Dr. Whitney is—in accepting the post would 


accept all the things that go with it, which would be the prosecution 
of the things for which the agency was created. 

Mr. Dixon. It must be assumed he did that when he accepted the 
with the Federal Trade Commission, sir, because the responsi- 

ility was there, also. 

Mr. Woopcock. Except, sir, that Mr. Gwynn, the Chairman of the 
Commission, has said “high prices or low prices are not essentially 

art of our job, nor are igh wages or low wages.” So when Dr. 
hitney states his opinion, it has nothing to do with his functioning 
as the chief economist of the Federal Trade Commission. 

But if he accepted a similar job with the agency we suggest, it would 
be an ae different thing. Our whole public life rests on the 
supposition that men are men of honor, who accept the obligations 
that go with their acceptance of posts, despite some private misgiv- 
ings they may have. 

Mr. Drxon. The purpose of S. 215 is to tell the Federal Trade Com- 
mission that this is their business. It is to tell them in legislative 
language, “This is your business and your responsibility.” 

Senator Harr. Dr. Blair. 

Dr. Buarr. [have only a few questions. 

The first goes to the discussion on page 27 of the differing statements 
by Dr. Yntema of the Ford Motor Co. 

In the subcommittee’s report on automobiles, on page 126, there are 
presented figures showing the net profit per car of the Ford Motor Co. 





3 been 
it has 
stence. 
much 
th the 
»blems 


y start 
S were 
as led 
uctant 


dcock, 
sently 
+, the 

But 


| chief 
12 

a man 
would 
cution 


ed the 


ponsi- 


of the 
tially 
nm Dr. 
joning 


would 
om the 
ations 
Lisgiv- 


-Com- 
slative 


ADMINISTERED PRICES 5437 


These are profit data obtained directly from the Ford Motor Co., and 
are understood to represent profits flowing from its automotive opera- 
tions as distinct from its operations in other industries. 

It will be noted that the profit per car in 1954 was $88 and in 1957, 
$85. In other words, there was practically no change in profits per 
car during that time. 

If I understand the import of the discussion on pages 27 and 28, it 
is that there has been a reduction, according to Mr. Yntema’s latest 
statement, in the cost of producing an automobile by an average of 
$04 a unit. 

Is the implication that profits per car—— 

Senator Harr. I must interrupt and announce the suspension of 
hearings at this point. 

As you are familiar, or those who are familiar with the Senate rules 
know, it is required that the committee, in order to sit during the 

riod that the Senate is in session, must obtain the approval of the 
Relate. This we asked, and have just been advised that there is an 
objection to the committee continuing to sit. This objection is suffi- 
cient at this point to terminate the hearings. There will be no hear- 
ings this afternoon, and I have asked the staff to advise the witness who 
has been asked to come. 

(The prepared statement of Mr. Woodcock in full is as follows :) 


STATEMENT BY LEONARD Woopcock, Vice PRESIDENT, UAW 


Mr. Chairman and members of the committee, it is a particular pleasure to 
appear before your committee in support of S. 215, introduced by Senator 
O'Mahoney, because it is in large part the excellent work of this committee and 
its staff in laying bare the extent of price administration in our economy, and 
the dangers presented by administered price inflation, that has succeeded in 
educating many millions of our fellow Americans, including, I hope, your congres- 
sional colleagues, to an understanding of the need for a new approach to the 
problem of maintaining stable prices. When Senator O’Mahoney first introduced 
a bill similar to this, in 1948, our economy was suffering sharply from an infla- 
tion which most of us hoped would prove to be temporary. But the Senator from 
Wyoming was sufficiently farsighted to see a permanent threat of continuing in- 
flation in the abuse of administrative price power by a relatively few giant cor- 
porations, each so dominant in its industry and so powerful economically as to 
be able to insulate itself effectively from normal competitive market forces. 


THE REAL ISSUE OF 8. 215 


Implicit in these hearings on the O’Mahoney bill is the very basic question: 

Who runs this country? Is the United States ruled by the American people, 
their elected representatives in Congress, the White House and the courts? Or 
is de facto power vested in the hands of a few executives of monopolistic billion 
dollar corporations able to set aside the law of supply and demand and to sub- 
stitute a system of administered prices designed to yield extortionate and eco- 
a unhealthy profits at less than full production and full employment 
evels ? 

This implicit issue quickly becomes explicit when, as happened in this com- 
mittee’s administered price hearings 1 year ago, these monopolistic corporations 
are requested to furnish the committee with hard facts, the arithmetic about the 
costs of producing a ton of steel or an automobile. 

It became explicit when G.M. board chairman Donner sent this committee a 
lengthy telegram refusing to appear at these hearings. 

The answer is always the same; what these giant corporations choose to do is 
none of our business, it is none of your business, it is none of America’s business. 

We are supposed to guess and estimate; you are supposed to guess and esti- 
mate the various cost factors in a $2,500 automobile in an attempt to debate with 
these monopolistic corporations the question of responsibility for the price and 
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profit gouging that, in our opinion, contributed largely to the onset and the con- 
tinuance of the 1958 recession. 

We are accused of having brought on price increases by making wage demands 
beyond the capacity of the industry to pay without increasing prices. 

Yet the corporations which spend millions in propaganda campaigns to fasten 
this false charge upon us refuse to produce the facts which alone can provide 
the basis for determining the truth or falsity of such charges. 

The reason given for the refusal, including the contemptuous refusal of the 
steel corporations and the Big Three automobile producers to furnish this com- 
mittee with facts about their costs, is always the same: 

To do so would be to violate and destroy the “free enterprise system at 
its very heart.” 

This is the sort of excuse that was thrown at us when we testified recently 
before a House committee in support of the purposes to which 8. 215 is directed. 
Undoubtedly it will be thrown into these hearings, if it has not already been 
done. 

The “free enterprise’ argument gets us to the heart of the matter. The 
administered price system, as it operates in crucially important areas of our 
economy, is neither “free” nor “enterprising,” as has been abundantly demon- 
strated by the work of this committee and its highly capable staff. It is a 
direct negation of ‘‘free enterprise’ and a force tending to undermine the free 
enterprise system. It is precisely for this reason that ways must be found 
under our Constitution to make those in a position to indulge in administered 
price abuse submit to measures that will deter them from wielding their 
enormous economic power in a manner inconsistent with the public interest. 


WE MUST NOT PERMIT A “PRIVATE ECONOMIC GOVERNMEN'T”’ 


Were growing concentrations of monopolistic economic power to continue to 
enjoy immunity by masquerading as free competitive enterprises, they would 
end by taking over effective control, first of the production-distribution-invest- 
ment sectors of our economy and, as protection for the flanks of that seizure of 
economic power, an accompanying extension of influence and control over our 
entire political life and apparatus, including the media of communication. 

We are sure this is all a familiar story to Senator O’Mahoney, who was 
chairman of the pre-World War II Temporary National Economic Commission 
(TNEC), which made a thorough examination of concentration of economic 
power nearly 15 years ago. 

Introducing his bill in 1948—a bill to check inflation and aid in preserving 
a competitive economic system by reqniring publicity of the pricing policies 
of certain large corporations—Senator O’Mahoney pointed out that as early 
as 1937 there were 121 basic products in common use throughout the United 
States by business or by consumers, in which 75 percent of the output was 
manufactured by not more than four companies. He said: 

“When three or four giant corporations can fix the prices and the supply for 
the basic commodities in daily use by 140 million Americans—and this is the 
situation—it is time to realize that the people of the United States have become 
the subjects of private economic government over which their Congress declines 
to exercise any restraining influence, although it has the constitutional power 
to do so.’”’—Congressional Record, July 28, 1948. 

We take it that Senator O’Mahoney’s knowledge of the habits of monopolistic 
corporations during TNEC’s days and in subsequent antitrust and monopoly 
investigations led him to put teeth in his bill, S. 215, in sharp contrast to the 
invertebate character of another bill (H.R. 4870) on whch I recently testified 
before a House committee, which, it seems to us, lacks not only teeth but also 
skeletal structure and a central nervous system. 

8. 215 shows that Senator O’Mahoney knows that the monopolistic corporate 
giants will not come before this committee nor before any administrative agency 
with the essential facts about their prices, costs, and profits unless they are re 
quired by subpena to do so and unless they are confronted with substantial 
penalties for contemptuous defiance of such committees and agencies. 

The cult of corporation worship goes beyond the romantic confusion of monope- 
listic systems of administered prices with the rugged individualism of a genu- 
inely free enterprise system based on open competition. 

We anticipate that, if the argument has not been made already, you will 
recognize in the testimony of the industry witnesses who appear before you 
this line of reasoning: 
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1. When all is said and done, wage increases do provide a good public 
relations excuse for price increases, so they are going to be followed by 
price increases; there is nothing that you or the Government or anyone 
can do to block this sequence; therefore, as a practical matter, wage in- 
creases are going to cause price increases, aren’t they? 

2. Not only have employers—all employers, whether small independent 
competitive businessmen or monopolistic corporate giants—the divine right 
to keep the facts about their costs, prices, and profits locked under the seal 
of sacred confidentiality, but such immunity is in the public interest because 
out of their profits flow : 

(a) Fifty percent and up in taxes to support the Government ; 
(b) Money for investment in new plant and equipment ; 
(c) Grants and endowments for the advancement of education, sci- 
ence, the arts and all other branches of human knowledge and culture, 
e.g., the Ford Foundation. ) 
We have been through this dreary routine before, in the House hearings 
and in public discussions over the year. We expect to go through it again. 
We are prepared to say with Senator O’Mahoney that subjugation of the 
American people and their Government to a “private economic government” by 
concentrations of economic power manipulated by a few corporate giants is likely 
to be the end result of our continuing to allow a system of administered prices 
to immerse and hide itself in the romantic immunity bath of a free competitive 
enterprise system that began to disappear in 1871 when John D. Rockefeller 
obtained the charter for the South Improvement Co. 


THE CORPORATE CONSCIENCE 


It may be urged on you that corporate management has a sufficiently strong 
sense of social responsibility to avoid unjustifiable price increases without such 
pressures as public hearing would provide. But your own investigations prove 
that that has not happened yet. We do not believe it will happen. As Dr. Ben 
Lewis told this committee recently, with regard to reliance on the so-called corpo- 
rate consicence : 

“A succinct comment would be: it isn’t going to happen; if it did happen it 
wouldn’t work; and if it did work it would still be intolerable to free men. I am 
willing to dream, perhaps selfishly, ofa society of selfless men. Certainly, if 
those who direct our corporate concentrates are to be free from regulation 
either by competition or Government, I can only hope that they will be con- 
scientious, responsible and kindly men; and I am prepared to be grateful if 
this proves to be the case. But, I shall still be uneasy and a little ashamed, 
with others who are ashamed, to be living my economic life within the limits 
set by the gracious bounty of the precious few. If we are to have rulers, let 
them be men of good will; but above all, let us join in choosing our rulers—and 
in ruling them.” 

Dr. Lewis went on to point out that even if corporations did develop a con- 
science, they are in no way fitted to decide what is good for society, to make 
the decisions which require “the active presence of an overall organizing and 
directing force to work out the level and trend and allocation of resource use 
and the division of product”—the function once performed by market forces. 
“Only society is suited and fitted to play these cards.” He continued: 

“So, again, where do we go? We are searching for a force or set of forces 
which will give us direction as well as protection—which will both guide and 
guard—which we can accept with self respect because it is of us and belongs to 
us, and which will permit us to enjoy the abundance of bigness with confidence. 
This, of course, is the way economic systems are made: inquiring, searching, 
experimenting, modifying. None of us will ever know the outcome, because polit- 
ical economics never arrive; they are eternally en route. It is possible, however, 
to guess at the direction our journey will take, and at some of the scenery and 
stops along the way. 

“My own prediction (and I stress that I am predicting, not prescribing) is 
that the years ahead will see a great increase in conscious, collective, govern- 
owen controls and of governmental enterprise ; and that bigness will be a major 

ocal point of the development. The development will reflect a growing, intensi- 
fied concern over the private possession of economic power so vast that even 
its possessors are frightened by the implications of their holdings.” 
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We have a strong belief that exposure and ventilation of the facts will enable 
the people to deter the abuse of private pricing power and that, with full dissemi- 
nation of the facts, it will not be necessary to resort to price controls. 


EFFECTIVE LEGISLATION AND ADMINISTRATION ARE NEEDED 


Due in substantial part to the detailed and painstaking investigations under- 
taken by this committee, there is now a much more widespread knowledge of the 
extent of price udministration in our economy, and of the manner in which the 
economic power of a few corporations has been abused to force up the prices 
of essential commodities in order to maintain exorbitant rates of profit. 

We believe that the immediate need is for effective legislative measures and 
administrative machinery which, in certain limited situations, will get the spe- 
cific facts to the public each time an administrative price increase is contemplated. 

Although, as will be shown later in this statement, there are implementing 
features of S. 215 which we believe require improvement, we heartily endorse it 
in principle. With strengthening amendments to assure that the economic factors 
with regard to the circumstances of dominant corporations be made subject to 
public review and brought out into the full light of day before such corporations 
are permitted to increase their prices, the bill will provide a strange and persuasive 
deterrent to the abuse of their pricing powers. Such a deterrent, in combina- 
tion with effective economic policies looking to full employment and healthy 
exercise of the natural powers of our economy for an adequate rate of growth, 
should insure our ability to make full use of our human and material resources 
to meet individual, national and international needs without the threat of 
inflation. 

THE SUBSTANCE OF AN EFFECTIVE MEASURE 


This bill is based upon the conviction which we share that in a democratic 
society one of the most effective forces for restraining the abuse of power, includ- 
ing private economic power, is a fully informed public. When the people are 
given full access to the facts, they can usually be depended upon to exercise 
sound judgment and to make that judgment felt in the protection of their rights 
and interests. In order to be effective, a measure intended to restrain unjustifi- 
able price increases by giving the people the facts of each case must include the 
following provisions: 

1. It must define clearly those corporations whose economic power within 
their industries is so great that its abuse could constitute a serious inflation- 
ary threat. Criteria for determining which corporations are subject to the 
provisions of the measure should be specifically and unambiguously stated. 
The number of corporations covered should be kept to the minimum necessary 
to assure a reasonable measure of protection to the public against adminis- 
tered price abuse. 

2. It should require that price increases contemplated by such corpora- 
tions may not be made effective without advance notice to the administrative 
agency. The notice period should be long enough to permit the holding of 
public hearings and the publication of the facts revealed by them before 
the price increases come into effect. Adequate public knowledge before the 
event can be an effective deterrent to unjustifiable price increases which are 
merely contemplated. It is far less likely to be effective as a means of 
attempting to reverse decisions which have already been put into effect and 
have become part of the economic structure. 

3. The measure must give to whatever agency administers it full and suf- 
ficient power to elicit the facts of the case. This must include the power to 
subpena witnesses, to examine them fully, to assure the production of books, 
papers and other documentary evidence, and to hear from all interested 
parties. While there must be adequate protection of legitimate private in- 
terests, no corporation or other interested party with power to make price 
decisions which vitally affect the public interest should be permitted to hide 
its operations behind a smokescreen of alleged “confidentiality.” 

4. There must be provision for publication of the facts which affect the 
public interest. All those who feel themselves concerned should have the 
fullest access to the facts that is possible and practicable. 

5. The measure must be effectively administered, by an agency adequately 
staffed with properly equipped persons free to devote their undivided atten- 
tion to that purpose. In view of the novel and unique problems involved, 
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there is not, in our judgment, any existing agency qualified to undertake 
this responsibility. 
6. The measure should carry effective penalties. 

Most of these requirements are met by the proposed provisions of 8. 215. The 
strengthening change which, in our opinion, are required will be discussed in 
detail subsequently. 

As our union pointed out in previous hearings before this committee, a further 
highly desirable protection for consumers would be provided by the appointment 
of a special office—we had thought of it as an Office of Consumer Counsel—which 
would represent the consumer interest in the proposed price hearings, as well 
as before other government agencies. We are pleased to see that Senator 
Kefauver’s bill, S. 1571 to establish a Department of the consumer would be able 
to include this among its important functions. 


THE UAW HAS CONSISTENTLY FOUGHT INFLATION 


We in the UAW have a special interest in these measures—two realistic, prac- 
tical proposals to help win the battle against inflation—because our union has 
along history of struggle against inflation. In support of that claim we insert at 
this point the text of the resolution, “Price-Profit Spiral,” adopted at the most 
recent UAW constitutional convention held in Atlantic City, N.J., April 7 to 12, 
1957. 

“PRICE-PROFIT SPIRAL 


“Whereas inflation picks the pockets of everyone who works for a living, of 
the retired and dependent living on fixed incomes and, by reducing real buying 
power, cocks the trigger for recession and unemployment. 

“The UAW has fought inflation for 15 years. We have described, denounced 
and called for action against the irresponsible and economically dangerous price 
profiteering of major corporatians in basic industries who persuade press, radio, 
and TV to accept and pass out to the American people the false alibi of “the 
wage-price spiral” instead of the true explanation of the price-profit spiral. 

“During World War II we supported price controls. We assigned a full-time 
consumer’s counsel to combat the efforts of wartime profiteers to punch holes or 
put a two-way stretch in price ceilings set by governmental agencies. 

“Since 1945, our union has tried to bring public opinion to bear as a restraining 
influence on the profiteering greed of corporations so dominant in their fields as 
to be able to administer prices without regard to the law of supply and demand. 

“In 1945-46, UAW members in General Motors plants across the country struck 
for 113 winter days, demanding wage increases without price increases. We 
sought not merely to win our just demands but to prevent the use of those de- 
mands as an excuse for completely unjustifiable price increases. We said we 
wanted to make progress with the community, not at the expense of the com- 
munity. We said we did not want to be paid off in the wooden nickles of in- 
flation. We said we were fighting for a better tomorrow for ourselves, our 
families, and the American people. 

“We were just as strong in our desire to protect consumers and the nation’s 
long-run economic health and growth as we were firm in our determination to 
win a fuller measure of economic justice from General Motors for ourselves. 
This we proved again and again during the long strike when we offered to reduce 
our wage demands to whatever the amount—zero, if need be—that could be 
paid without necessitating an increase in prices charged consumers for General 
Motors products. 

“We said then and, we say now, that wage increases should be paid to workers 
as their rightful share of the past and continuing gains from rising productivity 
based on technological advance and should not be used as an excuse for price 
gouging. Equitable sharing of such gains among workers, consumers and em- 
Ployers is a prime necessity for a healthy full employment economy. Only by 
sich sharing as part of the process of production, distribution and consumption 
can purchasing power and markets be expanded to keep up with expanding 
production potentials. 

“Only if the wage-price-profit relationship is kept in balance will our economy 
avoid the boom-and-bust cycle. Profiteering price increases undercut the pur- 
chasing power of the great mass of consumers and, as a result, demand for goods 
falls and unemployment spreads. 

“From early 1956 to early 1957, the U.S. Department of Labor’s Consumer Price 
Index has climbed almost without interruption. Today it stands at an alltime 
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high. Daily reports of price increases for many goods and services generate 
the feeling and the fear that the index will continue to reach new record-breaking 
high levels in the months ahead. 

“The cost of living in Canada as well as in the United States has continued to 
rise sharply. A major factor in the rise in food prices is the increased prices 
charged by the food processors. In Canada the prices paid farmers rose less 
than one-half as fast as the rise in cost to the consumers. In the United States 
the prices paid to the farmer were cut while prices rose and are still continuing 
to rise. 

“The sharp upward spiral in prices has come in a peacetime year during which 
there was less than sound, normal growth in our economy. Nor was the year 
marked by shortages of supplies, or abnormally high demand by consumers with 
excess purchasing power, or pressure of costs on corporations forcing them to 
raise prices in order to maintain profit margins. None of these elements was 
present during 1956 to account for the higher prices of today. 

“A gigantic propaganda barrage has been conducted by big business and the 
press which it tends to dominate and too often to control. The purpose has been 
and is to convince the public that price inflation has been brought on by wage 
increases. This distortion of facts diverts attention from the monopolistic pric- 
ing policies of steel, auto, farm machinery, rubber, newsprint, chemicals, oil, and 
other key industries. 

“These industries, each dominated by a few corporations, are marked by an 
absence of price competition and the presence of an administered price system. 
Under this system, major corporations furnish price leadership in setting the 
prices for the entire industry. They hold the power to fix prices arbitrarily. 
They are not subject to the laws of the marketplace that affect the procing prac- 
tices of corporations in price-competitive industries. These monopolistic cor- 
porations can and do set prices with utter disregard for the consumer and the 
stability of the Nations’ economy. Antisocial and economically destructive abuse 
of their price-fixing power is one of the chief causes of our current inflation. 

“These giant corporations use wage increases won by unions as an excuse 
for unjustifiable price increases. The pricing policy of the steel industry is 
a prime example. Since 1945 that industry has put into effect an average of 
two price increases for every wage increase usually one price increase preced- 
ing the wage increase and then another price increase following the wage in- 
crease. The cumulative effect of such price gouging tactics has meant that for 
every dollar in wage increases won by the Steelworkers Union in the postwar 
period, the steel industry has reaped a harvest of more than $3 in additional 
revenue. 

“In the auto industry, General Motors and Ford raised prices on new models 
in the fall of 1955. The corporations used as a basis for their action the approx- 
imate 20 cents per hour in economic gains won by the UAW. Yet the facts 
show that for the first 9 months of 1955, which include 4 months during which 
the gains won in negotiations were largely in effect, General Motors earned 
$2.93 and Ford earned $3.06 for every hour worked in their U.S. factories. 
With such recordbreaking profits the 20 cents per hour gains for our members 
could easily have been absorbed without price increases. And for 1955 the auto 
companies would still have remained the most profitable of all manufacturing 
industries even if productivity advances had not substantially offset higher 
hourly labor costs. Again in 1956, despite profits that were still exorbitant, 
and even without the excuse of bargaining gains by our union, these companies 
raised prices on new models in the face of a depressed market for autos and 
widespread unemployment among the industry’s workers. An official of the 
National Automobile Dealers Association said last September that such price 
gouging would cut 1957 sales by about 1 million passenger cars. This means the 
loss of about 100,000 jobs. 

“The oil industry has used the recent Mideast crisis as an excuse for pushing 
higher the prices of crude oil, fuel oil, and gasoline. This has been done in 
the face of fabulous profits for 1956 which surpass all previous earnings of the 
industry. 

“In the middle of 1955, when the steel industry raised its prices and the 
auto companies were threatening to follow suit, the UAW international exect- 
tive board called a thoroughgoing and searching congressional investigation of 
wage-price-profit relationships in these and other industries. 

“Then, and at every opportunity since, the UAW marshalled the facts and 
figures in the hope of bringing the force of public opinion to bear as a restrail- 
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ing influence on price practices of the giant companies dominating these indus- 
tries. Our union pointed out how the advancing technology made it possible 
for the corporations to absorb the wage increases without raising prices to the 
consumer. But Government, press, radio, and TV have not issued the facts 
to their constituents, readers, and listeners. Here, as in so many other areas, 
press and radio communication has been very late with very little. 

“When it was clear that consumer prices were continuing their upward trend, 
in late 1956, our union called upon President Eisenhower to support a congres- 
sional investigation of the wage-price-profit relationship. In the letter to 
President Eisenhower, the UAW stated: 

“*We are of the firm belief that an objective analysis of all the economic fac- 
tors relating to wages, prices and profits will furnish irrefutable proof that 
wage increases definitely cannot be blamed for recent price increases by major 
corporations in basic industries such as auto and steel.’ 

“The letter said that a searching investigation would help to inform and 
arouse the public by making available all the relevant facts concerning the price 
inflation and allow the people to fix the responsibility for it where it belongs. 

“President Eisenhower declined to take any action. The President’s do- 
nothing position was in line with the earlier action of Secretary of Agriculture 
who tried to make political capital of the farmers’ plight. Secretary Benson 
by outright falsification of the facts has repeatedly tried to turn the farmers 
of the Nation against the manufacturing workers by blaming farm depression 
on wage increases won by union members. While alleging that wage increases 
are responsible for increases in consumer prices generally and in the price of 
goods farmers buy specifically, Benson, like Eisenhower, has a do-nothing policy 
about digging out and publishing the facts. 

“Nearly 2 years of effort to secure congressional investigation of the economic 
factors relating to wages, prices and profits have been ignored by an adminis- 
tration dominated by big business interests. 

“In Canada, requests for similar investigations have likewise gone unheeded. 

“However, in the past month, Senator Estes Kefauver, chairman of the Anti- 
trust and Monopoly Subcommittee of the Senate Judiciary Committee, has 
announced that his committee will break through the paper and electronic 
curtain, which profiteering corporations have thrown around their pricing prac- 
tices. The committee is definitely committed to look into the dangerous prac- 
tices of corporations in the administered price areas of our economy. 

“Karlier this year our union proposed a Federal law that would give the 
public the essential facts about certain corporate price increases, without in- 
volving Government in the task of controlling prices. Here is how it would 
work : 

“1, Any corporation which accounts for more than a specified percent- 
age—perhaps 20 or 25 percent—of the total sales of its industry would be 
required to give advance notice of intent to raise prices to a governmental 
commission created for this purpose. 

“2. That agency would thereupon conduct public hearings at which the 
corporation would be required to present detailed justification based upon 
its records of the need for the proposed price increase. 

“3. The corporation’s testimony would be subject to cross-examination. 
Its pertinent records would be open for inspection both by the Commission’s 
staff and by representatives of organizations or groups opposing the pro- 
posed price increase, including other corporations which buy goods pro- 
duced by the firm proposing to raise its prices. 

“4, After the hearing, the agency would promptly publish the contentions 
of the parties and the facts as it had determined them. 

“5. The hearings having been concluded, and the notice period having ex- 
pired, the corporation involved would then be entirely free to raise the price 
if it chose to do so. But the public would have the means to determine for 
itself whether or not the price increase was justified. 

“This proposal rests on the premise that an effective democracy must be an 
informed democracy. It imposes no compulsion with respect to wage or price 
actions. It infringes no freedom. It is designed solely to minimize the abuse 
of freedom through the secret and irresponsible exercise of economic power. It 
8 aimed at encouraging economic and social responsibility in the exercise of that 
Power. It would do so by removing the veil of secrecy that now conceals facts 
of vital public interest. Wherever and whenever there is a case for a price in- 
crease by a monopolistic corporation, let it be made in public. As we said to 
General Motors in 1945-46, ‘let’s look at the books; let’s see the arithmetic.’ 
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“UAW members’ wages are protected by contract provisions against the erod- 
ing effects of price inflation but escalator clauses cannot safeguard the pensions, 
insurance, and savings of these workers. Moreover, the unjustifiable price in- 
creases of the postwar period have slashed the purchasing power of millions who 
are not protected by escalator clauses, farmers, small businessmen, and families 
living on fixed incomes. It is clear that UAW members have a vital stake in the 
economic well-being of these fellow Americans and Canadians, because as their 
purchasing power falls behind full employment levels of production, the very 
stability and healthy growth of our whole economic system is placed in jeopardy: 
Now, therefore, be it 

“Resolved: 1. That this 16th convention commends the international execu- 
tive board of the UAW for its active concern with the problems of inflation 
during the whole postwar period and for its repeated attempts during this period 
to arouse public opinion to prevent unjustifiable price increases put into effect by 
corporations in some of America’s most profitable industries. 

“2. We endorse the international executive board’s numerous demands made in 
1955 and 1956 for a thoroughgoing investigation by the U.S. Congress of the wage 
price-profit relationship with special emphasis upon the administered price sec- 
tions of our economic system. 

“3. We commend Senator Estes Kefauver and his Antitrust and Monopoly 
Subcommittee for embarking on such an investigation into the pricing practices in 
basic industries dominated by monopolistic corporations. 

“4. We urge the international executive board of the UAW to bring to the 
attention of this committee the extent of price gouging on automobile and 
trucks and agricultural implements which has had such a serious effect on the 
market for these goods and the employment of UAW members. 

“5. This convention supports the proposal for legislation creating a U.S. 
governmental agency devoted to reviewing price changes in key industries, and 
requiring major corporations in those industries to present in advance detailed 
justification for any proposed price increases. 

“6. This convention endorses the demands of our Canadian members for an 
investigation into the price policies and business practices of the corporations 
which dominate key industries, for stricter action against monopolistic control 
and for legislation which would require all companies operating in Canada to 
publish full annual financial statements as to their Canadian operations so that 
the Canadian people may have information on which to pass judgment on their 
price and profit policies ; and be it further 

Resolved, That we solemnly warn the American and Canadian people that 
if, for the sake of extortionate profits in the short run, monopolistic corpo- 
rations continue to price the consumers out of the market then indeed, they 
will be asking for a depression that will curl their hair, and, unfortunately, 
everyone else’s. We have seen this happen already in the farm equipment in- 
dustry which is closest to the farm depression. The general welfare, and national 
security and survival require that such action as we propose be taken now before 
it is too late, before the profiteering boom is succeeded by a bust and a tragic 
recession.” 


UNION MEMBERS SACRIFICE FOR WARTIME PRICE STABILITY 


We and other unions practiced, long before adoption of our 1957 resolution, 
the principles and practices advocated therein. We offer at this point a letter 
dated November 5, 1948, from William H. Davis, then Chairman of the National 
War Labor Board which, we believe, speaks for itself. We call particular 
attention to the italicized passages, which should be conclusive evidence that 
labor has acted in the public interest and is entitled to some faith and credit 
when it offers to do so now in the continuing fight against the ravages of inflation. 

The text of Mr. Davis’ letter: 

NoveMBER 5, 1943. 
Hion. Henry A. WALLACE, 
President of the Senate, 
Washington, D.C. 


S'r: The efficacy of the wage stabilization program has now been tested for 
a little over a year. Its success can be measured by examining the wage rates in 
the major basic industries because they have historically been the leaders it 
the movement of the general level of wages in this country. 
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As wage contracts in these industries were renewed during the past year the 
War Labor Board has not approved any general increases, save for a few under 
the “Little Steel” formula and in one or two rare and unusual cases of critical 
importance to the war effort, and even in those only under the close restrictions 
of Executive Order 9328 and the supplementary administrative order of May 
12, 1943. 

This should be compared to the year 1941, prior to stabilization, where the 
workers in steel received an increase of 10 cents an hour, in autos an increase 
from 10 cents to 20 cents an hour, in electrical manufacturing, 10 cents an hour, 
in bituminous coal, $1 to $1.40 a day, and in aircraft 10 cents an hour. 

Due credit should be granted to the patriotism and foresight of the majority of 
the workers in these basic industries who accepted stabilization of their wages 
at a time of rising living costs. In a great number of instances their union 
leaders were so conscious of their responsibilities under the Government’s pro- 
gram to hold down the cost of living, they did not even demand an increase in 
their general level of wages. The outstanding exception should not obscure 
the wisdom and forbearance of these responsible labor oflicials. 

To measure the direct effect of the increase which the Board has been able 
to grant to other workers under its wage stabilization policy, the Office of Price 
Administration has given the Board a detailed breakdown of the cases where 
wage increases necessitated price relief. These figures show that price relief 
was necessitated in ony 411 out of 67,500 cases which the Board acted upon up 
through August.’ In other words, price relief was necessitated in only six out 
of a thousand cases. Therefore, the application of the Board’s wage policy has 
had but a minute direct effect upon the cost of living of our citizens. 

The price increases which were granted, even in these 411 cases, the Office of 
Price Administration informs us, were attributable only in part to wage increases 
approved by this Board. In only 31 percent of these cases was the price in- 
crease due entirely to the wage adjustment. In the remaining cases factors, 
other than wage adjustments, were in part responsible for the price rise. 

It is also interesting to note that 192, or nearly half of the 411 cases where 
price increases were necessary, were concentrated in three industries—laundries, 
lumber and fluorspar—wage structures which were a handicap to the prosecu- 
tion of the war. 

As the months flow by and the Board continues to hold wages at the general 
level of September 15, 1942, we become increasingly conscious of the fact that we 
are asking one segment of our society to do its part to protect all Americans from 
the ravages of inflation while, at the same time, a similar obligation has not been 
placed as heavily upon the shoulders of some of the other segments of this society. 

Very truly yours, 
WILLIAM H. Davis, 
Chairman, National War Labor Board, 

This letter is in direct contradiction to the popular myth, fostered by corporate 
propagandists, that every wage increase must be followed by a price increase, or 
that every wage increase which does require a price increase is automatically 
unjustifiable. As the letter shows, in 994 out of every 1,000 cases in which wage 
increases were granted, no price increase was required. And almost one-half of 
the cases where price increases were required were in three industries where 
wages were so low that they actually constituted a handicap to the war effort. As 
we shall show later, while increasing productivity makes possible a steady in- 
crease in wages without any increase in the average price level, this may mean in 
some industries that wage increases will require price increases, while in others 
Wage increases can and should be accompanied by possible price cuts. 

Two years later, in the summer of 1945, Mr. Davis, then Director of the Office 
of Economie Stabilization, was called upon by representatives of the UAW and of 
other CIO unions to urge on him the necessity for increased purchasing power 
by the raising of wages to the maximum that was possible without increasing 
prices. 

The UAW prepared and published a detailed brief showing that, in 1943, wages 
and Salaries in manufacturing industries could have been increased 23 percent 
Without raising prices, yet maintaining a more than adequate level of profits for 
industry as a whole. We showed that the automobile industry cvuld have raised 
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wages and salaries 27 percent without dislodging the automobile industry from 
the excess profits tax brackets. 

It was later that year, in the fall of 1945, that the General Motors workers 
demonstrated their interest in the vital matter of making progress with the 
community, not at the expense of the community, by the case they submitted in 
negotiations. This demonstration was direct and was made at great cost to 
General Motors workers and their families, as suggested in the resolution quoted 
above. 

The wage brief presented to the General Motors Corp. was entitled ‘“Purchas- 
ing Power for Prosperity.” That was exactly what we were interested in then 
and are today. We knew then that our wage negotiations were but one of many 
wage adjustments that would take place after World War II. We knew that 
the terms and circumstances of those wage adjustments would influence the 
strength and health of our economy and our Nation. The country needed wage 
increases, not in the wooden nickels of inflation but in the real dollars that 
provide increases in living standards and in prosperity. To achieve genuine 
increases in buying power, the country had to be protected against unjustified 
price increases after wages were raised. 


PRICES ARE EVERYBODY'S BUSINESS 


General Motors contended then, and it and other like-minded giant and 
monopolistic corporations enforcing administered price policies upon their com- 
petitors and upon consumers still contend—except when they blame labor for 
their price gouges—that what happens to prices is none of labor's business or in 
fact none of the public’s business. 

It is a matter of considerable satisfaction and renewed hope that what is 
happening here today before this committee shows that at long last at least some 
Members of Congress now believe, as we do, that what such corporations do to 
prices is everybody’s business. It is the business of government, of labor, of the 
consumer and of everybody else who is interested in improving the economic 
health of this country, the living standards of our people, and our strength, 
prestige, and security in today’s world of atomic energy and automation. 

It should be noted that our action of July 7, 1955, in calling on Congress 
to do something about unjustified price increases already in effect in steel and 
announced for autos was taken nearly 4 years ago, prior to the onset of the price- 
profit cycle of inflation that contributed to the recession of 1957 and which 
continues today. 


THE UAW HAS CONTINUED TO FIGHT INFLATION 


Since the adoption of the 1957 resolution proposing ways and means of 
fighting the price-profit spiral of inflation, we have continued to implement our 
words with concrete proposals and practical offers. 

On August 16, 1957, we proposed, as part of our 1958 wage demands, that 
automobile manufacturers cut prices on their 1958 cars by $100 so that, based 
upon estimates of the president of the National Automobile Dealers Association, 
about 1 million families would return to the market and buy cars. As part of 
that proposal, we offered to formulate our demands for the 1958 negotiations 
within the framework of the economics that would result from the price cuts 
of $100 per car. As part of that proposal we offered to subject our compliance 
with that commitment to impartial review. 

That offer was turned down. 

We then proceeded to formulate the union’s economic demands for 1958 col- 
lective bargaining, determined that our wage demands would not be so con- 
structed as to be the cause of increased prices. In those demands, the immediate 
increases proposed could be met out of increased productivity. 

Beyond that point we offered to make all additional increases contingent upon 
the profits that the corporations realized from the sale of their products. 

We proposed that they first set aside basic profits equal to 10 percent on net 
capital before taxes to assure their stockholders a basic return on their invest- 
ment comparable to the basic wages paid their workers; additional profits above 
that level would be used by the corporations to meet their responsibilities to the 
consuming public, their stockholders and their workers, with 25 percent going 
to consumers in the form of price rebates, 50 percent being retained by the 
corporations for distribution to stockholders and executives after payment of 
taxes, and 25 percent going to the workers. 
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This proposal was clearly not inflationary because it contemplated a division 
of profit after consumers had paid the prices charged by the corporations; in fact, 
it was counterinflationary in that the equivalent of a price reduction was pro- 
vided in the form of price rebates. 

This proposal also was turned down by the automobile manufacturers. But 
this rejection in no way diminished our union’s commitment to the principle 
of progress with the community, not at the expense of the community. 

On January 28, 1958, UAW President Reuther, appearing before this com- 
mittee, again proposed Federal legislation based on the principles and methods 
set forth in the bill introduced by Senator O’Mahoney in 1948, the predecessor 
of S. 215. 

As a supplement to that proposal, President Reuther at the same time urged 
the establishment of an independent office of consumer’s counsel to represent 
the interest of the consumer in such hearings as were provided for under the 
1948 O’Mahoney bill. 

Shortly after President Reuther appeared ‘before this committee in 1958, 
negotiations between the UAW and the Big Three of the automobile industry 
began. In the course of these negotiations, the UAW again expresed in concrete 
form its devotion to protection of consumers against inflation. Several times 
in the course of negotiations, it offered to submit the economic issues in dispute 
to impartial arbitration, with the stipulation that the arbitrators must limit 
the cost of their award to the amount that could be paid by the corporations with- 
out creating the necessity for price increases. 

Our repeated demand for wage increases without price increases is based 
on our concern for the welfare of the consumer and his right, in a dynamic 
economy, to higher living standards, as well as upon our recognition of the way 
in which the welfare of the consumer is tied into the welfare of the total economy, 
including the welfare of the wage and salary workers who comprise the great 
majority of consumers. 

OUR CREDENTIALS 


The record summarized above demonstrates, we believe, that the UAW comes 
into this hearing with credentials which show that we have done as much as 
any group in America to combat inflation. No group in America has made 
sacrifices in the struggle against inflation comparable to those made voluntarily 
by more than 200,000 UAW members who remained on strike against General 
Motors for 113 days in an effort to prevent their legitimate wage demands from 
being used as an excuse for unjustifiable price increases. No group in America 
has expressed its willingness in as many ways and on as many occasions as has 
the UAW to subordinate its particular interest and monetary advantages to 
the general interest in a stable price level. 

These credentials and the thought we have given over many years to finding 
effective methods to deal with administered price inflation entitle us, we believe, 
to consideration of our views in connection with proposed legislation directed 
at the problem of administered price inflation. 


INFLUENCE OF PRICE ADMINISTRATION MORE WIDELY RECOGNIZED 


We believe that the time is ripe for the passage of such legislation as S. 215 
and §. 1571. As Dr. Gardiner Means pointed out in his appearance before this 
committee earlier this year, there is today a much wider understanding of the 
importance of the administered price abuse as a source of inflation than there 
was 2 years ago, due in large part to the educational results of this committee’s 
inquiries. Two years ago, for example, the Federal Reserve Board was still 
firmly wedded to the idea that excess demand was always the culprit, to be con- 
trolled by application of a tight money policy. Now we find, for example, Mr. 
Woodlief Thomas, economic adviser to the Federal Reserve Board, writing in 
4 letter to the Washington Post (Mar. 12, 1959), that: 

‘“* * * there are unstabilizing forces in pricing actions of the private econ- 
omy—on the part of both management and labor—that cannot be effectively 
pn ag or corrected by governmental actions in the area of fiscal and monetary 

cies,” 

As we shall show, the evidence indicated overwhelmingly that it is manage- 
ment, not labor, that has been responsible for the unstabilizing actions. But it 
is a hopeful sign that a man in Mr. Thomas’ position has come around to the 
point of view that the inflationary forces produced by private pricing power 
cannot be dealt with by fiscal and monetary measures. 
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EVIDENCE OF ADMINISTRATIVE INFLATION 


Since this committee commenced its hearings on administered prices, an im- 
posing amount of evidence has been accumulated, to show (a) that abuse of the 
power to administer prices has been a major inflationary force and (b) that this 
abuse of power has been exercised primarily by a relatively small number of cor- 
porations that hold dominating positions in certain industries. This has been 
demonstrated specifically with reference to such industries as automobiles and 
steel, and in more general terms with reference to the economy as a whole. 

Thus, the committee found that the auto industry was increasingly dominated 
by one firm, General Motors, whose pricing methods and policies largely deter- 
mine the level of automobile prices generally. GM’s pricing policies are based 
on the goal of achieving a return of 20 percent after taxes on net worth or 15 
percent on capital employed, at a “standard volume” of production which is at- 
tained if plants operate for only 180 days in the year. In practice this profit goal 
has usually been substantially exceeded. The committee found that GM set 
prices sufficiently high to protect it against loss as long as sales exceeded about 
40 to 45 percent of practical capacity. The testimony of one executive of 
General Motors shows that the Corporation’s breakeven point was as low as 
25 percent in 19382. 


LABOR COSTS NOT RESPONSIBLE FOR PRICE INCREASES 


The corporations refused to supply the committee with information as to 
unit labor costs (along with the refusal of much other requested information, 
the implications of which will be discussed later in this statement). Based on 
the averaging of two not dissimilar estimates, however, one made by the com- 
mittee’s own staff and the other made by Mr. Dan Cordtz, Detroit bureau chief 
for the Wall Street Journal, the committee estimated the labor costs per car at 
about $350, which, it pointed out, “is in fact slightly below the $358 unit profit 
averaged by General Motors from 1954 to 1957.” 

The fact that price increases have resulted from price decisions made inde 
pendently by managements, rather than from decisions forced on managements 


by any increase in unit wage or other costs, is clear from the committee’s finding 
that: 

“* * * it is hard to escape the conclusion that (General Motor’s) prices and 
unit profits have risen much more rapidly than unit costs in the past two 


” 


decades. 
TESTIMONY OF DR, MEANS 


A major contribution to the study of the administered price problem has been 
that of Dr. Gardiner C. Means, who has appeared several times before this com- 
mittee. Dr. Means not only developed the phrase, “administered prices,” more 
than 20 years ago, but he has continued to study the subject carefully. 

In his appearance in 1957, Dr. Means emphasized that the study of price admin- 
istration was far from completed, but he made it clear that he considered the 
exercise of administrative price power a major problem, not only in economic 
theory but in the formulation of adequate economic policies. He pointed out that 
a central feature of this power was the ability of managements to operate within 
what he called ‘an area of price discretion,” which allowed them considerable 
freedom in the manipulation of prices, and he said: 

“I have been unable to discover purely economic forces which will insure 
that this discretion will be used in a manner that would serve the public in- 
terest” (hearings, pt. 1, p. 83). 

In his 1957 testimony Dr. Means drew with considerable clarity a picture of an 
economic situation which seems to us to call imperatively for a measure along 
the lines of S. 215. It is a situation in which a relatively small group of people 
hold the power to make economic decisions which affect the living standards, 
the employment opportunities and the general welfare of every American. Their 
decisions are not subject to the influence of market forces, except within broad 
limits, and there seem to be no economic forces operating on them to “insure that 
this discretion will be used in a manner that would serve the public interest.” 

In his appearance before this committee again in January of this year, Dr. 
Means contributed some of the results of his continuing study of the problem 
since 1957, He established convincingly the point that since 1953 the inflation 
which has taken place has been what he calls an “administrative inflation”; 
that is, inflation arising from exercise of administrative power over prices rather 


than 
refer 
price 
nifica 
creas 
third: 
price 
Dr. M 
“Tf 
have 
cerne 
tion 








an im- 
» of the 
iat this 
of cor- 
is been 


ninated 
ry deter- 
e based 
h or 15 
h is at- 
fit goal 
GM set 
d about 
itive of 
low as 


n as to 
mation, 
ased on 
he com- 
iu chief 
r car at 
it profit 


He inde- 
gements 
; finding 


ices and 
ast two 


las been 
his com- 


3,” more 


p admin- 
ered the 
‘conomic 
out that 
e within 
siderable 


jl insure 
ublic in- 


ire of an 
ire along 
of people 
andards, 
n. Their 
in broad 
sure that 
erest.” 

year, Dr. 
problem 
inflation 
iflation” ; 
es rather 


ADMINISTERED PRICES 5449 





than from an excess of demand over supply. He also showed that, with particular 
reference to the steel industry, the inflation stemmed primarily from management 
price policies rather than from union wage policies. This is of particular sig- 
nificance because, as he pointed out, from 1953 through October 1958 price in- 
creases by the steel industry and steel-using industries have accounted for two- 
thirds of the total rise in wholesale prices, and price increases in the administered 
price industries generally accounted for 85 percent of the gross increase. As 
Dr. Means said : 

“If these groups had not gone up in price, the wholesale price index would 
have risen less than 1 percent and, so far as the wholesale price index is con- 
cerned, there would have been no inflation. Anyone who thinks the recent infla- 
tion is not an administrative inflation had better study the record” (p. 164 of 
the stenographic record). 

This committee and all those who are seriously concerned in arriving at an 
objective evaluation of the inflation problem are particularly indebted to Dr. 
Means for his insistence that the impact of wage increases on production costs 
can be measured only in terms of labor costs per unit of production, not in terms 
of payments per man-hour. We in the trade union movement have been strug- 
ging for years against the propaganda of managements who try to explain away 
price increases by quoting figures on man-hour wage increases, completely ignor- 
ing concurrent increases in productivity per man-hour. The committee will re- 
member that in the 1958 hearings Mr. Theodore O. Yntema, financial vice presi- 
dent of the Ford. Motor Co. was particularly persistent in making this approach. 
I hope that the belief of management representatives that they can continue 
to mislead people with this particular form of statistical sleight of hand has at 
least been shaken by Dr. Means’ attack upon it. 

In the steel industry, Dr. Means found that of the $11 per ton increase in steel 
prices imposed on the American people in the labor-contract year 1956-57, only 
about $1.75 could be attributed to increase labor costs not offset by productivity 
increase, and he expressed strong doubts as to whether increases in other costs 
could account for the rest. In fact, he indicated that there was no apparent 
increase in other costs, and possibly a decrease. 

Summing up on this point, Dr. Means said: 

“As far as I can see, we have here a clear case, not only of the existence of an 
important degree of pricing discretion, but the exercise of that power to increase 
prices significantly in excess of the increase justified by increased cost. 

“Also, since the steel industry, a leader in the administrative inflation, tried 
to place responsibility on labor where it clearly does not belong. J think your 
committee should take with a good many grains of salt, the industrywide con- 
tention that labor is to a major extent the source of this administrative inflation. 

“This poses for us a major problem, the pricing power of modern industry. 
Administrative inflation is only one aspect of this problem. The problem itself is 
much more basic. It goes to the very foundations of our free enterprise system 
ea we all want to preserve” (p. 192 of stenographic record). [Italic sup- 
plied. 

The last paragraph of that statement is of particular importance to the hear- 
ings on this bill, because the whole purpose of the bill is to restrain further abuses 
of administrative pricing power. 

Continuing his testimony, Dr. Means pointed out that within the framework 
of traditional economic theory there are three main lines of solution for the 
problem of excessive private power overpricing—reestablishment of classical 
competition through atomization of the big firms, price regulations of the public 
utility type, or Government operation. None of these, he felt, was an adequate 
solution to the problems we face in our economy today. He also dismissed 
reliance on the sense of social responsibility of management as a solution. As 
did Dr. Lewis, he pointed out that there was no good reason why we should 
expect corporate management to take on such social responsibility, there was 
n0 assurance that management in any case would always know what was in the 
social interest, and if, as he seemed to think likely, the social interest dictated 
that the big companies should cease pricing policies designed to make the maxi- 
mum profit, it was asking rather much to expect corporate management to go that 
far against their own interest simply at the dictates of their social conscience. 
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THREE STEPS SUGGESTED 


Instead, he suggested three new steps that might be taken. First, we should 
get rid of the idea that the big corporations are “private enterprise,” and 
recognize them for the “collective enterprises” that they really are. This, of 
course, is the doctrine that Senator O’Mahoney has been preaching for many 
years. Second, we should start “setting up the standards” by which to judge 
the performance of such enterprises. Third, we should seek to establish incen- 
tives which would tend to make the self-interest of the corporations conform 
to the public interest in the light of these standards. 

These suggestions are immediately relevant to the proposed bill. A major 
feature, in fact an absolutely essential feature of the bill, is that it calls for 
public disclosure of the facts upon which price decisions are to be made. This 
will be opposed by management, as similar measures always have been, on 
the ground that it violates the principle of “confidentially.” This principle, I 
suggest, is one which applies properly to a true private enterprise which is only 
one of several hundreds or several thousands freely competing with one another. 
It no longer applies to the great “collective enterprises” which dominate whole 
industries and substantially influence the well-being of every American. As 
Dr. Means said: 

“Just what is private about an enterprise that organizes a quarter of a million 
workers into a great productive unit using the capital of more than a quarter of 
a million stockholders and serving millions of ultimate customers? Is it any 
more private than, say, the government of New York State?” (p. 203 of the 
stenographic record). 

We intend to discuss this point further in dealing with some of the objections 
which have been raised against the public price hearing proposals. 

The bill also constitutes a start toward the second step suggested by Dr. Means, 
the setting of standards for the behavior of such great collective enterprises. 
The bill itself, wisely, does not attempt to set such standards in the area of price 
policy. Those standards will have to be set over time, and through experience, 
by the people themselves. But in order to judge the conduct of such enterprises, 
the people first must have full information. They must know the facts behind 
the price decisions that are made or proposed. The purpose of this bill is to help 
dig out those facts. The people of America will develop and make clear what 
they consider standards of acceptable conduct when they have been given the 
economic facts upon which to form a judgment. This is as it should be ina 
democracy which puts its faith in the wisdom of the people. 

Finally, the bill provides an incentive to the corporations to make price deci- 
sions which wi!l conform to the public interest—the very important incentive 
which arises from the pressure of an informed public opinion. That incentive 
can be a very strong one. Few corporate managements today will delude them- 
selve that they can for long respond to considerations of public interest with 
an attitude of, “The public be damned.” The very knowledge that a public 
opinion which is disregarded will seek the means of making its wishes heeded 
should be sufficient to insure that price decisions which cannot stand the light 
of public scrutiny will not in fact be made. 


PROFITS OF LEADING CORPORATIONS SHOW EFFECTS OF PRICE ADMINISTRATION 


Dr. Means was able to show the major role played by price administration in 
inflation of recent years by comparing price movements in industries with highly 
administered price structures and price movements in industries where price 
administration was less common. A somewhat similar analysis shows how cor- 
porations with substantial power to administer prices have been able to profit 
more than, and frequently at the expense of, smaller and less powerful companies, 
as well as at the expense of the consumer. 

The committee may recall that when Mr. Yntema appeared before you last 
year he attempted to argue that profits were not responsible for inflation, and 
he produced figures purporting to show that profits had not increased betweeD 
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1948 and 1957. Mr. Yntema’s figures were subject to criticism on a number of 
grounds—for example his base year, his comparison of profits after taxes with 
wages before taxes, and his failure to adjust for changes in methods of charging 
depreciation—but the chairman quickly pointed out one major flaw in his 
argument. 

Mr. Yntema had lumped together all corporations, including small business, 
retail trade, wholesale trade, services and many little firms that had been losing 
money and were going out of business. But only a small number of these, 
chiefily the giant corporations, were able to control the prices at which they sold. 
It was these companies whose profits were significant and pertinent to the issue. 

In an effort to separate out the profits of at least some of the major corporations 
with dominant power to administer prices, we have analyzed the profits of 30 
leading corporations, the 3 with greatest 1947 sales in each of the 10 key manu- 
facturing industries, and compared them with the profits of all manufacturing 
corporations. ‘The industries selected are those with a high degree of price 
administration. They correspond closely with those designated as administered 
price industries by Dr. Means. 

The industries and firms covered by our analysis are: Primary aluminum— 
Reynolds Metals, Alcoa, and Kaiser; chemicals and allied products—Du Pont, 
Allied Chemical, and American Cyanamid; electrical machinery, equipment, and 
supplies—General Electric, Westinghouse, and RCA; food processing except 
meats—National Dairy Products, General Foods, and Borden; glass products— 
Pittsburgh Plate Glass, Owens-Illinois, and Libby-Owens-Ford; primary iron 
and steel—United States Steel, Bethlehem, and Republic; motor vehicles and 
equipment—General Motors, Ford, and Chrysler; paper and allied products— 
International Paper, Crown Zellerbach, and St. Regis; petroleum refining— 
Standard of New Jersey, Socony-Mobil, and Standard of Indiana; rubber prod- 
ucts—Goodyear, Firestone, and United States Rubber. 

The accompanying table shows that between 1947 and 1957 this handful of 
industrial giants profited and grew out of all proportion to the general run of 
manufacturing companies. They increased their sales by 162.8 percent, while the 
sales of all others increased by only 102.7 percent. 

Much more significant for present purposes, however, is the fact that the 30 
leaders increased their profits before taxes by 181 percent—just about four times 
as much as the 45.5 percent increase achieved by all other manufacturing cor- 
Porations. Although the 30 giants constitute less than 0.03 percent of the esti- 
mated total of 115,000 manufacturing corporations, they accounted in 1947 for 
18 percent of the total profits of all manufacturing corporations. By 1957 their 
share of total manufacturing corporation profits had risen by néarly two-thirds 
to 29.8 percent. The share of the remaining 99.97 percent of all manufacturing 
corporations had dwindled from 82 percent of total manufacturing corporation 
profits to 70.2 percent. 

One of the reasons for this, of course, is that in many of the industries, such 
4 aluminum, steel, electrical equipment, ete., the prices charged by the major 
manufacturers represented costs to thousands of smaller companies, many oper- 
ating in competitive markets, which were their customers. Thus many of the 
giant corporations were able to increase their profits, not only in competition 
with smaller companies, but directly at their expense. 

As might be expected, the 30 leading companies also grew much more rapidly 
during the period than the other manufacturing firms. Their assets increased 
by 169.7 percent, while the assets of all the others increased by only 127 percent. 
Thus they ended the 10-year period in an even stronger economic position, as 
against the rest of the manufacturers in the country, than they had enjoyed at the 
beginning of it. 

This analysis complements and corroborates that of Dr. Means by showing 
that positions of economic dominance and power to administer prices have been 
wed to exact inordinate profits. 
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Sales, profits, and asséts 30 leading corporations in 10 administered price 
industries compared with all manufacturing corporations, 1947 and 1957 


{In millions of dollars] 
1947 1957 Percent 
increase 
Sales: 
30 leading.............- aa $24, 258 $63, 753 
i SPR Ee Es. eheccdsebees 126, 434 
iad ne Senctitcntatscernnnicinntneneaeodebndietsediunasual 
30 as percent of total. _-- 


Profits before taxes: 
30 leading... ._-  sclspaaia Remeber iam dase aeaA $8, 390 
All other__....-- Ca neat e cons anube 13, 596 19, 777 


16, 582 


28, 167 


ED EE iiiannccestcsediscsucshnatcawsicudgndeccseumelaon 


Profits after taxes: 


30 leading... -_. matinee Speknacr Kuiepaaesuaienainetawatiouamee $1,772 $A, 643 
Ge Si nckacneciatedicccssy 8, 361 10, 795 


10, 133 15, 438 
30 as percent of total | 


Percentage return on net worth: 
30 leading... ___--- 
All other... 


Total assets: ! 
30 leading ; $17, 367 $46, 839 
All other_. 72, 260 164, 017 


eeeemenseeremtenfoom 


2 89, 627 210, 856 


! As of beginning of year. 
2 As of Mar. 31, 1947 (earliest available). 


com Moody’s Industrials: FTC-SEC, Quarterly Financial Reports for U.S. Manufacturing Cor- 
porations. 


OBJECTIONS TO PRICE HEARINGS HAVE NO VALIDITY 


Since the proposal for public price hearings was revived 2 years ago, it has been 
the subject of considerable public discussion. Several of the witnesses who fol- 
lowed Mr. Reuther in the hearings before this committee last year discussed 
the proposals, and we may assume that the corporate representatives who op 
posed it produced all the arguments they could against it. Since then it has been 
discussed in the press and elsewhere. Objections raised to the proposal include 
the charge that it would destroy free enterprise, that it would violate rights 
of confidentiality, and that it would act to discourage price reductions when 
in might be possible. None of these objections seems to us to be soundly 

ased. 
PRICE HEARINGS WOULD NOT DESTROY FREE ENTERPRISE 


The free enterprise argument was put forward by Mr. Curtice of General 
Motors before this committee. He said it would be “the beginning of the end 
of the free enterprise system,” that it would remove the right to make decisions 
from those who are held responsible for making decisions. 

This, the members of the committee will doubtless recognize, is resort to 4 
slogan to cover up the lack of a reasoned argument. S. 215 does not, of course, 
propose to remove any of management’s rights to make decisions. It would 
insure that price decisions would be made in an atmosphere of greater re 
sponsibility, because those who decided to increase prices would know that they 
would have to justify those decisions before the public. But to enforce an 1D 
crease of responsibility upon managements which now show all too little respol- 
sibility is not to threaten or weaken free enterprise, but to strengthen it. 
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Practically every time any great social or economic advance has been legislated 
in this country, there have been those who opposed it on the ground that it would 
“destroy free enterprise.” They opposed the child labor laws on that ground, 
they opposed minimum wage legislation on that ground, they opposed the gradu- 
ated income tax and a host of other measures on the same ground. The source 
of their confusion has always been the same, that they have identified their own 
narrow and selfish interests with the free enterprise system. The interests of 
General Motors or United States Steel are not identical with the free enterprise 
system. On the contrary, the gross abuse of administred price power by these 
and other giant corporations represents one of the most serious threats to the 
preservation of the free enterprise system. Rather than weakening or threaten- 
ing free enterprise, the proposals of S. 215 will strengthen and support it by 
making it more responsive to the will and the needs of the people. 


THE INVOCATION OF “CONFIDENTIALITY” IS A SMOKESCREEN 


The plea of “confidentiality” which is raised every time an effort is made to 
get at the facts that lie behind price decisions implies that the data involved are 
“competitive secrets.” The premise upon which the proposals for public hearings 
jis founded is that price competition is inoperative in the industries in which 
public hearings are contemplated. On that premise, there are no competitive 
secrets in relation to prices in such industries. 

As the committee pointed out in its “Report on Administered Prices in the 
Automobile Industry” : 

“The method employed by General Motors for setting its automobile prices 
isbasically that of a public utility * * *. Buta distinction should be noted. The 
public utility is a regulated monopoly; its cost formulations and pricing prac- 
ties are subject to governmental supervision for the protection of the public. 
General Motors possesses much of the economic power of a public utility, but 
itis free from governmental oversight.” 

The cost data of a public utility cannot be concealed from the scrutiny of 
public officials. Neither can we afford to permit concealment from the public 
of the data underlying the price decisions of the executives of giant corporations 
when those decisions have such far-reaching effects upon the economic welfare 
ofall Americans. 

We feel that this point deserves special emphasis, because the giant corpora- 
tions have not hesitated in the past to refuse information which was requested 
of them even by representatives of the President and by congressional bodies. In 
the General Motors strike of 1945—46, for example, President Truman appointed a 
fact-finding board, but was not able to give it subpena powers. Prior to the 
opening of its hearings, the board indicated that ability to pay without a price 
increase would be an important factor in any recommendations it might make, 
that it would require “exact and detailed information” and that, if necessary, 
itmight call upon the company to submit books or records germane to the case. 
One week later, when the parties met with the board, General Motors refused 
to participate further if ability to pay were to be considered as a factor and 
melodramatically walked out on the proceedings. 

In its 1958 hearings into administered prices in the auto industry, this. com- 
mittee was unable to get important information it had requested from the com- 
panies. Every conceivable excuse was used by the companies to avoid producing 
the facts. To do so, they claimed, would violate “confidentiality.” It would 
put them at a competitive disadvantage, even though the same information was 
being requested of all three companies, and much of it was cost information 
as to which, as President Colbert of Chrysler Corp. later admitted to the 
committee— 

“We know that price changes in basic commodities and changes in wage rates 
will have an effect on unit costs of competitive products similar to the effect 
on our own.” 

Even more absurd arguments were used, for example, that disclosure would 
Violate the spirit of the antitrust legislation, and that it would prejudice the 
‘orporations in collective bargaining. What it all boiled down to, however, was 


po the companies were not going to disclose any more information than they 
ose, 


Their failure to disclose the facts was particularly inexcusable in that corpora- 
tion witnesses sought every opportunity to create the impression, both by direct 
statement and by innuendo, that the economic gains won by their employees had 
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compelled them to increase their prices. Yet, when asked to provide the factual 
data that would support or disprove their charges, they evaded or refused. 

They behave as though “freedom from fact” were one of the four freedoms and 
an inalienable right of giant corporations. 

The latest example of their arrogance was the tortuously worded rebuff to 
this committee by Mr. Frederic Donner, chairman of the board of General Motors, 
His telegram argues that (1) “the proposed legislation has no significance or 
impact which is peculiar to General Motors; (2) General Motors is a helpless 
captive of the pricing policies of its thousands of small suppliers and that they, 
not GM, determine both their own prices and GM’s prices; (3) this committee 
already has enough information on GM’s operations; (4) GM is before a grand 
jury; (5) he is taking a trip to Europe. He adds that he will nonetheless 
graciously favor the committee with a written statement. 

Subsequent to the hearings, and despite their failure to back up their charges 
with the economic facts, they conducted an intensive public relations campaign 
designed to mislead the public into believing that the UAW was responsible for 
their price increases. 

THE TWO FACES OF MR. YNTEMA 


None of the auto corporations has been more vociferous in this propaganda 
campaign than Ford Motor Co., and no executive of that company has been louder 
in his antilabor charges than Mr. Theodore O. Yntema, Ford’s financial vice pres- 
ident and its chief witness before the Antitrust and Monopoly Subcommittee 
early in 1958. More recently, however, this same Mr. Yntema found himself 
in the position of a promoter of the sale by the Ford Foundation of 2 million 
shares of Ford Motor Co. stock. In preparation for this sale, a group of execu- 
tives of the Ford Motor Co., including Mr. Yntema, met in New York with the 
representatives of the bankers and brokers who were to handle the sale. At this 
meeting, according to the Wall Street Journal for March 25, 1959: 

“Theodore O. Yntema, financial vice president, said that in the period from 
1954 to 1958, the company has cut the cost of producing an automobile an 
average of $94 a unit. Personnel and salary cuts since 1957 will result in savings 
of $100 million a year, he said.” 

It is not clear from the above-quoted statement whether the $94 represents a 
reduction in total costs or in labor costs only. Since materials prices increased 
considerably and Ford’s depreciation charges also rose sharply during the period 
involved, it is obvious that the cost savings must have come through reductions 
in labor costs resulting primarily from automation and other technological ad- 
vances. In view of increases in materials costs and depreciation charges, it is 
equally obvious that, if the $94 refers to total costs, the reduction in labor costs 
must have been very much greater tham’$94 per car. 

In either case, the quoted statement is in direct contradiction to the clear im- 
plication of Mr. Yntema’s testimony before this committee that the economic gains 
of UAW members employed by Ford Motor Co. compelled Ford to raise its prices. 
Wither the 1958 insinuation or the 1959 statement is untrue. 

Ford’s recently announced profit figures for the first quarter of 1959 strongly 
suggest that Mr. Yntema adhered more closely to the facts when he spoke this 
year in his role as stock salesman than he did when he appeared before this 
committee last year in his role as antiunion propagandist. 

During the first 8 months of this year Ford made profits that tend to corrobo- 
rate the reductions in unit costs with which Mr. Yntema sought to impress the 
bankers last month. Profits before taxes were almost as high in the first quarter 
of 1959 as in the all-time peak second quarter of 1955 when the company’s pro- 
duction of cars and trucks was 25 percent greater. While we recognize that part 
of this difference might conceivably be explained by such factors as a difference in 
mix as among passenger cars, trucks, and parts, or as between foreign and do- 
mestic operations, nevertheless it tends strongly to support Mr. Yntema’s state 
ment made in connection with the recent stock sale and to refute the impressions 
he tried to create in the minds of the members of this committee last year. 

Mr. Yntema and the other car manufacturers refused this committee, on the 
plea of “confidentiality,” the cost data on which the committee could have made 
a judgment. They should not be permitted to use the same plea in order to keep 
from the public the true facts of their positions when they propose to 
initiate still another round of price increases. 

If the force of informed public opinion is to substitute adequately for the 
market forces which are absent in the industries under consideration, the public 
must be equipped with all the data that may be required. Moreover, such data 
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must be subjected to the most searching screening and analysis. Cross-exami- 
nation is the most effective means that has thus far been devised to ascertain 
the truth when facts are in dispute. 

We urge that the bill reported out by the committee include provision for 
eross-examination with respect to all data presented and all contentions made in 
the public hearings by the proponents and the opponents of the proposed price 
increases. This would make it possible, for example, for representatives of the 
automobile industry to participate actively and constructively in hearings on 
proposed price increases in the steel industry, whose prices are a major cost 
factor in the manufacture of automobiles. 


PROPOSAL NEED NOT DISCOURAGE PRICE CUTS 


In his appearances before this committee last year, Mr. Yntema suggested that 
the prospect of public hearings before any price increase might deter companies 
from lowering prices if their costs go down, lest they have difficulty later in 
raising prices back to the previous level if they felt it necessary. This in itself, 
of course, was an admission that competition can no longer be relied upon auto- 
matically to pass such cost reductions on to the consumer, as it is supposed 
to do. If there is any validity to that objection, it could easily be met by pro- 
viding for hearings also whenever the agency is provided with a prima facie 
case for a price cut which companies have failed to make. The initiation and 
presentation of a case of this kind might well be a function of the Department 
of the Consumer provided for in 8.1571. 


DR. SAULNIER’S BLINDNESS TO THE FACTS 


Although I have not seen the text or transcript of Dr. Raymond Saulnier’s 
testimony before the committee on April 23, I have seen a portion of it quoted in 
the New York Times. Apparently Dr. Saulnier attempted to persuade the com- 
mittee that wage increases were a primary cause of price increases in the past 2 
years. I can only suggest that Dr. Saulnier has failed to read, or having read 
has failed to understand, the testimony before this committee and the reports by 
the committee on price increases in the steel and automobile industries. Hear- 
ings of the type contemplated by S.215 would help to bring Dr. Saulnier’s 
economic education up to date and thus better equip him to advise the President 
on the economic problems facing our Nation. 

Dr. Saulnier also believes, according to the reports available as this is written, 
that enactment of S. 215 would be a long step toward price controls. Here he 
makes an implicit assumption which I am not prepared to accept. Given ma- 
chinery of the type provided in S. 215, public demand for price controls, with- 
out which their adoption is inconceivable, would arise only if administered price 
abuses continued in the face of public knowledge of the pertinent facts. I can- 
not join Dr. Saulnier in his apparent belief that the top executives of our lead- 
ing corporations are so arrogant and so callous as to apply openly a “public be 
damned policy.” They do what they do today only because, in the absence of 
public availability of the facts, they are able to conceal their own responsibility 
for inflationary price increases and delude large sections of the public into be- 
lieving labor is to blame. 


THE CHAMBER OF COMMERCE TAKES A DIM VIEW 


As this is written the testimony given by Messrs. Fackler and Frucht of the 
chamber of commerce is also not available to us. However, from reports it ap- 
pears that they repeated some of the objections dealt with above, and raised 
others (the threat of quality deterioration, for example) which appeared to 
rely in large part on a belief that business firms would engage in numerous 
forms of unethical conduct in attempts to evade the law if it were enacted. We 
are perhaps not as familiar as the chamber of commerce with current standards 
of business conduct, but our view of business morality is not as dim as theirs. 
There will always be some evaders and scofflaws of course, but our society 
would rapidly degenerate into a state of chaotic anarchy if every law that could 
possibly be evaded were to be stricken from the books. We believe that S. 215 
is a sound proposal, and that given adequate administrative machinery it can 
be effectively enforced. We suggest also that the chamber of commerce could 
make an important contribution toward minimizing evasion by adopting and 
enforcing an ethical practices code for its members comparable to that in force 
for AFL-CIO affiliates. 
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SUGGESTED IMPROVEMENTS IN 8. 215 


I should like now to turn to a discussion of some of the details of S. 215, 
particularly with regard to respects in which we feel it should be strengthened. 
In my opening remarks I suggested six essential criteria for a measure of this 
sort: 


1. It must define clearly those corporations whose operations are subject to 
its provisions 


We feel that S. 215 meets this requirement reasonably well, although some 
people claim to have found ambiguity in its language. However, we would 
urge that the extent of coverage provided in section 3 of the bill should be 
reconsidered. The bill provides that “in any line of commerce in which 50 
percent or more of the total annual sales in the United States are made by 
eight or less corporations,” the provisions of the bill would apply to every 
corporation in such group of eight or less, except those having capital, surplus 
and undivided profits of $10 million or less. 

This, we believe, is too broad a coverage. It will include many relatively 
small firms whose price decisions could not possibly affect the industry as a 
whole. 

The smallest corporation of the eight accounting for 50 percent of the in- 
dustry’s total sales might, by itself, have as little as 1 percent of such sales. 
Such a corporation could not afford to maintain its prices above the level set 
by the “price leader” in its industry. It would therefore be pointless to hold 
hearings on price increases proposed by any corporations other than the obvious 
“price leaders” in their respective industries. 

We have proposed that the hearings procedure be invoked only with respect 
to corporations accounting for 25 percent or more of the total sales of their 
respective industries. While the 25 percent criterion is admittedly arbitrary, 
control of that large a share of an industry’s total sales certainly creates a 
strong presumption of ability to exercise “price leadership.” 

On the other hand, in most industries a firm which controls less than 25 
percent of the industry’s sales is not likely to represent the sort of concentra- 
tion of power which Senator O’Mahoney has rightly described as a “private 
economic government.” 

The 25 percent criterion would help to keep the agency’s task within man- 
ageable proportions. A very rough but generous estimate, based on data 
contained in the report on Concentration in American Industry prepared and 
published by this committee in 1957, suggests that on the basis of the 4-digit 
codes of the Standard Industrial Classification there are not more than 200 to 
250 corporations which control 25 percent or more of the sales in their respec- 
tive industries, while the data in the same report indicate that the number of 
corporations covered by 8. 215 as it now stands would propably be well in excess 
of 1,000. We are convinced that such coverage is unduly extensive, that it 


would burden the agency with a great deal of unnecessary administrative work, | 


and thus make it more difficult to achieve the essential goal of obtaining the 
facts from those corporations which actually do have power to make price 
setting, decisions that have important consequences for the economy as a whole. 
If there are technical reasons why the criterion we suggest would create diff- 
culties in administration (e.g., difficulties in ascertaining which corporations 
meet the 25 percent test) then we would suggest that the bill be amended to 
provide for exemption of any firms with respect to which it is established that 
they do not meet that criterion, just as the bill now waives jurisdiction over 
firms worth less than $10 million. 

As evidence of the inability of a company which is relatively small in its in- 
dustry to influence industry price decisions, we cite the case of the Alan Wood 
Steel Co. of Philadelphia, which unsuccessfully attempted last summer to set 
the pace for steel price increases. On June 25, 1958, this company announced 
that on July 7 it would raise its steel prices $6 a ton with the now standard 
excuse that this was necessary to “offset higher labor costs.’’ United States 
Steel, however, was not prepared to raise prices quite so soon and held the line 
for the time being. The other steel producers followed suit, and Alan Wood 
quickly rescinded its proposed increase until the price leader decided, a month 
later, that it was time to make the move. While it is true that this company is 


so small—1958 sales, $54 million—that it would not come within the first eight | 


in its industry, nevertheless its experience provides evidence that no company 
in an industry can raise prices where the “price leader” is not prepared to do 90. 
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Even more convincing evidence of this fact is the statement by the president 
of Jones & Laughlin Steel Corp., (a relatively large company) quoted by Steel 
magazine of July 7, 1958, that it would be “commercial suicide” to change prices 
without such action by United States Steel 

As matters turned out, Jones & Laughlin did anticipate United States Steel’s 
increase, but only by one day, and in circumstances which make it evident that 
it felt quite sure the latter would follow suit. 

Still another similar situation which shows the extent of price leadership held 
by one company was that investigated by the committee with respect to automo- 
bile price increases in the fall of 1956. Ford priced first but according to Mr. 
Yntema did not dare take the full price increase which they wished to take, 
until after General Motors had announced its prices, when Ford quickly moved 
its prices up to GM’s level. In such industries as autos and steel, obviously pub- 
lie price hearings for the smaller companies would accomplish little, since it is 
the major companies that make the actual decisions. 
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1. Advance notice of price increases must be required from companies covered 
by the measure 

§. 215 meets this requirement, but we would suggest to Senator O’Mahoney 
that its provisions are not as satisfactory in this respect as those of the bill he 
introduced in 1948. 

Under S. 215, a corporation may not increase prices until the completion of 30 
days after it has given notice. The bill also provides that a public hearing shall 
be called within 30 days of the time such notice is given. The result might well 
be that the price increase would take effect before the hearing had been com- 





relatively 
stry as a 






»f the in- 
uch sales. 
: level set 
3s to hold 
1e obvious 











th respect | pleted, or had even gotten well underway. The 1948 bill provided specifically 
s of their | that the contemplated price increases be withheld until after the hearing. This 
arbitrary, | would be a much more effective provision, but the period should be long enough 
creates 4 | 0 insure reasonable time for the production of a factual report before the price 





inrease can become effective. In other words, since one of the purposes of the 
bill is to require “public justification” before a price increase is effectuated, the 
tine allowed should be long enough to insure that the public is informed and 
that public opinion has an opportunity to react. 

If a fixed period of notice is felt desirable, there is a suggestion implicit in 
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thin man- | Senator O’Mahoney’s remarks in introducing the bill which we feel might well 
| on data | leadopted. He said: 

pared and “Congress has not hesitated to enforce a cooling-off period on organized labor, 
the 4-digit | which, under the Railway Labor Act and the Taft-Hartley Act, may not sell its 
han 200 to | ommodity for the price it demands until a certain period of time has elapsed. 
eir respec | lf we can freeze the wages of labor, certainly we can freeze the prices at which 
number of ji concentrated business organization sells its products, particularly when the 
1 in excess | jublic interest demands that Congress halt inflation.” 

ve, that it Since the period of notice required under Taft-Hartley is 60 days, we feel that 
tive work, Jisimilar period would be highly appropriate under this bill. 

—_—- . The administering agency should have full subpena power 

's a whole. | This power is expressly provided in S. 215. We have already expressed our 
reate diff. P%viction as to how essential it is that this power should be provided, and 
yrporations thould be used where necessary, to insure that the facts are made available. 
mended to | The entire purpose of S. 215 is to bring the weight of an informed public 
lished that }%inion to bear the making of certain private economic decisions that affect 






iction over |l¢ public welfare. By definition, an informed public is a public supplied with 
the facts. Today, however, the essential facts as to costs, prices, productivity, 
iid profits are concealed behind corporate iron curtains maintained by what 


‘nator O’Mahoney has described as “private economic government.” 
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fare of its citizens. No corporation, no matter how arrogant, will undertake 
lightly to challenge that force. 


4. There must be provision for publication of the facts. 


We believe strongly that section 6 of S. 215 which provides for reports should 
be strengthened. This section now provides for semiannual reports and for 
such additional reports as the Federal Trade Commission and the Attorney 
General may deem appropriate in the public interest. 

We should like to urge the amendment of this section, first to provide for 
a report in connection with each hearing held and second, to require the publi- 
cation of such report before the expiration of the 60-day notification period 
which we propose. 

We assume that Senator O’Mahoney did not include such provisions in his 
bill because he believes that the prospect of hearings would, in itself, be an 
effective deterrent to corporations contemplating unjustifiable price increases, 
Based upon our experience with certain of the corporations that would be in- 
volved in the hearings, we have less confidence in the efficacy of hearings as 
such. 

It can be expected that the corporations involved in the hearings will seek 
by every means that ingenuity can devise to muddy the waters so that the pub- 
lie will be confused rather than informed. In this, as has been demonstrated in 
connection with earlier hearings held by this committee, the corporations will 
be aided by a large segment of our national press. 

It is therefore imperative that findings of fact be made available to the 
public. We refer to findings of fact rather than determinations with respect 
to the justification for the proposed price increases because there are at present 
no established criteria for such determinations. We assume that the lack of 
such criteria accounts for the absence from Senator O’Mahoney’s bill of any 
provision for findings as to whether or not the proposed price increase can be 
considered justifiable. 

As we see it, it would be impossible at this time to formulate criteria which 
would form the basis for such findings. 

There is at present no generally accepted basis for determining the propriety 
of any level of prices, profits, or wages. Standards of propriety will have to 
evolve as our common law has evolved. 

Given the facts as to specific situations, the public will begin to form its 
own judgments as to what is or is not proper conduct under particular sets of 
conditions. Out of these judgments in individual cases will come, in time, 
generally accepted standards of proper conduct. These standards will of then- 
selves tend to exert great influence,over those involved in making price and 
wage decisions. They will also form the basis, if legislative criteria should 
ultimately seem advisable, for criteria that can be written into law. 

Until such standards evolve, however, it seems to us that it would be the 
course of wisdom to confine the role of the hearing agency to the determination 
and the dissemination of pertinent facts brought out in the course of its hearings, 
with particular emphasis on those matters that may be in dispute. Thus the 
agency, upon conclusion of hearings in any specific case, would report to the 
public on such matters as changes in the cost of producing the product, the 
source of such changes (e.g., wages, material prices, overhead costs, ete.), the 
degree to which cost increases are offset by cost savings (such as those flowing 
from advances in productivity), the effect of the proposed price increases upon 
the profits of the corporations involved, the effect upon those profits if the 
ascertained cost increases were to be absorbed by the corporation, and similar 
matters that would enable the individual citizen to make informed judgments 
as to the propriety or justification for the proposed price increase. 

We are confident that the prospect of publication of such information with 
respect to proposed price increases would become a major factor in the decision 
making processes carried on by the small groups of executives who set prices in 
the giant corporations that now dominate American economic life. These exect- 
tives would hesitate, we believe, to set prices at levels that could not be justi- 
fied to the public. 

The findings of fact should be published before the expiration of the 60-day 
expiration notice period because the basic purpose of publication would be to 
bring the force of public opinion to bear as a deterrent to prevent unjustified 
price increases. Our objective is prevention rather than postmortems. 

We should like to suggest that the possibility of televising the hearings should 
be looked into as an additional means for bringing the facts to the attention 
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of the public. The use of television has proved most effective with regard to 
some committees whose fields of investigation, while undoubtedly important 
and fraught with public interest, are no more so than the question of price 
increases affecting the standards of living of every American and the stability 
of the American economy. 


5. The measure must be effectively administered, preferably by an agency set 
up for that purpose. 


If the functions proposed by S. 215 are to be effectively carried out, there will 
have to be created an agency with a staff that can devote its undivided attention 
to holding hearings on administered price increases, and that will be fully sym- 
pathetic to the purposes of the measure it is administering. Only such an 
agency can fully develop the skills required for maximum effectiveness in elicit- 
ing the facts and for presenting them in a form that will make for the greatest 
possible degree of public understanding. 

8. 215 would establish the Federal Trade Commission as the agency responsi- 
ble for conducting the hearings, operating in conjunction with the Attorney 
General. The testimony and demeanor of top officials of the FTC, in hearings 
before this committee, have revealed that their agency would not be likely to do 
an effective job. On August 6, 1958, Hon. John W. Gwynne, Chairman of the 
Commission, and several of his top aids, including the executive director, the 
general counsel and chief economist, appeared before this committee to explain 
the Commission’s position with respect to the action of the steel companies in 
raising their prices to the same level and at approximately the same time, 
during a perior when they were operating at only about 60 percent of capacity. 
On the basis of a 1951 order, it was felt that the FTC had broader powers to 
take action than the Antitrust Division of the Department of Justice. 

In his testimony, Chairman Gwynne stated that the FTC had made no inves- 
tigation of this or other similar steel price increases, because it had received 
no complaints. Apparently the report of this committee, dated Februay 21, 
1958, which recommended further investigation by the FTC, was not regarded 
as a “complaint.” The assistant general counsel to the FTC’s compliance 
division told the committee that he and a member of his staff had read the 
report, “and neither of us found anything in it that would appear to us to 
indicate a violation of the conspiracy order.” 

Throughout the hearing, the impression given by members of the FTC staff 
was that they were not prepared to start an investigation until someone lodged 
a formal complaint or handed them the evidence on a platter. Even the exist- 
ence of strong circumstantial evidence was not sufficient for them. They made 
it very clear that any investigation of prices as such was outside their sphere 
of activity or interest. Mr. Gwynne said: 

“As I said, high prices or low prices are not essentially part of our job, nor 
are high wages or low wages.” Hearings, part 8, p. 4433. 

That was a statement of simple fact, but it illustraes the point that investiga- 
tion of administered prices would be far outside the present functions of the 
Commission. Another interesting light on the Commission’s view of price in- 
creases was cast by Mr. Whitney, Director of its Bureau of Economics, who 
has since gone on record before this committee with the opinion, as the Daily 
Labor Report puts it, “that steel wages were inflationary, but that steel indus- 
try profits were not, over the years 1953-57.” That is, he completely supported 
the position of management. He did so despite the fact that his own figures 
showed that the steel industry’s profits per ton shipped rose substantially more 
than employment costs per ton. As a matter of fact, in the 1946-57 period, 
profits per ton rose by 242 percent while employment costs per ton rose only 
by 69 percent. 

In the hearings of August 6, 1958, Mr. Whitney suggested that steel prices 
Were uniform because, if they were not, the sales would all go to the lowest 
seller and force the others down to his level. He continued: 

“Now, at a time like this you may say why did Bethlehem Steel announce 
yesterday that it is raising its price, why not stay at a lower level and get all the 
business? Because then the other companies would have to come right down 
to Bethlehem’s level, and they felt, as the others felt, that the market would 
stand an increase. And they would rather all be selling at $155 a ton than all 
selling at $150. 

“Now, these things are so natural in the market that this price increase did 
hot surprise me, did not seem to me to make a prima facie case of conspiracy.” 
(Hearings, part 8, p. 4451.) 
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We would strongly urge that a Commission which seems to lack the will 
to carry out its present duties energetically, which is not acquainted with ad- 
ministered price problems, and whose chief economist considers it perfectly 
“natural” and presumably proper that companies with power to administer 
prices should impose any increase that “the market would stand,” is a far cry 
from the kind of agency required to do an effective job under the provision of 
8. 215. 

The suggestion has been made, and will be discussed later in this statement, 
that proposed wage increases which are alleged by management to require price 
increases should also be made the subject of hearings. We do not oppose that 
suggestion, but its adoption would make the Federal Trade Commission that 
mu-h less suitable as an administering agency. None of the Commission’s other 
activities or experience fits it in any way to conduct public hearings into wage 
questions. All its contacts are with management, and the evidence indicates 
that all the sympathy of some Commission members and staff employees is also 
with management. The attitude of the Commission's chief economist makes it 
clear that he, at least, has already prejudged the issue between labor and man- 
agement as to which is responsible for the inflation of the past few years and 
has thus disqualified himself as an impartial factfinder. 


6. The measure should carry effective penalties 


Obviously, any measure of this kind will be effective only to the extent that 
it carries effective and appropriate penalties for violation. We are not sug- 
gesting that an increase in prices should be considered a violation, even though 
the facts brought out may have clearly shown that any increase would be unwar- 
ranted. But action by a corporation covered by the law to increase prices 
without due notice, or refusal to appear or to provide required information 
would certainly be violations and persons or firms guilty of them should be made 
subject to effective penalties. 

‘Ihe penalty provided in S. 215 for failure to give the required notice of a 
price increase, is less effective than that written into Senator O’Mahoney’s 1948 
bill. In the 1948 bill, any corporation violating the notice requirement was 
subject to a fine or not more than $5,000, but in addition, any officer, agent 
or employee of such corporation knowingly and willfully participating in the 
violation was subject to the same fine or to imprisonment for up to 1 year, or 
both. ‘Ihe same penalty was provided for persons guilty of taking reprisals 
against any person because he testified at a hearing, and such person, if injured, 
could sue for triple damages. 

S. 215 carries the same penalty for reprisals, including the provision for 
triple damages, but for failure to give notice it provides a penalty of only $5,000 
to $50,000 on the corporation concerned, with no penalty to any individual. We 
believe that this penalty is much too small to be effective. The gain from even 
a small price increase imposed by the giant corporations which would be covered 
by the bill would far outweigh the penalty. For General Motors, for example, 
a $50,000 penalty even in depressed 1958 would have represented less than 2% 
cents on each passenger car produced. 

We would suggest that S. 215 be amended, either by restoring the personal 
penalty for willfully participating in a failure to give notice, or else imposing a 
penalty on the corporation in each case equal to three times the additional 
revenues obtained as a result of the price increase, based upon the physical 
volume of sales of the commodity whose price was increased. 


THE CONSUMERS’ ADVOCATE 


As we have questioned the appropriateness of the Federal Trade Commis 
sion to administer the notification, hearings, and fact-finding procedure so, als0, 
do we question the role assigned to the Attorney General by S. 215. Except for 
the penalties provided for willful failure to give the required notice or for pres 
sure brought to bear upon witnesses testifying in the proposed hearings, the 
bill contemplates no legal action, criminal or civil, against any person or corpo 
ration. 

Section 4 of the bill assigns to the Attorney General, along with the Federal 
Trade Commission the duty to examine corporations “with respect to the rea 
sons for and the justifiability of the proposed (price) increase.” We submit, 
however, that the Attorney General is hardly the proper person to conduct such 
examinations. There is nothing in the present operations or the experience of 
the Department of Justice, including its antitrust responsibilities, which equips 
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it to act as the consumers’ advocate in such proceedings. The Attorney Gen- 
eral is concerned primarily with law rather than with economics. The ex- 
aminations provided for in section 4 of the bill, however, would require great ex- 
pertise in a highly specialized branch of economics if they are to serve their 
purpose. 

Moreover, the task of combating administered price inflation is far too im- 
portant to make it a part-time function of any agency, whether the Federal 
Trade Commission or the Attorney General. What is needed are agencies whose 
staffs are free to devote themselves with singleminded purpose to defending 
the consumer and the Nation against administered price abuse. As previously 
indicated, we believe the consumer should be represented in the hearings called 
for by S. 215 either by an Independent Office of Consumers Counsel or by the 
Department of the Consumer which would be created by S. 1571 introduced by 
Senator Kefauver. 

There is another alternative, however, which we suggest for the committee’s 
consideration as a means to provide for both hearing agency and consumers’ 
advocate in a single statute. There are precedents for legislation which would 
provide for both functions. 

Under the Taft-Hartley Act, for example, there is a general counsel who fune- 
tions independently of the National Labor Relations Board before which he 
appears as an advocate. This suggests the possibility of amending S. 215 to 
provide for a new agency which would receive price increase notifications and 
hold hearings on them and simultaneously to provide for an office charged with 
responsibility for preparing and presenting the consumers’ case on the issues 
involved in such hearings. 


WAGES AND THE HEARINGS PROCEDURE 


When Senator O’Mahoney introduced the predecessor of S. 215 in 1948, the 
myth of “wage-push inflation” had not yet been part of the folklore of the un- 
thinking by high-powered propagandists supported by a press that, with a few 
honorable exceptions, slavishly echoes the party line of big business. The Amer- 
ican people had not yet been brainwashed into forgetting an old axiom of econ- 
omists, demonstrated as still valid by statistical evidence relating to the period 
since World War II, that wages lag behind prices rather than lead them in in- 
flationary periods. There was still widespread recognition of the essential truth 
expressed by C. IX. Wilson, then president of General Motors, when he wrote in 
Reader’s Digest for September 1952: 

“I contend that we should not say ‘the wage-price spiral.’ We should say the 
‘price-wage spiral.’ For it is not primarily wages that push up prices. It is 
primarily prices that pull up wages.” 

For this reason, it probably did not occur to the Senator in 1948, to provide for 
the coverage of wage demands by the hearings procedure called for by the bill 
he offered in that year. 

The omission from S. 215 of any mention of wages, indicates to us that Sena- 
tor O’Mahoney has not been taken in and recognizes falsity of the “wage-push” 
propaganda. 

Nevertheless, wage increases have been made an issue in connection with prac- 
tically every price increase imposed by a large corporation in recent years. 
Corporate class warfare propaganda aimed at saddling labor with the blame for 
administered price inflation continues unabated. The tactic is that of the pick- 
pocket who, caught in the act, points to his victim and shouts “stop thief.” The 
campaign of falsehood and distortion can be expected to continue and to mount 
to new heights of frenzy unless and until effective countermeasures are taken. 

The only effective antidote to poisonous falsehood is a large dose of fact. But 
the facts, in this instance, are in the exclusive possession of the wielders of the 
poison pens. At present, they are free to make their charges and then to refuse 
to produce the only evidence that could prove its truth or falsity. As this com- 
mittee well knows, they have repeatedly refused. Moreover, they have made it 
clear in their testimony on S, 215 that they fear exposure of the facts. 

The nature of their arguments makes it clear that their fear is not based on 
the lame reasons they allege but rather on the fact that publication of the per- 
tinent data would not only deter them from the abuses they now perpetrate 
behind the public’s back but put an end, once and for all, to their campaign to 
whip up a lynch spirit against the trade union movement. If it served only the 
latter purpose, the enactment of S. 215 would make a substantial contribution to 
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the welfare of the Nation. We believe however, that it would deter not only the 
cynical and hypocritical shifting of the blame for administered price abuses but 
also the abuses themselves. 

As indicated previously, we in the UAW have sought by every means known 
to us to elicit for the benefit of the public the facts as to the actual relationship, 
if any, between wage increases and the price increases that have been imposed 
by the auto corporations. We would welcome the opportunity which public 
hearings under 8. 215 would provide to bring out into the light of day the true 
causes of price increases in the automobile industry. We are prepared to enter 
the public goldfish bowl along with the auto corporations when they allege that 
our demands are inflationary. We believe that labor and management, while 
obligated to meet their separate responsibilities to the workers and stockholders 
whom they respectively represent, have an overriding responsibility to the public 
as a whole. We are willing to submit to the judgment of an informed public 
epinion the question of whether or not we are properly meeting our share of 
that overriding responsibility. 

Accordingly we are fully prepared to make our full contribution to enlighten- 
ing the public as to the real sources of administered price inflation. We are 
perfectly willing, when corporations allege that our wage demands would compel 
them to raise their prices, to be subpenaed and to submit to the hearings pro- 
cedure side by side with them. We would have no objection to an amendment 
to 8. 215 that would require us to do so. 

We believe, however, that wage demands should be involved in the hearings 
only when the corporation or corporations claim that it is those demands which 
would require them to put into effect the proposed price increase of which they 
have notified the hearing agency. 

We recognize that inflation can come at times, for example during war, 
from an excess of demand including demand from wage earners. There are 
various means at the Government’s disposal, tax and credit control policies 
among others, to deal effectively with such an inflation. As the record pre 
viously cited demonstrates, we have vigorously advocated, sought, and sup- 
ported such measures when they are needed and we are prepared to do so again. 

Aside from such situations, wage increases can contribute to inflation only 
if and when they do in fact compel the employers involved to raise prices. 
Therefore, it is only when wage demands are alleged to create the necessity for 
a proposed price increase that the union concerned should be required to be a 
party to the hearings. It should be free to participate voluntarily, in the 
interests of its members as consumers; but, in the absence of an allegation that 
its demands would cause prices to rise, the union would have nothing else to 
contribute to the purpose of the hearing. 

Our current inflationary problem, as manifested by the large amount of idle 
productive capacity, is clearly not due to an excess of consumer demand result- 
ing from wage increases but to abuse by certain giant corporations of their 
power to administer prices. Wage increases can help to correct the existing 
imbalance between our productive power and our power to consume. Wage 
increases serve, also, the valuable human purpose of improving the living 
standards of both the families of the workers who receive them, and those who 
depend for their own livelihood on worker income. 

As noted, however, it is widely alleged that wage increases are the cause of 
the price increases that have occurred in the administered price industries. 

As a result of the hearings provided for in S, 215 the public would be able 
to make an informed judgment as to the alleged inflationary effects of wage 
demands because it would be equipped with the facts on unit costs, profits, pro- 
ductivity, ete. These facts would be made publicly available by requiring the 
corporation involved to participate in the hearing together with the union and 
to make available data and records that may be pertinent to its allegations 
regarding the union’s wage demands. Without such data and records, there 
could be no basis for determining the truth or falsity of the corporation's 
allegations. 

We must emphasize, however, that the hearing agency will have to be fully 
aware of the fact that wage increases may be justified under certain circum- 
stances even if they do cause price increases. In such cases, the agency should 
have the responsibility to make clear to the public the facts relating to the 
demands as well as those relating to the proposed price increase. 

Workers suffering from substandard wages are clearly entitled to seek and 
obtain wage increases, even though those increases do require their employers 
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to charge higher prices. Consumers have no right to be subsidized at the ex- 
pense of the welfare of the families of such workers and should be willing to 
pay higher prices if that is the only means by which the substandard living con- 
ditions of the workers involved can be corrected. 

Similarly, price increases may be necessary in order to provide a fair share 
in the increasing fruits of our advancing technology to workers in industries 
where productivity improves at a slower than average rate. Since advances 
in productivity are socially created, all members of society have a right to share 
equitably in their benefits, regardless of the rate at which productivity increases 
in their respective industries. 

Wage increases given to workers in slowly advancing industries, even though 
they may cause price increases for the products of those industries, are, never- 
theless, compatible with the maintenance of general price stability. A stable 
price level is the result, not of unchanging prices for all products, but of 
diverse movements of prices for individual products, with increases for some 
being offset by decreases for others. 

Thus, price increases resulting from higher wages in slowly advancing indus- 
tries should be offset by price decreases in industries of rapid technological 
advance whose workers generally obtain wage increases for themselves related 
more nearly to the national rate of productivity advance rather than to the 
greater increases in their own productivity. In this way, all workers can share 
equitably in the gains from an improved technology without inflationary con- 
sequences insofar as the general level of prices is concerned. 

It must be remembered, also, that general imbalance between productive 
capacity and consumer purchasing power may at times require correction through 
widespread increases in wages and salaries—the largest single form of consumer 
purchasing power—and that increases in the general level of wages and salaries 
may necessitate price increases in certain industries. 

These are but a few examples of situations in which wages should not only 
be permitted but encouraged to increase, even though price increases may 
result. It is crucially important from the standpoint of the individuals af- 
fected and the needs of the economy as a whole that no obstacles be created 
to the effectuation of such needed wage increases. 

Therefore, if S. 215 is amended to bring wage demands into the hearings along 
with the proposed price increase for which they are alleged to be the cause, 
it will be necessary to spell out clearly the duty of the hearing agency to 
report fully on the facts relating to the wage demands. 

Fear has been expressed in some quarters that involvement of wage de- 
mands in the hearings might tend to interfere with free collective bargaining. 
This fear could have validity if the conduct of the hearings is not carefully 
restricted to the purpose of eliciting the pertinent facts for the benefit of the 
public. The hearing agency should be strictly forbidden to enter in any way 
into the bargaining process. The respective parties should be entirely free, 
subject only to the pressure of public opinion, in the case of management, to 
effectuate its price increases if it chooses, or, in the case of the union, to win 
its demands if it can. But both would know that they would have to face a 
public fully familiar with the facts. Both should be entirely free in the course 
of the hearings to introduce any facts which they believe support their respective 
Positions and to cross examine the opposing party with respect to its con- 
tentions and material which it has introduced. But the hearing agency should 
be responsible for maintaining the atmosphere of an impartial fact-finding pro- 
ceeding rather than that of a negotiating session. 


DEFICIENCIES IN OTHER PROPOSED LEGISLATION 


A little more than two weeks ago I had the opportunity of appearing before 
& House committee to testify concerning another proposed bill which sought 
to serve the same ends as S. 215. While I fully endorsed the intent of the bill, 
I felt compelled to say that it was so lacking in the provision of effective means 
of carrying out its intent that it would require substantial amendment to make 
it satisfactory. If I may summarize briefly, the bill failed to call for advance 
notice of proposed price increases; it failed to specify clear criteria for cov- 
erage of the corporations subject to it; it failed to provide the subpena power 
which would require corporations to produce the facts behind their claims; 
it failed to establish a separate agency to carry out its functions; it pro- 
vided for “advisory statements” on price increases without specifying the 
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criteria to be applied in formulating such statement; it provided the possibility 
of subjecting wage increases to public hearings without requiring the corpora- 
tions which could invoke such hearings to participate or produce any data 
in support of their allegations; and it suggested a standard for wage increases 
which failed to recognize that wage increases might under certain circumstances 
be justified even though they might necessitate price increases. 

For all these reasons, while endorsing the intent of the bill, I felt that it 
would require very substantial improvement before it could be considered an 
adequate instrument to carry out that intent. 

Our support for 8. 215 is much less qualified. We firmly endorse S. 215, 
not only in principle, but in the greater part of its substance. We have indi- 
cated the points, some of them of considerable importance, at which we would 
like to see it improved. We hope that those improvements will be made, and 
that this committee will report it out in even stronger and more admirable con- 
dition than it was submitted by the respected and honored Senator who has 
devoted so many of his years to the promotion of measures which, like this, 
are designed to strengthen our economy, protect and extend genuine freedom 
of enterprise, and promote the well-being of all the people. 


Mr. Wooncock. If I may say, Senator, in thanking you, that I am 
sorry Mr. Sligh cannot testify this afternoon. He and I were fellow 
townsmen of Grand Rapids for 20 years, although we had no visible 
effects upon the opinions of the other. 

Senator Harr. I can think of no more sparkling comment with 
which to close the transcript. 

(Whereupon, at 12:15 p.m., the subcommittee adjourned.) 
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WEDNESDAY, APRIL 29, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 11:15 a.m., in the 
caucus room, Senate Office Building, Senator Philip Hart presiding. 

Present: Senators Kefauver (chairman) and Hart. 

Also present: Paul Rand Dixon, counsel and staff director; Don- 
ald P. McHugh, counsel; Peter N. Chumbris, counsel for minority ; 
Theodore T. Peck, special counsel for minority; Nicholas N. Kittrie, 
special counsel for minority; John M. Blair, chief economist; E. 
Wayles Browne, Jr., economist ; Paul S. Green, editorial director; and 
Gladys E. Montier, clerk. 

Senator Harr. The committee will be in order. 

May I explain that the delay was occasioned by the fact that the 
Agricultural Committee was marking up a wheat bill, and there are 
a great number of people in Michigan whe will be adversely affected. 
I felt unable to leave the meeting until now. I apologize for the 
delay. 

Our witness this morning is Mr. Charles Sligh. I had the priv- 
ilege yesterday of introducing to the subcommittee another dis- 
tinguished citizen from Michigan, Mr. Leonard Woodcock. I can 
say to Mr. Sligh, as I said to Mr. Woodcock, that neither is uncon- 
troversial in our State, but both are great citizens and we are proud 
of both. 

Mr. Sligh, would you take the chair? 


STATEMENT OF CHARLES R. SLIGH, JR., EXECUTIVE VICE PRESI- 
DENT, NATIONAL ASSOCIATION OF MANUFACTURERS; ACCOM- 


PANIED BY JOHN A. STUART, COMMITTEE EXECUTIVE, MARKET- 
ING COMMITTEE 


Mr. Suicu. Thank you very much, Mr. Chairman. 
I have with me this morning Mr. John Stuart, our committee execu- 
tive of the Marketing Committee of the National Association of Manu- 
facturers. 

My name is Charles R. Sligh, Jr., and I am executive vice president 
and formerly president of the National Association of Manufacturers, 
an organization representing some 20,000 manufacturing companies 
of all types and sizes and in every section of our Nation, including 
our newest State, Alaska, Our association is a voluntary membership 
association dedicated in every way to the principle that freedom of 
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action is our way of life, and that this freedom of action is primarily 
responsible for our Nation’s superior social and economic progress 
from the beginning of our history. We believe that freedom of action 
is based upon individual decisions and sage agreements and 
not upon commands and obedience. We believe that the individual 
per ecg is best qualified to make sound decisions concerning his 

usiness problems, and that the aggregate of such decisions as tested 
in the free market results in wiser solutions of the economic problems 
of society than would decisions imposed by any governmental agency. 
We are opposed to monopoly in the fields of production and distribu- 
tion, whether it be a monopoly of capital or of labor. For these and 
other reasons, which are set forth in the basic policy positions of our 
association, we appear here today to express our deep concern over 
the contrary principles which we believe are inherent in the proposal, 
S. 215, now before your committee. 

Because of the special nature of this proposal, I should like to add 
that our association is composed of predominantly small corporations. 
In fact, 28 percent of our members employ 50 or fewer persons; 46.5 
percent employ 100 or fewer; and 83 percent have 500 or fewer em- 
ployees. Through our carefully conducted, representative, policy- 
making procedures, we believe we reflect accurately the views of a 
very broad and typical cross section of the manufacturing segment of 
our society. 

Senator Hart. Mr. Sligh, if I could comment there? 

Mr. Sticn. Yes, Mr. Chairman. 

Senator Harr. I know that any bill can later be amended, so that 
any floer or ceiling can be changed ; there is no lifetime guarantee that 
goes along with a bill. But the record will show that the bill that the 
committee is considering would have limited application in terms of 
the smaller manufacturers. It is conceivable that the $10 million fig- 
ure might find them in large part excluded from its application. 

Mr. Suiau. I would point out that the basic fault we have to find 
with the bill is not that it affects a certain group of companies. We 
feel that it will eventually affect all companies in one way or another. 

Senator Harr. My question probably indicated I sensed that was 
the feeling. I did want the record to be clear that the bill before us 
was such as I stated. 

Mr. Suicu. The heart of this bill is a provision requiring corpora- 
tions under certain circumstances to give advance notifications of price 
increases and to submit to public hearings as to the justification for such 
increases. 

Our purpose here today is to help members of this committee and 
of the beara to identify and to examine critically the fundamental 
fallacies upon which this proposal is based and the disruption It 
would spread throughout the economy. I should like first to make a 
few general observations about the character of this bill. Later I 
expect to develop for you the disastrous impact we may expect it to 
have upon prices, wages, and production; its disruptive influences 
upon the normal marketing and other business operations of our In- 
dustrial companies, its administrative impracticalities; and its radical 
departure from the principles of our competitive enterprise system. 

e expect to demonstrate fully, in fact, that this proposal will bring 
about precisely the reverse of everything that is claimed for it, that it 
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will promote inflation, increase prices to consumers, intensify concen- 
tration of industry and generally retard technological improvements 
and the forward progress of our economy. 

Finally, we expect to offer constructive, alternative proposals as a 
better course for the control of inflation, the elimination of the wage- 
price spiral, and the assurance of improved economic growth. 

Mr. Chairman, I am going to skip certain portions of this in the 
interest of time. 

Senator Harr. The record will include the full statement. 

Mr. Suicu. Thank you, sir. 

Industry’s opposition to inflation, both through individual com- 

any leaders and through the National Association of Manufacturers, 
is too well known to require documentation here. We have opposed 
inflation, creeping or racing, and from whatever source, for many, 
many years. We have opposed the inflationary abuses of excessive 
Federal spending, excessive taxation and excessive, nationwide wage 
patterns. We have disagreed with those who believe a little inflation 
may be “a good thing,” and with those who have lost heart and be- 
lieve we should try to live with it because “nothing can be done about 
it.” We believe that the American people, through their Congress, 
have the means to forestall further inflation, and require only the 
will to use those means. None of them, however, is contained in the 
bill before this subcommittee. 

This bill, at the outset, is founded upon a fallacy. Its enactment 
clause, section 1, sets forth as a proposed national policy, and I quote: 

That the Congress recognizes that (1) inflation is undermining the purchas- 
ing power of the Nation at a time when both the domestic economy and the 
peace of the world depend in great measure upon stabilizing purchasing power, 
and (2) a few dominant corporations: have control over the production, the 
distribution, and the price of basic commodities upon which all American econ- 
omy depends. The Congress believes that inflation will be checked if the pric- 
ing policies of these corporations are publicly reviewed before increased prices 
may be made effective, and to that end the provisions of this act are enacted: 
oad, way of official explanation, the author of this bill, Senator 

al 


1oney of Wyoming, in a statement to Congress on January 12, 
1959, said: 


This procedure will, I feel certain, prove a deterrent to companies planning 
to raise prices unduly, as they will be reluctant to explain to the American 
people, who will have to pay the new, higher prices, their reasons for such 
increases unless these are clearly justified. 

The author and sponsor also declared that unless the Congress en- 
acts his proposed law, it will be “abandoning the people to the 
profiteers.” 

_ Economic fallacies die hard, and in the brief statements above there 
is not one, but several. 

The author states that inflation is undermining purchasing power. 
With this we certainly agree. 

The Congress, however, is next asked to declare that “inflation will 
be checked” if the pricing policies of certain manufacturing com- 
— are publicly reviewed before the proposed price increases may 

put into effect. It seems clear from the bill itself, therefore, that 
the author, in his first sentence, blames inflation for raising our prices, 
but in his final sentence he asks Congress to declare that the solution 
is to review the prices. There is obvious confusion here of cause and 
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effect, which is a common enough public misconception, but com- 
letely erroneous logic for the Congress to adopt as a national policy. 
hile I will speak more specifically later, we suggest at this point 
that the way to offset the undermining influence of inflation upon 
purchasing power is to improve the real earnings of people and their 
ability to buy the things they want—while trying to remove the causes 
of inflation—not the effects. 

The answers to three questions will determine the key issue of 
whether the profits of corporations, or some other factor, have been 
chiefly responsib'e for the price increases in recent years, and hence 
the worth or worthlessness of this bill. The questions are: 

1. What are consumers paying more for? 

2. Has the money from these price increases gone to increase the 
profits of corporations? 

3. Where has the money gone? 

The answer to the first phase of our problem is provided quickly 
and conclusively by a review of the Consumer Price Index—more 
popularly known as the “Cost of Living Index”—showing price 
changes of the major groups of goods and services people buy. The 
year 1953 serves well as a starting point because (1) the abnormalties 
of prices created by the Korean war had been largely eliminated by 
1953; (2) the span since 1953 encompasses two short recessions and 
two periods of high economic activity, and (8) the period is of sufl- 
cient duration to reveal the effect on consumer prices of corporate 
pricing policies. 

The record of the Consumer Price Index from 1953 to February 
1959 shows that the service groups, which would be largely unaffected 
by this bill, accounted for two-thirds of the overall index rise of 
slightly more than 8 percent. Food and other nondurables contributed 
only about one-third of the increase in the general index. Durable 
goods, a primary target of this bill, actually cost the consumer less 
now than in 1953. 4 

In the light of these facts it is clear that the proposals contained 
in S. 215 would not deal effectively with the main sources of the 
increased cost of living to consumers. 

Appended to this statement are three tables on corporate profits 
and certain related data, compiled from official Government sources. 
They show the record over an 11-year period, 1948 through 1958, 
which has encompassed the postwar expansion period and the whole 
history of the legislation before us. 

Possibly the most dramatic economic story of all is the discovery 
that (table 1) while our postwar national income was soaring from 
$223 billion to $360 billion there was no corresponding upward trend 
in net corporate domestic profits. Last year profits were about $2 
billion lower than they were 10 years earlier. Moreover, during this 
period, when our whole economy was expanding in both production 
and sales, our domestic corporate profits declined as a percentage 0 
national income from 7.8 percent to 4.4 percent. , 

This same record indicates that of all the money income originating 
in corporate business—meaning the money available to share between 
employees and owners after all the bills were paid—the “profit share” 
declined from 14.5 percent to 8.2 percent between 1948 and last year. 
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One further measurement of this striking, but dangerous, decline in 
the profitability of our ae facilities is seen in table 2, also 
appended. Here you will be able to —— the trend of profits for 
every unit of output which I will define here roughly as a dollar’s 
worth of goods and services valued in 1954 prices. By this measure- 
ment, we note that corporate profits after tax and inventory adjust- 
ments have dropped almost continuously—with only a single recovery, 
during 1955—from 6.8 cents per unit in 1948 to 4.9 cents per unit in 
1958. 

There is a typographical error in our statement that should be cor- 
rected to 1958. 

What is true for corporate business in the aggregate is true for the 
9) major industry classifications which produce the manufactured 
goods for our economy. 

We find that of the 20 classifications, 19 of these great industrial 
complexes suffered lower profits on each dollar of sales in 1958 com- 
pared with 1948. In only a single industry, the tobacco industry, 
were profit margins either sustained or increased in the face of rising 
prices. In five major industries the profit margins were cut more 
than half. 

I append to my statement a table (table 3), entitled “Profit Margins 
in Manufacturing Industries,” based upon Federal Trade Commis- 
sion and Securities Exchange Commission data, setting forth these 
trends. 

The poor showing made by corporation profits in the postwar period 
is not cited here as a cause for self-congratulation. It is a matter of 
grave concern, since profit both provides the incentive for new invest- 
ment and is a major source of the funds for such investment. An 
impairment of profits is thus an obstacle to economic growth, which 
is chiefly dependent on the provision of new and better productive 
facilities through capital formation. 

The profit record is cited here for only one purpose—to answer the 
question propounded and to dispel from the minds of the subcommittee 
members any concern they may have over the “profiteering” of Ameri- 
can corporations in this inflationary period. 

If corporate business as a whole has not enriched itself through 
price increases, where, then, have the additional proceeds of these 
consumer payments been absorbed ? 

Again referring to the record (table 1), we find, first, that while 
corporate profits, in terms of absolute dollars retained or paid out to 
stockholders as dividends, were declining by $2 billion, total dollars 
paid to corporate employees were increased from $90 billion in 1948 
to $157.7 billion in 1958. 

Using national income as a measurement, while the corporate profit 
share was falling almost steadily from 7.8 percent to 4.4 percent, the 
corporate employee’s share rose from 40.3 percent to 43.7 percent. 
During a 10-year span, our corporate employees increased their share 
of our national income “pie” to a peak of 44.5 percent in 1957, with 
only a minor setback in the recession of 1958. An even more startling 
advance is noted when we turn to shares of income originating in cor- 
eine (table 1) and note that employee compensation rose from 

4.8 percent in 1948 to 82 percent in 1958, the latter percentage being 


the highest figure for the postwar period. 
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The same shift of funds from profits to wage payments is illus- 
trated in table 2, in which employees are shown to have increased their 
“take” of available funds from 45.7 cents per unit of output to 58.6 
cents per unit of output. Of their 12.9-cent gain, 1.9 cents was 
diverted from corporate profits. 

Nowhere, however, is the trend of the past decade more plainly 
written than in the direct comparison between compensation of em- 
ployees and corporate profits. In 1948 and 1949, these corporate 
wage-and-benefit payments to employees were roughly five times cor- 
porate profits. decade later, the total of these payments had 
doubled to 10 times all corporate profits. 

The answer to the question of absorption of the “extra” money 
resulting from a 10-year period of rising price levels is found clearly 
in this record as set forth. Taxes at all levels of government have 
drawn an additional share, but chief beneficiaries of the higher price 
levels have been the employees, not the corporations or their share- 
owners. 

What this record means in terms of the legislation before the sub- 
committee is simply that the language of section 1—upon which an 
elaborate program for Government control of price has been predi- 
cated—cannot be sustained. The thesis that Congress must review 
the price increases of business corporations to forestall inflation, lest 
it abandon the people to the profiteers, is revealed by the facts as a 
false premise. 

Still another premise of this bill is contained in the flat statement 
that, “A few dominant corporations have control over the production, 
the distribution, and the price of basic commodities upon which all 
American economy depends.” 

The bill, therefore, calls upon the Congress to accept a curious piece 
of reasoning. The premise just quoted refers to the control over basic 
commodities; the proposed solution however would apply to any line 
of commerce. It is indeed a long leap from a basic commodity to any 
line of commerce. : 

Illustrating the implications of such phraseology, we refer the sub- 
committee to its study of the 1954 Census of Manufactures, a report 
to the Senate Judiciary Committee entitled “Concentration in Amer- 
ican Industry.” This study pertains to the 20 major industrial classi- 
fications as identified by the Bureau of Census. When this list is first 
broken down into four-digit codes we find that there are 440 industry 
classifications, and of these 201 are lines of commerce where 50 percent 
of the sales are accounted for by 8 largest firms. However, if we 
move to a finer breakdown, we find 900 lines of commerce of which 
519 are lines in which half the sales are made by 8 or fewer companies. 
Conceivably, there is nothing in this bill to prevent the Federal Trade 
Commission or the Attorney General from carrying this atomizing 
procedure further until the whole universe of manufactured goods is 
found to be under the control of eight or fewer manufacturers. 

This may be more easily understood by examining a typical industry 
classification such as leather and leather products. In this industry, 
composed in 1954 of 4,845 predominantly small establishments, there 
is clearly no monopoly or even concentration shown in the record. 
So, let us examine footwear. There are 1,196 establishments compet- 
ing for this market, we find. Here again, there is no such concentra- 
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tion as this bill charges, nor is there any even if rubber shoes are 
excluded and we think solely in terms of leather footwear. Even 20 
firms do not have half the Nation’s leather shoe market. So we proceed 
down the list of various kinds of footwear until we are at last close 
to the area of concentration as defined by this bill. But we must be 
careful to define our subject. Whose shoes are involved? Now we 
must proceed by age and sex of the customer of this industry, and 
also by when and where they wear the shoes. As to sex, women’s 
dress shoes, including misses’ and children’s shoes, are not under 
domination of any eight manufacturers. Nor are house slippers, 
or even playshoes, regardless of age or sex of the wearer. This is not 
true, however, as the age of the wearer declines, for we finally discover 
that infants’ and babies’ shoes (generally worn in the house and 
presumably for play) may fall within this bill’s definition of concen- 
trated industry. Here, the eight largest firms in 1954 accounted for 
precisely 50 percent of the sales. 

Turning to the male sex, we find that the eight largest manufac- 
turers of men’s, youths’, and boys’ dress shoes account for 60 percent 
of the sales and, if we confine it exclusively to men’s workshoes, the 
percentage rises to 68. These 8, it should be only fair to add, had 44 
other competitors who competed with them for the $109 million work- 
shoe market in 1954. 

Our point in all this is, of course, to demonstrate that our appraisal 
of the relative degree of concentration in any commodity and service 
depends upon the precision with which we identify the product or the 
service. The fallacy of this bill lies in the presumption that, because 
there may be relative concentration in the manufacture of a single 
product, whether baby shoes or pleasure cars, there is control of the 
production, the distribution, or the price of those products, by any one 
or all of the group selected. 

The fact 1s, the number of producers and sellers of a given product 
is no measure of competition for the consumer’s dollar. Competition 
may be as broad or as narrow as the interpreter may wish to define it. 
In the broadest sense, every manufacturer or producer competes 
— every other manufacturer or producer for the buyer’s business. 
Shoemakers compete not only against other shoemakers, but against 
hatmakers and dressmakers, and manufacturers. of all other prod- 
ucts, from garden tools to gasoline or transistor radios. Moreover, 
while there may be no difference, or only slight difference in the 
product, there are variations in the form of speed of delivery, or 
service, or convenience, or courtesy, or in terms of payment, all 
employed to the hilt by entrepreneurs in their competition for the 
customer’s dollar. 

_ Relative concentration exists to be sure—this subcommittee’s study 
indicates 636 product lines in the aggregate, in which 8 or fewer com- 
anies account for 50 percent of the sales, but this is hardly a criterion 
or measuring the degree of control over production, distribution, or . 
price. The 8, or 4, or 2 largest manufacturers of any product, selling 
in the national market, may be as fiercely competitive as if there were 
100 with equal shares of the market. The tiniest business, in an 
industry characterized by a thousand equally small firms, may enjoy 
an absolute monopoly in the area in which it is located and sells its 
product, possibly to the detriment of the people living there. This bill 
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turns back the clock to 19th century concepts of competition. It 
measures competition by the headcount of sellers of similar products 
in the market. It presumes price to be the sole ingredient of com- 
petition, and, if it achieves its purpose of controlling that price, it 
would leave Government as the judge of who shall and who shall not 
compete. It is a false premise, leading to a fallacious solution. 

This bill declares, however, that its particular target is those “few 
dominant corporations [who] have control over the production, the 
distribution, and the price of basic commodities upon which all 
American economy depends.” 

If this supposition were true—that dominant corporations control 
the production, prices, and distribution of products in their indus- 
tries—then it naturally would follow that the prices would behave 
differently from those in which there were no dominant firms. How- 
ever, there are two competent studies in this field and neither of them 
indicated any such distinctive price behavior on the part of the 
so-called concentrated industries. 

The first is a study by the Bureau of Labor Statistics, entitled 
“Frequency of Change in Wholesale Prices—A Study of Price Flexi- 
bility.” The study, dated 1959, was prepared for the Joint Economic 
Committee of the Congress and covers the prices of 1,789 raw mate- 
rials and manufactured or processed commodities, excluding fresh 
foods, and their changes between 1953 and 1956. 

As to the frequency of price changes, this study demonstrated with 
a variety of examples that frequency of price fluctuations is dependent 
primarily upon the degree of fabrication of the product, the greatest 
frequency at the raw material end, and declining as the products 
are more and more highly processed. Variations in degree of price 
flexibility seem to be explainable mainly by this factor. 

The only question that remains to be answered, therefore—and it 
goes to the heart of this bill—is: Have prices of products in concen- 
trated industries risen excessively? , 

A serious study has been made of this key question by Dr. Jules 
Backman, Professor of Economics of New York University, and a 
former president of the Society of Business Advisory Professions, Inc., 
in whose publication, Current Business Studies, No. 28, this important 
document was published. 

This study I request permission to include in the record of these 
proceedings because of its bearing upon the issue. 

Senator Harr. Without objection, then, the study will be made a 
part of the record. . 

(The study referred to may be found in the files of the sub- 
committee. ) 

Mr. Suicu. Dr. Backman analyzed the wholesale price movements 
of the products of five major industry groups between May 1955 and 
May 1957, to answer his own question: “What has been the relation- 
ship between concentration of control and the magnitude of the price 
rises since the spring of 1955?” ‘This was a period of generally rising 
price levels. His analysis covered primary metals, fabricated metal 
products, machinery (except electrical), electrical machinery, and 
transportation ee which include, we believe, those most fre- 
quently subjected to criticism in this regard. His comparison was 
between 136 manufactured products listed in the “Wholesale Price 
Index,” with the nearest comparable products listed in the “1954 
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Census of Manufacturers.” He measured the degree of concentration 
in terms of the four largest companies, as contained in the 1957 report 
of Jesse J. Friedman to this subcommittee on “Concentration in Ameri- 
can Industry.” 

Dr. Backman’s study found that large price rises occurred in prod- 
ucts in which the degree of concentration was slight, as well as for 
those for which it was high. He found, as indicated in the tables 
presented, that prices rose from 15 to 20 percent for products with 
concentration ratios in every category except under 10 percent. Simi- 
larly, he found that price increases of from 5 to 10 percent were 
recorded in every category of product except where concentration 
reached 80 to 90 percent. P urthermore, concentration did not protect 
industry from the need to reduce prices as indicated by price reductions 
in certain industries with high concentration ratios. 

We heartily concur with Dr. Backman’s further observation that 
these preliminary findings must be extended for all products listed 
in the “Census of Manufacturers,” if, and I quote— 
the facts on concentration and price changes are not to be made a political 
football. 

The bill is offered as a means of discouraging price increases. But 
in many cases it may actually reverse the sponsor’s intent in this 
regard. 

Rather than undergo repeated public hearings in every instance of 
a price advance, Congress may expect producers to submit price in- 
creases in excess of what they would normally announce, both to avoid 
the necessity of repeated public hearings in every instance of rising 
costs, and undoubtedly also as a bargaining point in anticipation that 
the Federal tribunal will recognize only a portion of their suggested 
increases as justified. 

Possibly of greater certainty, and of greater impact on the price 
levels, will be the absolute discouragement which S. 215 presents to 
price decreases. It would be a brave, even foolhardy, management in- 
deed which would run the risk of reducing its price schedules to any 
degree, in the full knowledge that it could not restore these prices 
to their original level without being subjected to a Federal investiga- 
tion. This is particularly true in this period when unremitting 
wage demands, and continued deficit spending by the Congress, con- 
tinue to feed inflation and to insure constantly higher costs to the 
producer. 

How serious may we consider this obstacle to price decreases? The 
answer is provided succinctly in the aforementioned study by the 
Bureau of Labor Statistics. During the 3-year period of the 1,789 
commodities covered in the study, 65 commodities declined steadily in 
price, without any intervening price increases. Another 560 products 
showed steady increases, with no declines, during this period of gen- 
eral inflation. However, in the case of the remaining 1,154 products, 
the BLS noted both price increases and decreases. Thus even in a 
— of generally rising prices, most products show some price re- 

uctions. A measure which would discourage price reductions would 
therefore contribute greatly to the rapidity of inflation. 

_ The potential influence of the two-way movement of the cost-of- 
living to the Nation’s consumers is even more dramatically high- 
lighted by a review of the index of wholesale prices during this 
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period, also a part of the BLS study, as compared to the record pre- 
vious peak of 1951. 
Wholesale price inter 
[1947-49 equals 100) 

April 1951___-...--.-..--~---.---<-.--.-..----------------------=----- 116.3 
Se TIT a ascii ics ece waists te ge ese conten cri tse cnn nin inn ma tieintnnaccaaatar isan 110.1 
TOIT HII sen es senccsecs skip vin imsisenb ails ene i ian ue em ahi Gein ea sadam yee siriip ae 109.5 
I SU 2 SN os FS ai seabine ts banda nee omen eiealentdecigereb ces iemitual aig 111.3 
BCA BOP 10 a aicshis eo nintcci men wec cnc coceoeb eke sncesedanmmwasitemabt mie 116.3 


The level of December 1953 (110.1 was well below the April 1951 

eak of 116.3—the exact point to which wholesale prices again rose 
in 1956. Thus two periods of general price reduction took place, one 
of considerable scope, during the 5-year period. Would these inter- 
mediate reductions in the general price level have taken place had a 
government control mechanism been in force through this period? 
This is a question which the Congress will wish to consider seriously 
before it places new obstacles in the path of businesses. 

There appears to be concern in many quarters of both the Congress 
and the executive branch over the “rigidity” of prices in certain indus- 
tries. While we believe the record is clear that the question of seesaw 
price fluctuations has no relationship either to concentration or infla- 
tion, one thing is certain: Nothing Congress could do would contribute 
more to the rigidity of manufacturers’ prices than to call a public 
hearing and put industry “on trial” every time a company requires a 
price increase. 

Again referring to the Bureau of Labor Statistics study of whole- 
sale price changes, we find that of 1,789 products considered, only 95 
products remained unchanged during a 36-month period—and some 
50 changed prices monthly, even excluding fresh, seasonal foods. 
How many of these changes would have occurred in the face of a sys- 
tem of public hearings? Among other things, the Bureau concluded 
from its study that “price flexibility does not seem to be the significant 
factor in the long-term price movements.” We note that those who 
take the opposite view also appear to be in support of this bill. It is 
surprising that such advocates have failed to foresee that the “price 
freeze” they demand would inhibit the very flexibility they seek to 
promote. 

The Congress has reason to fear this type of price control for many 
other effects against the public interest. As costs rise, from whatever 
source, those companies who hesitate to undergo the strain of public 
trial may tend to solve their dilemma by reducing the quality, content, 
purity, durability or other feature of their product. We will have 
“{nflation” but it will be concealed from the public eye. We will be 
reliving the days of the postwar OPA, when another experiment in 
_—— price control brought public reaction which we should not 

orget quite so soon. 
n the other side of the coin, this type of Federal intervention into 
our marketing operations will discourage the technological improve- 
ments for which our industrial system is so famous. Siew it 1s pro- 


posed to subject every management decision to improve its product 
and thereby make it more expensive, to cross examination by opposi- 
tion witnesses and their attorneys. This could include improved me- 
chanical operations, styling and design, extra accessories, more durable 
materials, any of the multitude of changes which normally are in- 
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tended to increase our creature comforts or standard of living. Price 
increases which are accompanied by such product changes may actu- 
ally represent a price decrease in terms of value to the buyer. All 
such intangible issues would be subject to challenge and debate by 
the Government and opposition witnesses. 

The program suggested would insure that newly invented or newly 
developed products would reach the market at the highest prices ob- 
tainable. The company introducing a new line, or the entrepreneur 
launching a new enterprise, could hardly afford to take the risks of 
underpricing his goods, by miscalculating his costs or being hurt by 
other unforseen problems of producing a new product. 

From the individual company’s operating viewpoint, this bill pre- 
sents a virtually endless gamut of burdens and harassments, some gen- 
eral to all companies, others of special complexity to particular types 
of firms. While time does not permit full development of all the 
special situations, let me mention briefly a few which we believe Con- 
gress will want to know of in its consideration of this measure. 

Those producers whose prices, by the nature of their product, fluctu- 
ate frequently, would be faced with an impossible marketing situ- 
ation. Because flexibility appears to vary depending upon the degree 
of fabrication involved, the impact of public hearings would fall upon 
companies unequally, for reasons well beyond their control. 

Companies currently suffering stress from foreign imports would 
cope with a new harassment: The problem of deciding whether to re- 
duce their prices to meet the foreign competition—risking an onerous 
public hearing when the time arrived when they were forced to re- 
store the original cut. Their foreign competitors, of course, would 
be subject to no such inhibitions and could manipulate the market 
until the domestic producers were driven from the field. 

Companies manufacturing patented products, in which they alone, 
or with one or more licensees, naturally account for all the sales, auto- 
matically would fall within the scope of the bill, assuming they meet 
the size requirements. This is particularly true of diversified firms 
which may be large enough to fall within the $10 million size criteria, 
but “dominate” no market except those products for which it holds 
exclusive patent rights. Apparently,-it may pay the penalty of a 
public trial for its inventiveness, when a price increase is required. 

Makers of “engineered products,” built to specifications for a single 
company, or with varying modifications for a particular industry, 
would have special problems. Such firms are both large and small, 
yet have no established “price” as the price tag may change with each 
modification and each shipment. It is small comfort for such firms 
to reflect that the Government may choose to exclude them from its 
procedures, the statutory law including them may be invoked at any 
time. 

The Congress should consider the case of other large corporations 
with diversified products derived from a single basic operation—such 
as byproducts of a major chemical process. In such instances, a firm 
may reduce the price, of, say, a coal derivative to meet either a foreign 
or domestic competitor, requiring an adjustment in the price of other 
ppproduets in order to maintain earnings of the whole operation. 

his is an inescapable situation in which Government control would 
further complicate and disrupt the company’s marketing operations. 
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Discriminations between companies would appear in virtually all 
lines of commerce. Individual companies suffering such added costs 
as increases in municipal or State taxes, localized transportation rate 
increase, higher utility costs, area wage increases or other special cost 
items would be at an immediate disadvantage. Firms dependent 
upon certain raw materials with a high degree of price fluctuations 
would suffer problems not experienced by competitors using other, 
more stable price materials. Companies large enough to come under 
the provisions of the bill frequently are composed of many small units 
manufacturing a diverse line of products, none of which may be sig- 
nificant in the general economy. Yet, under this bill, such a firm may 
be required at any point to undergo the hearing processes. 

Some idea of the administrative problems inherent in this bill can 
be read into the previous examples. The flexibility study we have 
cited found that some 350 products, or one-fifth of all wholesale 
items, changed price from 15 to 36 times in the course of 3 years and 
this was admittedly an understatement for those which change price 
daily or several times per month. Another 356 products changed 
price 8 to 14 times in the period, or 3 to 4 times annually. 

Possibly the economy is threatened with the creation of an agency 
with problems far more complex to solve than the wartime Office of 
Price Administration. From virtually a standing start on April 11, 
1941, with 85 staff members, this agency by July of 1942 required an 
appropriation of $120 million, a by December 1942, 1 year after 


Pearl Harbor, had acquired a staff of 40,000 employees. 
Each step of control breeds more control. e believe firmly that 


the OPA experience would be repeated; as the “milder” measures 
fail to stem price advances of commodities moving through our eco- 
nomic system—and fail they must of we do not attack the real cause 
of inflation—we will be faced with demands for control over more 
products, longer delays, more reports, or additional legislation such 
as this bill itself suggests in section, 6. 

Surely this proposed law cannot be administered without criteria. 
By what measures will the FTC reports adjudge the reasons for and 
justifiability of price increases sought by our industries? How lon 
would it be, then, before we again would hear such jargon of the OP. 
as “uniform markups,” “base periods,” “highest price-line limita- 
tion,” “flat-rate ceilings” by area or community, “dollar-and-cents 
ceilings,” and “area pricing formulas.” Then how quickly would we 
also hear the once familiar cry of “close the loopholes,” “hold the 
line,” and “price rollbacks” ¢ 

Administratively, where a price increase may be found unjustified, 
would the FTC wish to bear the responsibility for a report which may 
result in failure of a private enterprise, with losses to its employees, 
shareholders, and the whole community in which it is located 4 Again, 
should the increase be justified, does then the FTC or, more broadly, 
the Government, wish to meet the charge of “raising prices,” or 
“causing inflation,” as the more demogogic critics would be likely to 

ut it? 
One additional justification has been offered by the sponsor in his 
address to the Senate on January 12. 


Congress has not hesitated— 
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it was said— 


to enforce a cooling-off period on organized labor, which, under the Railway 
Labor Act and the Taft-Hartley Act, may not sell its commodity for the price 
it demands until a certain period has elapsed. If we can freeze the wages of 
labor; certainly we can freeze the prices at which a concentrated business 
organization sells its products, particularly when the public interest demands 
that Congress halt inflation. 

This is a wholly fictitious analogy which will be rejected by anyone 
who understands the meaning and purpose of these two labor laws. 
These national emergency measures were enacted not to delay wage 
increases, but to delay the calling of a disastrous strike while the 
peaceful collective bargaining process was being carried on, whether 
on wages, or any of a thousand other problems in dispute. There is 
nothing in either the Railway Labor Act or the Taft-Hartley Act 
which empowers anyone to delay the effective date of a wage increase. 
As a matter of law and of fact, the two parties to a new labor contract 
may reach an immediate agreement before the old contract expires 
and put the increase into effect at the time of, or even before, the date 
of expiration of the old contract. Indeed, one of the purposes of the 
“waiting period” is to encourage management and labor to reach 
such an agreement without strike or financial loss to either side. 

In the case of price increases, there are no parties with whom to 
negotiate and management casts the decision, based upon numerous 
factors. The entire thesis of a labor law precedent is fallacious, but 
even if some valid basis could be established, the fair thing to do 
would be to treat price increases the same as wage increases. That is, 
where a wage increase may be granted by a railroad or other company 
to its union, to go into effect as agreed upon, then the price increase 
likewise should go into effect as quickly as it may be determined by 
management. 

For all these reasons we urge that your subcommittee not report 
this bill to its parent committee in any form. Having reached this 
conclusion, we have an obligation here to go on and describe what we 
conceive to be the correct and effective solution to the serious problem 
of inflation. First a word is necessary on the causes of inflation. 

With few exceptions, the great inflations of recorded history have 
come about through unbalanced budgets of the central government, 
spending for wars or emergencies, or extravagances in excess of the 
income received annually in taxes. This was the case in our own in- 
flationary period of World War II, and immediately thereafter. 
Money was borrowed from the banking system to cover this deficit, 
and the Nation’s money supply thereby expanded—a fairly modern 
device but with no visibly different effects from the practice of the 
early Greeks and the Romans who, with less bookkeeping, simply added 
more iron and other base metals to their gold and silver coinage when 
their receipts ran low. The increased demand resulting from such 
expansion of the money supply pulls prices upward. 

hough we may explain the inflation of 1940 to 1953 in this manner, 
we cannot do so for the inflation which has grown within the economy 
during the past several years. During most of the period since 1953 
we experienced no seriously unbalanced budgets, yet we witnessed a 
rise in price levels, with which this subcommittee is now concerned. 

Fundamentally, the cause of rising prices since the 1954 setback has 
been the rising level of costs—more specifically the rising level of 
35621—59—pt. 11—20 
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labor costs—rather than an excessive level of demand caused by an 
expansion of the money supply. 

I identify this force as a new development in economic history be- 
cause not until very recent years have employees been in a position to 
collectively make such wage demands, with such a degree of unity, such 
a degree of regularity, and in such amounts. Today, 16 million em- 
ployees organized into thousands of labor union groups, have so suc- 
cessfully presented their demands to their employers that, between 
1948 and 1957—the latest figures available—their wage per man-hour 
in the manufacturing field alone have risen some 55 percent. When 
we compare these increased wage payments with the increase in pro- 
ductivity, we find that while wage payments per man-hour rose 55 
percent, output per man-hour rose only 28 percent. Industry here 
faced two choices, that of paying the difference in costs out of profits, 
or of passing the increased costs on to buyers in the form of higher 
aig The record indicates that both effects occurred to some degree, 

’rofit margins, as discussed earlier, declined and product prices were 
forced upward. 

Two other pressures meanwhile have contributed both to the decline 
in corporation profits and somewhat to the present-day levels of the 
prices we all pay for goods. One of them is the maintenance of high 
rates of income taxation, both on individuals and on corporations. 
This has had a further inflationary tendency, for, under conditions 
where the Government absorbed nearly 52 percent of all corporate 
profits, industrial expansion—our only hope of offsetting inflationary 
pressures—either was slowed or was carried on through debt finane- 
ing, itself a contributor to credit inflation. Of even greater importance 
in the tax area, the continued high rate of taxation on the personal 
incomes of our citizens has continuously diverted the venture capital 
needed to create new businesses, and to expand old ones, into unpro- 
ductive Government spending programs. 

I wish to identify as a third factor in our current inflation, the 
nature and level of spending programs by our Federal Government, 
which has resulted in growth of our Government establishment at the 
expense of growth in the economy. Overall tax reform needed to 
release private capital for the expansion of new plants, new jobs, and 
new production thus is postponed from year to year. Ironically, the 
relationship between all facets of the problem is closer than many per- 
sons realize, for the same highly organized, irresistible labor force 
which has initiated our wage inflation has worked unceasingly in the 
political field both to maintain the high and excessive corporate and 
personal tax rates, and to promote spending programs which threaten 
to plunge the Nation once more into a new deficit position in 1960. If 
these unions succeed, a new round of the classic, Government-spon- 
sored inflation will be added to their own unrelenting drive for still 
further inflationary wage increases. The circle then will be complete, 
with ever-mounting losses annually to large numbers of our people— 
our pensioners, insurance policyholders, our buyers of Government 
and private bonds, our depositors in savings banks, our fixed income 
earners, and a host of other “savers” and “little people.” We may 
count the cost, also, in lost capital, lost investment, lost jobs, and lost 
production for our entire ae and the standard of living of 
our next generation as well. It is a cycle and a circle which only the 
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Congress has the power to break, and which it can break if it has the 
will to do so. 

To this end, industry makes its recommendation for the defeat of 
inflation to the members of the subcommittee. We recognize that 
they must help to achieve it as individual Members of our Congress 
since the matters are for other committees. Nevertheless, and though 
in brief summary, we submit them as wiser alternatives to the control 
of inflation than the measure which now is before you. 

With the understanding that the control of inflation, and the con- 
tinuance of our growth and prosperity, rests always upon fiscal in- 
tegrity and moral restraints in every aspect of private and public 
life, we submit on behalf of American industry our proposals for 
dealing with three major problems in the current situation. They are 
indicated to great extent in my preceding references to the abuses en- 
countered in the fields of labor organization, taxes, and Federal Gov- 
ernment expenditures. I will summarize them very briefly here but 
should this subcommittee desire complete detail we will, of course, be 
glad to supply it. 

In the field of labor, the new pressures for inflation which I have 
mentioned earlier could not have existed except for the unrestrained 
economic domination exercised by the employee aggregations. Fun- 
damentally, labor unions have achieved this domination through the 
control of union leadership over their individual members who long 
since have ceased to be effective defenders of their personal liberties, 
and through the special exemptions which have been granted unions 
under the laws against monopoly and other abuses which apply to 
other segments of our society. To remove the pressures outlined, we 
must first remove the power of union leaders to dominate, and we 
therefore recommend that the Congress undertake broad labor law 
reform with that objective. 

In the area of Federal taxation, which both contributes to the in- 
flationary trend and impedes anti-inflationary industrial activity, the 
Congress has the power at any time to remove the tax blocks to eco- 
nomic growth, to increase the supply of venture capital and to insure 
a rebirth of the American genius for starting and developing busi- 
nesses and providing new and better job opportunities. 

We, therefore, recommend thorough reform of tax rates and meth- 
ods under the bipartisan companion bills, H.R. 3000 and H.R. 3001, 
introduced by Representative A. S. Herlong, Jr., a Democrat, and 
Representative Howard H. Baker, a Republican. These bills are 


_ pending before the House Ways and Means Committee and, in brief, 


would : 

1. Gradually ease individual and corporate income tax rates over 
a 5-year period, without shifting the tax burden between income 
groups. 

2. Establish more realistic depreciation rates. 

3. Defer taxes for individuals on long-term capital gains which 
are reinvested. 

4. Reduce tax rates on estates and gifts. 

In the area of Federal spending, the ultimate balance wheel of in- 
flation, and which now hinders the full growth potential of our 
national economy, we recommend certain specific actions to be taken 
by the Congress, in addition to those recommended for action by 
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the President. 'These recommendations, in brief, provide the means 
whereby Congress can recapture control of the Federal budget and, 
for 1960, bring about reductions of more than $3 billion, to an ex- 
penditure level of $73,984 million, a realizable goal for the year indi- 
cated. 

These are industry’s major current recommendations to combat our 
truly serious inflation situation, and again we urge them upon the 
subcommittee as a wiser and more effective alternative to the bill, §, 
215, which is before you. 

(The tables referred to are as follows:) 


TABLE 1.—Oorporate profit comparisons 


Employee Compen- 
Corporate compen- Corporate| sation of 
Income |Compen-| profits |Employee| sation as |Corporate} profits as |corporate 
National | originat- | sation of | after tax | compen- |percent of | profits as |percent of | employ- 
income ingin jcorporate | after in- | sation as| income |perceatof| income eS as 
corporate | employ- | ventory |percent of| originat- | national | originat- | multiple 
business ees adjust- | national | ing in income | ingin | of corpo- 
ment ! income {corporate corporate rate 
business business | profits 


(1) (2) (3) (4) (5) (6) (7) (8) (9) 





Pillions | Billions | Billions | Billions 
1948 $223. 5 $120.4 $90.0 
1949 217.7 115.5 87.7 
1950 241.9 132.3 97.4 
. | Sa 297.3 153.3 113.3 
1952 292. 2 158. 5 121.6 
1953 305. 6 169.0 132.4 
DE ssonne 301.8 163.3 130. 4 
Dee acces 330. 2 184. 2 142.2 
1956..... 349. 4 195. 2 154.0 
ROO! sacnsce 364.0 202.1 161.9 
ae 360. 5 192. 2 157.7 
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1 Includes only domestic profits. 
Source: Based on U.S. Department of Commerce data. 


TABLE 2.—Profits and employge compensation per unit of output 


Compensa- Corporate Corporate 
Compensa- tion of profits profits 
Real private tion of employees after after tax 
(1954 dollars) | employees, per unit of tax and per unit of 
GNP total private | output, total after output, total 
economy private inventory private 
economy adjustment economy 





Billions Billions Cents Billions Cents 
$270.3 $123. 6 45.7 

268. 8 121.4 
293. 3 133. 4 
311.0 153.0 
320. 3 164.0 
336, 2 177.0 
330. 8 175.3 
360. 5 189.9 
369. 4 205. 5 
373.8 216.0 
212.2 
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1 Estimated. 
Source: Based on U.S. Department of Commerce data. 
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TasLe 3.—Profit margins in manufacturing industries 





Percent 


Profits as percent of sales 
change 








Transportation (excluding autos). -...-.....-..--------------.- 4.1 2.5 — 9.0 
tt. 5 inl nba dirbnpadghdetd daca snd Avain ahd taidaea eg hina 6.9 4.0 —42.0 
| RRR EEE ee Oe a nee 5.9 3.8 —35.6 
Machinery (excluding electrical) _............----..---.----.-- 7.3 3.7 —49,3 
INE TEL TENGUIGIDS « open cnmnnhenbnnndhonsenteei=Seund= 7.1 3.0 —57.7 
ant te an lchanadwescaneia nau Ghon tenn atuee 8.0 5.2 —35.0 
Stone, clay, and glass_.......-.-. bbaasepewidsd sedeebnacdabdoos 8.6 7.0 —18.6 
SE SE EEL, cd itp nag dopog eds ined onveenn=bebennen 5.5 2.1 —61.8 
Lumber. - . - Le 9.9 2.8 —71.7 
Instruments = 7.8 5.3 —32.1 
3.3 2.2 —33.3 
Pe dbbecthr bares nr ngds$ipackidd cedivnbenncudebuisiadssae 5.2 5.4 +3.8 
NN CORON ost ccnctchvesaeoasnaobumnesoensereseshen 8.3 1.7 —79.5 
nin dcttanbdawnes sweibivadanNedtdncesesapeseseausaaee 3.1 1.0 —67.7 
D+ baneseensmteegnnenqusereccnscouressesnegnetpimaiedies 8.5 4.5 —47.1 
SE Sn nod no cds ca nasieracianneianeneioe 5.2 3.1 —40.4 
 Asieiakiwsdetkaiucacincd scncnnabigtenedaeeuanan’ aaa 8.8 6.9 
EOS ES RT a ee ee 12.8 9.2 
tbh onpaddcwodedetwedigdudnabh bakin dG dnmeindondeatnne 4.7 3.9 

Sl oo acta image cis ct cana olen manta seeder geen aaa 3.3 1.7 








Source: Based on data of the Federal Trade Commission, Securities and Exchange Commission, 


Senator Harr. Thank you very much, Mr. Sligh. 

Mr. Suieu. Thank you, Senator. 

Senator Harr. That is a good statement. I think it is fair to say 
it is an intellectual presentation against this bill, and bills of like 
nature. I am not at all sure that it will capture a single headline, 
but I am absolutely convinced that it is this sort of presentation that 
is absolutely necessary for anyone trying to get an answer. 

Mr. Suiegu. Thank you, sir. 

Senator Harr. Having said that, I will probably destroy the evalu- 
ation in your mind when I say that this kind of presentation in favor 
of the bill was made yesterday by Mr. Woodcock. 

The oversimplifications that sometimes come before the committee, 
I am sure, serve only to make happy the witnesses and their claque. 
They don’t do a thing to advance and understand the problem. ‘This 
certainly does. 

I am conscious that there is a time problem for you. 

May I ask if there are questions, first, from the staff? Mr. Peck, 
do you have any questions for Senator Dirksen ? 

Mr. Peck. I have just one very short one, thank you. 

Mr. Sligh, at page 17 of your statement you refer to price in- 
creases on improved products or-changed products. We have heard 
considerable testimony, sir, concerning the difficulty of determining 
just how much of an improved product is new product which is not 
actually accounted for in increased production. 

We realize, sir, that it is a difficult matter to determine exactly 
how much of a price increase there is when a new improved product 
comes out. 

Now, sir, would you think it fair to add to your statement in this 
particular regard the fact that because of the difficulty in determin- 
Ing how much, if any, of the new price is an increased price, any 
review of this new price would substantially lessen the desire to im- 
prove products and to bring forth better goods for the people to buy, 
thereby in a way, sir, doing away with much of the good that is 
coming from our large research centers ¢ 
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Mr. Suicu. Well, I think that is absolutely true. 

Of course, I personally am a small businessman having been con- 
nected with the furniture industry all my life, and I am not as fa- 
miliar with the large corporations. But I know in my own business, 
as an example, if a firm was making a suite of furniture in which they 
did not have dustproof partitions and center drawer guides, and if 
they felt in order to meet competition they should put that in the 
furniture, the outside of that furniture would not be in any way 
changed, and yet necessarily the price would have to be increased to 
take care of the new improvement, and under this bill, of course, such 
a price increase, as I see it, would have to be reported and a hearing 
would have to be held, and I merely refer to my own industry. But 
I am sure that would apply to many industries, and I think it would 
tend to prevent improvements in products which on the outside 
might not be apparent, but which would be necessary or at least 
advisable. 

Mr. Peck. In your previous paragraph on page 16, sir, you sug- 

ested that this contemplated review of prices would promote a lessen- 
ing of quality, durability and resistance to various strains or stresses. 
If it would promote lack of high quality and discourage improve- 
ments, it seems to me we might be placed in a rather backward thrust 
upon our developing economy. 

Mr. Suicu. Well, I think all of us remember the OPA. I certainly 
do, and I remember some of the inequities that existed under OPA; 
it was very difficult for firms to increase the quality of products. In 
fact, it was practically impossible not to decrease the quality, if you 
wanted to stay in business, and I think any attempt to control prices 
will have that effect. 

Mr. Pecx. Thank you very much, Mr. Sligh. Thank you, Mr. 
Chairman. 

Senator Harr. For Senator Wiley. 

Mr. Kirrrm. Thank you, Senator. I just wanted to ask one short 
question. y 

You were talking about the corporate profits which have been 
decreasing, as a share of the national income, and I want to know 
what your response is to the suggestion or to the evidence that was 
introduced previously, to the effect that this generalization does not 
represent a very accurate picture; because although the corporate 
profits may be on the decrease ge this is not true as far as 
the major corporations are concerned, that is, those corporations to 
which this particular piece of legislation would apply. Evidence 
was introduced to this effect and I was wondering if you were ac- 
quainted with these statistics of corporate profits and whether you 
have any way to explain them. 5 

Mr. SuicH. Well, in the first place, I don’t think that this bill at 
all clearly defines to which corporations the bill applies. I can see 
that it could apply to many, many corporations directly, and it seems 
to me it would apply to practically all corporations indirectly. 

Now, as far as an individual corporation making more or less 
money, I am not in a position to judge that. I am talking about 
overall profits for the economy as a whole. Naturally, some com- 
panies in some years will make more money than they will in other 
years, or than other companies will in those same years, but un 
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fortunately for them, oftentimes in a later year they suddenly find 
that they are not making any money or that they are taking a loss. 
We have some extreme examples of that in several industries that are 
wy well known, in just the last few years. 

hen we look over the list of the hundred largest corporations of, 
say, 50 years ago, I think most of would have a hard time recognizing 
any of the names, which indicates very clearly that profits are not 
stable, are not constant, and that there are variations, and in a thing 
of this kind we have got to take the overall picture rather than the 
picture of any one particular individual company. 

Mr. Krrrrie. Thank you very much. 

Senator Harr. For Canin Langer. 

Mr. Cuumerts. Thank you, Mr. Chairman. 

Mr. Sligh, I wanted to note for the record, in connection with your 
references to budget reform, Senator Langer has introduced a Senate 
resolution asking the Senate to cooperate with the President in meet- 
ing the $77 billion budget. That is Senator Langer’s contribution 
toward aiding in the halancing of the budget. 

Secondly, he has introduced a bill asking the Presient of the 
United States voluntarily, and the Congress through legislation, to 
reduce their salaries by 15 percent as a move toward economy in 
Government and, perhaps to bolster the morale of the people in 
showing that we are trying to have economy in Government. 

I imagine there will be other bills relating to other means of effect- 
ing economy in Government. We will wait to see what the Appro- 
priations Committee does in that regard. 

There was one other question I wanted to ask you, dealing with 
your reference to labor law reform, when you mentioned that labor 
was outside of the scope of the antitrust laws. 

For Senator Langer, I asked this question yesterday of Mr. Wood- 
cock, and I would like to have your opinion on it: 

Assuming that this bill, S. 215, were passed, what would be your 
opinion to an amendment to S. 215 requiring labor unions to file 
with the Federal Trade Commission and other agencies their inten- 
tion to increase wages, in the same way that industry is asked to file 
its intentions to raise prices? 

Mr. Sticu. Well, of course an amendment to the bill or to the law 
would suggest that it would be passed. I would certainly hope it 
won’t be passed because I would be as opposed to that type of clause 
as I am to the clause as now contained in the bill. 

_ I don’t think we can put our economy in a straitjacket, whether it 
is the increase in wages or the increase in prices. 

This Nation has grown great on the basis of millions of people 
daily making decisions which govern our economy, and the vast ma- 
jority of those decisions are right decisions. 

en we centralize that power and give any one individual or 
small group of individuals the power to make decisions that those 
millions of people would otherwise make, then we run the chance that 
that decision will be a wrong one and we will not be able to recover 

m it. 

We can recover from the small number of wrong decisions made 
by some of the 160 million or 170 million people in this country, but 
We could not recover from the mistakes made by a small dictatorial 
group at a central point. 
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So we would be very strong in our desire to keep any such clause 
out of the bill, and we urge the defeat of the bill itself. 

Mr. Cuumprtis. I can understand your position. But let’s assume 
that the bill is going to pass, and that there is no way of stopping 
the bill from passing; then is there any useful purpose served by 
placing the same responsibility upon labor in wage increases as you 
are placing upon industry in price increases? Would that help the 
purpose of the bill 

Mr. Sricu. Well 

Mr. Cuumpris. Or what it is intended to do? 

Mr. Suieu. I can’t say too strongly I am opposed to the bill in 
any form. I think in an effort to answer your question, which it is 
hard for me to do, frankly, because I am so strongly in opposition to 
the bill, but in an effort to answer your question I will merely say 
this, that I think all segments of our economy should be subject to the 
same laws and regulations, and beyond that I would not wish to go, 

In other words, I have suggested here that labor unions should te 
subject to the same laws business is in connection with antitrust mat- 
ters, and it is not an antilabor attitude. It merely puts all segments 
of the economy under the same philosophy with respect to laws and 
regulations, and I would also urge that that be done. 

I might just say that under OPA, of course, it was found that they 
had to finally try to control wages as well as prices. But I would hope 
that we don’t get to that point in this country. 

Mr, Cuumpris. You mentioned something about an antilabor atti- 
tude. Senator Langer, in asking this question, was not intending 


to assume an antilabor attitude, because I doubt if there is a greater 

friend of labor in the Senate than Senator Langer. But his point 

was whether it is going to serve a useful purpose in having this type 

of bill apply to both labor and industry, so that if you are going 
a 


to attack inflation, you would have to attack it from both facets, labor 
as well as industry, itself. 

Mr. Suicu. I want to point out, I certainly wasn’t indicating that 
Senator Langer was antilabor. I was trying to show that we are not 
antilabor, and that we only ask that all segments of our economy be 
under the same laws. We think that is the American way. 

Mr. Cuumpris. Thank you, Mr. Chairman. 

Senator Harr. Committee counsel, Mr. Dixon. 

Mr. Dixon. Mr. Sligh, Senator O’Mahoney has indicated here sev- 
eral times that he is not wedded to the language in the bill that would 
define those corporations required to make public announcement of 
price increases. A great deal of your statement here is intended as 4 
criticism of the large number of corporations that would have to 
wee such increases. / 

f you have any suggestions to a the requirements clause of 
this bill, would you submit it to the subcommittee ? 

Mr. Suicu. Frankly, my only suggestion is that the bill be defeated. 
I can’t see that it can be improved sufficiently to be workable. 

Even though a small number of corporations were directly subject 
to the bill, it could not help but influence thousands of organizations 
that were not directly subject to the bill. 4 

As an example, a large corporation is usually large because it has 
an efficient operation and because the people of this Nation buy its 
product in preference to those of other corporations. 
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If that large corporation has a large or a fair margin of profit, and 
another smaller corporation, who conceivably would not be subject 
directly to this bill, is just about breaking even or perhaps even takin 
a loss at the particular time, if the large corporation was able to an 
did hold prices, the smaller corporation not directly affected would 
feel unable to raise their price above that of the larger corporation 
and it could conceivably force it out of business. While if the larger 
corporation was not affected by the bill, it then would raise its prices 
under the normal procedures and the smaller corporation could also 
get a raise in price and continue in operation. 

We feel that this proposal will bring about the greater concentra- 
tion of industry rather than a wider industry in this country. 

Mr. Dixon. Mr. Sligh, as I understand the legislation it is aimed 
at concentration in industry, due to the fact that from that concen- 
tration is coming much of our inflationary impact. 

Now, you said that they could or could not raise prices, or this or 
that would happen. Do you understand, sir, that nothing in this bill 
would prevent a corporation from raising prices after a 30-day pe- 
riod? The only thing that is required in this bill is for the corpora- 
tion to come before a designated body and to explain why. It merely 
provides that the public will be furnished reliable information upon 
which the corporation will be judged. 

On page 20 of your statement you use the word “adjudge,”—you 
say “the Federal Trade Commission reports adjudge”—and “by what 
measure will the Federal Trade Commission adjudge.” The Federal 
Trade Commission will not adjudge anybody under this bill, sir. If 
anybody judges these firms, it will be the American people. 

he Federal Trade Commission by this legislation is empowered to 
hold hearings at which parties will be asked to appear and justify 
their actions. The Commission would not “adjudge” them. 

You point out in your statement that this bill would bring back all 
of the evils of OPA. I certainly would not contemplate that hap- 
pening under this bill, because OPA did have the final authority; you 
could not do anything without that authority. This bill merely says 
that if a firm decides to raise its prices, it will give 30 days’ notice. I 
would understand that as an executive stay. That would mean that 
for 30 days, if a firm fell within the classification of this bill, it could 
not raise prices. But after that 30 days, it could raise its prices. It 
merely provides that, with that announcement, the Federal Trade 
Commission should give notice of a public hearing and call the cor- 
poration before it to ask for an explanation. 

Do a see a difference between that procedure and the old OPA 
procedure ? 

Mr. Stic. I see a difference in the initial stages. On the other 
hand, I want to point out that the bill definitely does control prices 
for a 30-day period. 

Mr. Dixon. For only 30 days. 

Mr. Sticu. That is right. But if you have ever been in business, 
you would know that 30 days can be a long time. 

Mr. Drxon. Many prices today, Mr. Sligh, are announced in ad- 
vance. Isn’t it customary in industry today for the announcement 
to be made to the trade for the protection and goodwill of the cus- 
tomer that, effective on a certain date, a firm intends to raise prices? 
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Mr. Suicu. It varies in different industries and companies. But 
I might point out, too, to get to your second point, that in section 6 
of the proposed bill you state, “The Federal Trade Commission and 
the Attorney General shall make a joint semiannual report to the 
Congress and such additional reports as they deem appropriate in 
the public interest, and shall submit in connection therewith their 
joint or separate recommendations, if any, for additional action.” 

Now, that certainly would leave the door wide open to recom- 
mendations and judgment on the part of this committee. We went 
all through that in the factfinding days, when the Wage Stabiliza- 
tion Board, or the President appointed the factfinding Seaede We 
did it in 1946, and the board approved and recommended an 18.5- 
cent an hour wage increase, and that immediately then became the 
pattern. That same thing happened in other cases and at later dates, 
and actually that was the thing that, we think, sort of started this 
wage-price spiral. 

So that recommendations of Government committees or Government 
factfinding boards are very powerful, and could control, in effect, 
the level of prices, that is, the ideas as to whether or not a company 
was willing to raise its price even though the management of that 
company knew that the price should be increased for the benefit of 
the employees and the stockholders and the public as a whole, in the 
long run. 

Mr. Drxon. May I state to you that today the Federal Trade Com- 
mission has the power to hold such a hearing as we are talking about 
here, if it so desires. It has the basic authority delegated by the 
Congress. 

The type of hearing envisaged by S. 215 is the type of hearing that 
may be held by a legislative committee. It is in its truest sense, in 
my opinion, a legislative grant to an administrative agency. 

You would not deny that the type of hearing provided in S. 215 
could be held by a duly authorized subcommittee of the Congress! 

Mr. Suicu. I have no argument with that. The Congress, I be- 
lieve, can do very nearly everything it wishes to do. I only hope 
that it doesn’t do this. 

Mr. Dixon. The only thing I see in this bill which would be differ- 
ent from what the Federal Trade Commission could presently do, or 
a subcommittee of the Congress could presently do, would be the 30- 
day stay. 

Mr. Rien: If it can be done now, is there any need for this bill, 
then ? 

Mr. Drxon. The 30-day stay is the important new provision, mak- 
ing it compulsory rather than selective or discretionary. 

Mr. Suicu. Well, that word “compulsory” is a word I don’t like. 
In other words, we believe in freedom of action, and we believe this 
country was built on the basis of freedom of action. 

Mr. Dixon. One thing on inflation: 

Would you agree, sir, that inflation might also flow from the prac- 
tice of a corporation in raising its prices to protect its profit margins, 
when at the same time production was curtailed? Could not inflation 
come from that? 

Mr. Suicu. I am not sure that I got your question. Would you | 
mind repeating it? 
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Mr. Drxon. I asked you whether you would agree that the problem 
of inflation could be worsened by a corporation increasing the prices 
of its products in order to protect its profit margins, when at the same 
time production was curtailed because demand had fallen off? 

Mr. Stic. Well, I think that prices of corporations—a company 
can raise its price but that isn’t any sign that it is going to sell its goods. 
I think that is something we should recognize, that a company is not 
going to raise its — unless it believes that customers are ready to 
pay the price, and I don’t believe that we have had any great shortage 
of goods in the past few years, so that companies certainly aren’t going 
to raise their price unless they feel the customer is willing and able to 
pay for that product. 

Mr. Dixon. Mr. Chairman, there has been before us in the hearings 
on this bill many statistics that were based on profits on percentage 
of sales, while the staff of the subcommittee has submitted during these 
and other hearings profits statistics based on the percentage of net 
worth. 

A very knowledgeable comment is made in a pamphlet put out by 
the First National City Bank in its monthly letter entitled “Business 
and Economic Conditions,” dated April 1958. It contains comment 
as to why this authoritative source considers it more useful to compare 
profits based on comparisons of net worth than profits based on sales. 

I would suggest that that be made a part of the record, sir. 

Senator Harr. Without objection, the identified portion of the 
letter will be made a part of the record. 

(The material referred to may be found on p. 5804.) 

Mr. Dixon. You will recall, Mr. Chairman, that on Friday a staff 
memorandum was submitted by Dr. Blair relating to the new method 
now used by the Bureau of Labor Statistics in arriving at new pro- 
ductivity figures for the steel industry. A very fine article has been 
written on that subject by Mr. Bernard Nossiter, a staff reporter for 
the Washington Post, which appears in the April 28, 1959, issue. I 
would suggest that be made a part of the record. 

Senator Harr. Without objection, the Nossiter article will go in. 

(The article referred to may be found on p. 5790.) 

Mr. Dixon. Mr. Chairman, we have received a great number of 
letters and telegrams with respect to this bill. The only ones that we 
have thus far offered for the record are those representing the views 
of associations which obviously represent a great number of members 
and large segments of industry. 

I have another such statement which has been submitted by the 
American Paper and Pulp Association. I would suggest, sir, that that 

made a part of the record. 

_— Harr. Without objection, it will be made a part of the 
record. 

(Statement of the American Paper and Pulp Association may be 
found on p. 5856.) 

Mr. Stisu. Mr. Chairman. 

Senator Harr. Mr. Sligh. 

Mr. Suicu. I wonder if we would be allowed to file a statement in 
connection with Mr. Dixon’s question concerning the right of the 


} sng Trade Commission to call such hearings under present con- 
itions, 
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Senator Harr. Certainly. 

(The statement referred to may be found on p. 5783.) 

Senator Harr. Dr. Blair. 

Mr. Buarr. Mr. Chairman, I have only a couple of items I would like 
to get into the record. The first has to do with the statement found 
on page 23 of Mr. Sligh’s excellent presentation. There he states that 
between 1948 and 1957 wage per man-hour in manufacturing have 
risen some 55 percent. 

He says: 

When we compare these increased wage payments with the increase in pro- 
ductivity we find that while wage payments per man-hour rose 55 percent, output 
per man-hour rose only 28 percent. 

The Joint Economic Committee has prepared statistical series 
based on underlying material compiled by the Bureau of Labor Sta- 
tistics on the movement of unit labor costs in manufacturing as a whole 
and the wholesale prices of all finished goods. These series showed 
that during this same period encompassed by the comparison pre- 
sented here by Mr. Sligh, the increase in unit labor costs for production 
workers was 9.1 percent, while during the same interval, that is, 1948- 
57, the increase in the wholesale price of finished goods was 124 
percent. Also between 1947 and 1958, the 1958 figure being on a pre 
liminary basis, the increase in price was 26 percent; the increase in 
unit labor costs as here measured was only 12 percent. 

I would like to have that table made a part of the record. 

Senator Hart. The summary table will be made a part of the 
record, without objection. 


(The tabulation referred to follows:) 


All manufacturing: Indexes of wholesale prices of finished goods and productiow 
worker payrolls per unit of output 


(1947100) 


Ss 


Wholesale | Production- Wholesale |Production- 
worker prices of worker 
payrolls finished payrolls 
per unit goods per unit 

of output of output 


1 Preliminary. 
Source: Joint Economic Committee. 


Mr. Buatr. Mr. Chairman, on page 6 of his statement Mr. Sligh 
makes a number of references to tabulations appended as tables 1 and 
2. These show the change between 1948 and 1959 in various com- 
ponents of national income and corporate profits. 

The comparisons in those tables are based upon manufacturing 4% 
a whole. The issue which has been presented to this subcommittee 
concerns an alleged difference in performance and behavior as between 
administered price industries on the one hand, and market price i 
dustries on the other. Production in the former types of industry 
tends to be concentrated in the hands of a few large companies. In 
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the latter it tends to be — dispersed among small firms. Of 
course manufacturing as a whole is a composite of both. 

In order to present, I think in more meaningful form, data on 
profits, I have here a table taken from the Quarterly Financial Re- 
ports of Manufacturing Corporations compiled by the SEC and FTC 
which shows the rate of return on net worth and the profit on sales 
of corporations by asset size for the year 1958. 

The interesting fact about this table is that with one slight excep- 
tion both measures of profit show a direct and consistent relationship 
between size of company and profit rate. The rate of return on net 
worth for the largest corporations, those with assets of $1 billion and 
over, was 10.4 percent in 1958. At the other extreme the rate of re- 
turn for corporations with assets of under $250,000 was only 3 per- 
cent, and with the one exception in the next to last category, the 
larger the size of corporation, the higher the rate of profit as a per- 
cent of net worth, as well as a percent of sales. 

I would like to have that table made a part of the record, 

Senator Harr. Without objection, it will be. 

(The tabulations referred to follow :) 
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Annual rate of profit on sales and of profit on stockholders’ equity, by asset 
size, 1958 
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Under $250,000...........-..-- 6 3.0 || $50,000,000 to $99,999,999_ .___. 4.1 8.6 

roductione § $250,000 to $999,999... 1.2 5.1 || $10,000,000 to $249,999,990._ -- 4.3 9.2 
$1,000,000 to $4,999,999. __..... 1.9 5.8 || $250,000,000 to $999,999,999__ _ _ 4.7 9.1 

$5,000,000 to $9,999,999... _.... 3.2 7.3 || $1,000,000,000 and over_......- 7.6 10,4 






























Source: Quarterly Financial Report for Manufacturing Corporations, Federal ‘Trade Commission-Secu- 
tities and Exchange Commission. 
Prt 
worker . . . ° 
Mr. Brarr. Also in this same connection, the comparison presented 


by Mr. Sligh between 1948 and 1958 is a comparison between a year 
of fairly full demand and a year, of course, of recession. In 1948 
demand was relatively strong in the economy as a result of the re- 
lease of pent-up accumulated purchasing power. Dr. Means has 
pointed to this period as one of a typical demand inflation. 

As the next table shows, in 1948 there was not a great deal of dif- 
ference between the profit rates of the large, the medium, and the 
smaller corporations. In 1958, however, the difference in profit rates 
by size had widened significantly. Of course, profit rates as a whole 
were lower in 1958 because it was a recession year, but the decline in 
profits was considerably greater for the smaller and medium-sized 
corporations than for the largest sized groups. 

For example, the decline in profits between 1948 and 1958 for cor- 
porations with assets under $250,000, was 60 percent; the decline for 
corporations with assets of over $100 million was only 42 percent. 
This differential change in profit rates would then tend to provide 
indirect support for Dr. Means’ position. 

I would Fike to have this table made a part of the record. 
Senator Harr. It will be, under the same conditions. 
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(The tabulation referred to follows :) 


Annual rate of profit after tawes on stockholders’ equity, by asset size 


[Percent] 
Asset size 


Under $250,000. 
$250,000 to $999,999 
$1,000,000 to $4,999,999_. __ 
$5,000,000 to $99,999,999. _ _ 
$100,000,000 and over. 
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Source: Quarterly Financial Reports for Manufacturing Corporations, Federal Trade Commission, 
Securities and Exchange Commission. 


Mr. Brarr. Mr. Chairman, my only other point is in the nature of an 
observation on which I would welcome comment. There has been 
reference by Mr. Sligh, and also by representatives of the chamber of 
commerce, Dr. Fackler and Dr. Frucht, as well as by Mr. Blough, to 
the importance of the increase in the price of services as a factor in the 
current inflation. I think the implication has been left, and I am sure 
without intention, that increases in the prices of administered price 
products have little to do with increases in the price of services. 

However, when one examines the composition of the “all services” 
category in the BLS Consumer Price Index, reported by special fune- 
tional groups, one finds that it includes such important items as home 
purchases. Of course when the price of steel, the price of cement, the 
price of glass, and of other concentrated building materials rises, it 
is almost inevitable that the price of new residential houses will rise. 

Similarly included in the service category is the cost of auto repairs, 
a large item in which, as every automobile owner knows, is the cost 
of automobile parts, most of which are made by the few large automo- 
bile manufacturers. 

Other “service” items affected by increases in the administered 
price industries are railroad fares. Increases in the price of steel rails, 
or the steel that goes into building or maintenance of new cars, loco- 
motives, et cetera, are automatically translated by the operation of 
ratemaking bodies, into higher railroad fares and thus have a direct 
effect upon the increase in the price of services included by the BLS. 

And there are other items in the BLS category of services which are 
affected by price increases in administered price industries, such as, 
real estate taxes which, of course, reflect the costs of school construc 
tion, roadbuilding, et cetera; hospital expenses, which are affected in 
the prices of drugs, insurance and so on. 

The impression that the BLS services category includes only such 
items as haircuts and other items recounts not affected to any 
great extent by price increases in administered price industries 18 
somewhat unfortunate. 

I would just offer those comments, if Mr. Sligh would care t 
comment. - 

Mr. Suicu. First, I might just say that the price of haircuts 134 
very sore point with me. [Laughter.] 

But secondly, Mr. Blair would agree, I think, that prices are not 
the cause of inflation, and although we would agree that prices of 
all of these things have risen, or many of them, certainly, we are mort 
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interested in finding out how to stop the inflation that causes the in- 
creased price, and it is for that reason that we tried to give three 
suggestions that we believe would much more nearly solve this problem 
than this would, this bill. 

Mr. Buatr. My last point is just an observation, Mr. Chairman: 

On page 20 of his statement, Mr. Sligh states that: 

From virtually a standing start on April 11, 1941, with 85 staff members, this 
agency by July of 1942 required an appropriation of $120 million, and by Decem- 
ber 1942, 1 year after Pearl Harbor, had acquired a staff of 40,000 employees. 

I just want to make the observation that Senator Kefauver has 
made in the past on other occasions, the observation that between Sep- 
tember 1939, when war first broke out in Europe, and February 1942, 
the price level was kept under fairly good control in the absence of 
any statutory authority to establish price ceilings. 

The method of price control during that period was exactly that 
same method as encompassed by this bill, namely, through the spot- 
light of publicity. That period was one of very rapid increase in 
demand as the military needs of our allies began to be felt by us in 
the form of orders in American industrial firms, and yet the increase 
in price was very moderate. 

I want to point out that price stability was obtained with a staff, 
as Mr. Sligh points out, during most of the period of 85 or actually 
fewer employees. Hence I think that the correct order of magnitude 
of the increment to bureaucracy required for the enforcement of this 
bill is more in the nature of the 85, rather than of the 40,000 who were 
employed to actually enforce detailed mandatory price ceilings. 

Mr. Suicu. I think, Mr. Blair, you more or less proved my point. I 
think you more or less proved my point that the first attempt to con- 
trol prices through the means you outlined, which you say compared 
somewhat with the method under this bill, did not work, and therefore 
OPA was put into effect, and all it entailed, including the 40,000 em- 
ployees, and we feel that this could be a natural step again and that is 
one of the reasons we oppose so strongly this foot in the door. 

Mr. Biarr. I would not agree with you, sir, that the facts indicate 
that the informal price stabilization efforts used prior to February 
1942 did not work. In only one area did they completely break down, 
and that was the automobile industry. The breakdown was the result 
of the absolute refusal of one of the leading manufacturers to cooper- 
ate with voluntary price efforts. 

Mr. Suicu. Well, for whatever reason, it was found necessary, even- 
tually, to put in forced wage and price controls, and it followed an 
attempt to do it through a means, what you say is similar to the one 
followed in this bill, and we are afraid that a similar situation would 
again take place. 

Mr. Buarr. Thatisall. Thank you. 

Senator Harr. Mr. McHugh. 

Mr. McHueu. I have just one question, Senator. 

_ Mr. Sligh, a major criticism of this bill in your statement is that 
it would discourage, perhaps prevent, price decreases, and thus further 
contribute to inflation. 

Don’t you think that this problem could be met by a provision 
whereby price increases would be exempted from the waiting period 
and the public hearing where the price increases were equal to the 
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amount of previous decreases? Isn’t that a simple way to meet that 
problem ? 

Mr. SuicH. I haven’t had time, needless to say, to think about that 
situation. Again, I think though that you would run into a great deal 
of administrative trouble. In other words, getting back to my furni- 
ture business, it is conceivable that a firm would lower the price be- 
cause it took out dust-proof partitions and center drawer guides, and 
then would raise its price back to the original level without putting 
them back in. 

In other words, when you try to outguess 170 million people with 
a comparatively limited staff, and one or two people that have control 
of the situation, you just can’t win. I just can’t conceive of a law 
based upon this bill working as well as our free economy is working, 
and although we may criticize it, we must admit that we still are 
giving the people of this country more than any other people have 
ever enjoyed in the history of this world. I think we tend too much 
to try to find ways and means of changing it in a way that might very 
easily put us more nearly on a level with many of the countries that 
only wish they could have an economy as good as ours. 

Mr. McHveu. I understand your fundamental objection to the bill, 
but you are not suggesting that it would be impossible for us to draft 
language which would meet this specific problem of price decreases! 

Mr. Suicu. Well, I have lived through NRA, WPB, OPA, anda 
few others, and I would say, “Yes, it is impossible to draft language 
that will take care of every problem that arises.” 

Mr. McHueu. The only problem I am asking you about here is with 
reference to the price decreases. 

Mr. Suieu. I think it would be very difficult, even in that case, very 
difficult. 

Mr. McHveu. That is all. 

Senator Harr. Mr. Sligh, thank you very much for your presenta- 
tion. 

Mr. Suicn. Thank you, sir. ~ 

Senator Harr. We will recess until 2:30. Angus MacDonald is 
scheduled to be the first witness this afternoon. 

(Whereupon, at 12:45 p.m., a recess was taken, to reconvene at 2:30 
p.m., this same day.) 

AFTERNOON SESSION 


Present: Senators Kefauver (chairman) presiding, and Hart. 

Senator Krerauver. The committee will come to order. 

We are glad to have as our first witness this afternoon Dr. Colston 
E. Warne, president of the Consumers Union of the United States. 
Dr. Warne lives at Mount Vernon, N.Y. He is very well and favor- 
ably known to the members and the staff of the subcommittee. 

Dr. Warne, we will be glad to hear from you now, 


STATEMENT OF COLSTON E. WARNE, PRESIDENT OF CONSUMERS 
UNION OF UNITED STATES, MOUNT VERNON, N.Y. 


Mr. Warne. Consumers Union of United States is indeed delighted, 
Mr. Chairman, to respond to your invitation to appear today to ex- 
press its views on S, 215, the price notification bill which was intro- 
duced—— 
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Senator Kerauver. Dr. Warne, if you will excuse me just a minute. 
Senator Hart, we are glad to see you. I want to express my ap- 
preciation to you, Senator Hart, for presiding during the days when 
[have been tied up in another committee. 

Senator Harr. I am relying on you to develop at that other com- 
mittee the information upon which I will cast my vote. 

Senator Krrauver. I hope you will read the record and come to 
the right conclusions. 

All right, Mr. Warne. 

Mr. Warne. We are delighted to appear today to express our 
views on S. 215, the price notification bill which was introduced on 
January 12, 1959, by Senator Joseph C. O'Mahoney. As a nonprofit 
organization owned and controlled by consumers, we have for some 
98 years been intimately concerned with the prices and qualities of 
goods and services in the American marketplace. Each month our 
magazine, Consumer Reports, now goes into the homes of 850,000 
families who are seeking to augment family income through informed 
purchasing. 

Senator Kerauver. If you will excuse an interruption, I am aware 
of the fact that in the last issue of your magazine you had a very fine 
article on this subcommittee’s report on the auto industry, which I 
would like to put in the record at the appropriate place. 

Mr. Warne. Thank you very much. 

(The article referred to may be found on p. 5810.) 

Mr. Warne. I have also been asked to represent today the recently 
established Consumers Advisory Council to the Attorney General of 
the Commonwealth of Massachusetts which is headed by Father 
Robert J. McEwen, S.J., chairman of the Department of Economics 
of Boston College. 'This Massachusetts Council supports, as does 
Consumer Union, the principles embodied in Senate 215, 

Before presenting our analysis of the O’Mahoney bill and the rea- 
sons why we feel it should be enacted, let me first pause to pay tribute 
to Senator Kefauver for the recognition which he has consistently 
accorded the consumer interest. Consumer groups of this country 
are not often heard on Capitol Hill. We have no lobby. Yet our 
normal silence in legislative hearings should not be construed as re- 
lecting either a lack of basic strength, or a lack of concern over legis- 
lation which comes into the congressional hopper. We were, for ex- 
ample, delighted, Mr. Chairman, to note the bill for the establish- 
ment of a Department of the Consumer which you, together with 23 
other Senators, recently introduced. In our estimation, the more the 
Congress of the United States keeps the consumer interest in proper 
perspective, the more surely will it find the touchstone to wise eco- 
homie policies. 

At the outset, I should like to indicate some of the reasons why 
consumers do feel a vital concern about prices today, especially ad- 
ministered prices. 

First: Consumers have in the last couple of years witnessed an 
extraordinary phenomenon—that of having major U.S. corporations 
announce price increases when faced with a falling demand in a period 
of recession. Perhaps to the economist well aware of administered 
price practice this may not seem so unusual. To the lay consumer, 
this technique of curing sagging markets for motor cars, steel, and 

35621—59—pt. 11——21 
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many other commodities has appeared absurd, particularly when he 
was already withholding his purchasing because he deemed existing 
prices excessive. Up in my country, if the demand for asparagus is 
not adequate to clear the market at a quarter a bunch, we consumers 
have never observed dealers raising prices to 35 cents as a means of 
assuring economic stability and bolstering their profit position. 

Second: The second reason for the great interest of consumers in 
this administrative price fight lies in the extensive propaganda which 
has recently beclouded this issue in the press and on radio and TY. 
On the one side, we observe leading industrialists stoutly proclaiming 
that they are the true friends of the consumer, desirous of pouring out 
an ever-increasing flood of superior goods at lower prices, and that the 
real culprits in the piece are the trade unionists who press wages 
upward with such rapidity that business, to break even and do justice 
to their stockholders, must pass the excessive labor costs on to con- 
sumers, so far as that is possible. On the other hand, we note the 
equally stout proclamations of unionists who tell us consumers that 
their wage demands are merely an effort to catch up with the price rises 
instituted by the corporations and that, for every wage increase, two 
or three times the amount of the per unit cost impact tends to find its 
way into consumer prices. In a word, the unionists allege that the 
consumer is made the goat and the trade unionist the scapegoat for 
the greed of industrial corporations. 

Thus far the efforts to come to grips with this problem of admin- 
istered prices have been principally of two types. First, the employ- 
ment of the investigatory powers of the Congress. Here the results 
have been dramatic and often revealing but necessarily fragmentary. 
Congress is ill-equipped to become an administrative agent, sapecialle 
in issues as complex as product prices. It has neither the personnel 
nor the facilities to accumulate the background necessary to reach 
valid and acceptable economic judgments concerning the wide range 
of issues which should demand scrutiny. Moreover, the fundamental 
purpose of a congressional committee is not basically that of supply- 
ing public information; it is to recommend wise legislation and to 
leave the administration of that legislation to others. 

A second way of tackling the problem of administered prices has 
been the weak method of admonition—the issuance of Presidential 

yress releases which are normally non-offensive semantic exercises. 
hese emerge periodically with the realization that if they fail to do 
any good, they will be evidence of good intentions. 

Neither congressional intervention nor admonitions would seem 
prone to alter substantially the approuch of our larger corporations 
or their trade association spokesmen, as has been abundantly evidenced 
in the hearings during the last week. In all truth, the companies 
appear to find little legitimate objection to S. 215. They do, however. 
wish to stay clear of any subpena power and clear of any scrutiny of 
their costs which might case doubt upon the validity of their pro- 
nouncements of affection to American consumers. Probably even 
more crucial, they are anxious to stop the tide of interest in adminis- 
tered price practices at this trenchline of factfinding. Can they be- 
lieve that, if the consumer really gets a fair look at corporate costs 
and corporate pricing policies, there may emerge an insistent demand 
that further steps be taken ? 
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A number of industries have come under fire in recent months be- 
cause of their administrative price practices. The most notable case 
is steel, where prices during the last 10 years have risen by about 80 
percent. In 1958, for the seventh consecutive year, steel prices 
mounted, each increase having followed a wage increase to steelworkers. 
The last price rise recorded occurred while the operating rate of the 
industry averaged but 55 percent of er : 

At this very hour, a contest of words is being waged between the 
steel union and the steel industry as to which will protect the con- 
sumer in the forthcoming negotiations. Within 24 hours I have re- 
ceived five pamphlets emanating from a single steel corporation and 
two from the union. 

The ordinary consumer is, of course, not in a position to assess the 
truth in this matter. On one point, however, he is clear. He does not 
want any galloping inflation and he would much prefer authenticated 
facts to press releases peddled by partisan interests. Especially so, 
when he reflects that, for the last half-dozen years, this sort of wage- 
price debate has generally been the prelude to an assault on his pocket- 
book through price increases, a private taxation which is more in- 
sidious in its effect than public taxation. (At least the consumer has 
a right to retire politicians who impose too punitive a tax burden 
upon him. However, the consumer cannot easily dodge an increase 
in the price of steel or some other administered price. ) 

Given this setting, in my estimation, there is no more appropriate 
course of action for a consumer group than that of pressing for full 
and complete enlightment as to the need for increases in administered 
prices. Any upward movement in basic prices is a consumer concern 
and the facts should be ascertained by careful hearings by a competent 
governmental agency and should be made public. This seems to me 
elementary. It should also be elementary for businessmen, for 
farmers, and for trade unionists. I confess that I have been astounded 
to note the opposition to this bill by both the United States Steel 
Corp. and by the United Steelworkers. The action of both groups 
seems to me completely irresponsible; a refusal to recognize that the 
steel prices of the Nation are of vital public concern and should be so 
considered. The most sympathetic interpretation I can make of the 
stand which they expressed before this committee is the remark of the 
old State of Maine Tory who proclaimed, “I’ve seen a good many 
reforms in my day and I’ve been agin’ all of them.” 

At the very least, the steel industry and the steel union would benefit 
from a searching analysis of such questions as these : 

1. Gardiner Means’ allegation that the rise of prices in the last 
3 years is intimately related to advances in steel prices. 

2. The allegation that steel industry profits have ascended to 
artificially high levels through administered price practices, rather 
than by being established by market forces. 

3. The allegation that the buyer of steel products helps actually to 
pay for steel’s plant expansion program as well as to cover current 
costs. 

4. The allegation that power relationships in steel have so developed 
that the consumer is deprived of the benefits of advancing technology 
through lower prices. 

















































5496 ADMINISTERED PRICES 


Unlike some witnesses who have appeared before this committee, 
I trust that I may make it apparent that I have read S. 215 and have 
some comprehension of what it will do, and what it will not do. In 
the first place, it is clear that it will not control prices. There is in 
it no provision whatsoever for any price control mechanism or, in- 
deed, for any attempt on the part of the Federal Government to fix 
the price of a single commodity. The testimony, for example, of Mr. 
Roger Blough of United States Steel that S. 215 was designed to 
control prices and that it “clearly contemplates the complete reversal 
of the basic economic and political concepts upon which this Nation 
was founded” reflects a less than adequate understanding of the 
measure and its consequences. Price notification is not — fixing. 
We have already instituted in the United States a number of plans 
for price and wage notification in industries affected by the public 
interest. It is singular that a giant corporation feels that the founda- 
tions of the Republic will be rocked by their acceptance of the re- 
sponsibility for stating to factfinding public agency cogent reasons 
for advancing prices. 

Other witnesses have characterized this bill as one which would 
be administratively costly and would blanket many nonessential goods 
and services. Here, again, is a misconception which could be cleared 
up in 2 minutes if witnesses had only read the bill. As I will point 
out later in this statement, the Federal Trade Commission and the 
Attorney General have been given a wide option as to which prices 
must be filed and which may be made the orbit of their inquries. It 
is only reasonable to expect that they would not dedicate undue energy 
to the price of chewing gum. (As a matter of fact, Mr. Blough 
might even find a moral in the long record of price stability in the 
chewing gum he mentions as an industry.) 

Senator Keravuver. I think it should be pointed out here, too, that 
Senator O’Mahoney said he had no hard and fast convictions as to 
whether the cutoff point in this billshould be $10 million or $50 million 
or $100 million. He said he was willing to accept a cutoff basis of any 
amount that would eliminate all except a very few highly concentrated 
industries. 

Mr. Warne. That seems very reasonable. 

At this point I would also like to disagree with Dr. R. J. Saulnier, 
Chairman of the Council of Economic Advisers, who seems to operate 
on the theory that this bill is addressed to “the symptoms of the 
trouble and not to the causes.” In this there is a germ of truth. 
There is, to be sure, nothing in this bill that would provide any 
panacea for all the ills of the American economy. This measure 
would merely provide a forum where, hopefully, Government econo- 
mists may ascertain and report the facts concerning certain increases 
in administered prices, after detailed investigation. 

If the Chairman of the Council of Economic Advisers has evidence, 
as he seems to suggest that labor is measurably responsible for infla- 
tionary pressures in an administered-price industry, he should surely 
welcome the future opportunity to present his evidence before a hear- 
ing called by the agencies designated to collect such evidence, under 
this bill. 

In the estimation of Consumers Union, this bill will be a significant 
landmark in the development of antitrust legislation. Like any 
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measure, its effects will depend in substantial degree upon the ade- 
quacy of its enforcement—upon the energy and the perception with 
which the Federal Trade Commission and the Attorney General carry 
out its provisions. We do have certain misgivings concerning the 
lack of an appropriate consumer perspective on the part of some mem- 
bers of the Federal Trade Commission; also a lack of any central 
energizing force in the Commission. Yet, despite these misgivings, 
we feel that the enactment of the bill will be of positive benefit to the 
economy in the following ways: 

(1) In the first place, it will in effect establish as a basic Federal 
policy that no longer are the key prices of large corporations, in the 
field covered, to be established arbitrarily and privately, without notice 
tothe public. This is important. 

(2) It establishes a mandate for the Federal Trade Commission and 
the Attorney General to bring out the facts concerning increases in 
such administered prices except when in their estimation such action 
is unnecessary or undesirable in the public interest. While it is un- 
doubtedly true that, at the outset, many companies might pay little 
or no attention to this public factual record, one may have confidence 
that the hearings would have a salutary result. The required justi- 
fication will undoubtedly be in the long run an important deterrent to 
the exercise of administered price discretion in a manner unjustified 
by the public interest. 

(3) This bill provides a mechanism by which the protective force 
of public opinion would actually be accorded to companies unjustly 
accused of profiteering. Ifa company has nothing to cloak and could 
offer data to justify a price advance, it should welcome such an agency 
which will look into the facts and report the record fairly. Only for 
those companies which are unwilling to spread their data on the rec- 
ord and are unwilling to justify the basis on which they reach price 
decisions, will this bill be an unwelcome burden. 

(4) Finally, the enactment of this bill will give consumers infor- 
mation to offset the smoke screen of competing propaganda which has 
hitherto surrounded administered pricing. Full-page ads in the New 
York Times are both costly and confusing and I suppose the price of 
them is ultimately picked up by the consumer at the end of the argu- 
ment. The O’Mahoney Mill sepeeneae a step in the direction of de- 
veloping a continuing file of material concerning administered prices, 
which will be available to Congress, administrative officers, the Coun- 
cil of Economie Advisers, the President, as well as to academic econ- 
omists and to the general public. 

It will give us better answers to a whole series of questions in this 
mystifying field of administered pricing, a field well characterized by 
John Blair as “a phenomenon in search of a theory.” 

Turning for a moment to the bill, let me comment on certain provi- 
sions in it from a consumer point of view. 

1. We thoroughly agree with the section 1 which spells out the pur- 
poses of the act, but on page 2, line 2, would urge the substitution of 
the word “may” for “will” so that the sentence would read: 

The Congress believes that inflation may be checked if the pricing policies 


of these corporations are publicly reviewed before increased prices may be made 
effective and to that end the provisions of this act are enacted. 
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Our explanation is there are many causes of inflation other than 
administered prices and it is by no means apparent that this bill will 
do more than assist. 

Paragraph 3, section 3. This section, as worded, assumes a single 
corporate product on line 28. The phrasing should be “a product or 
products.” 

Also, it would seem to suffice to send notifications of price increases 
to a single source, perhaps the Federal Trade Commission, and give 
the others mentioned in the bill access to the data. This would be less 
cumbersome. The price roster should also be available to the general 
public. 

Section 4. This section, coupled with section 7, is excellent, in that 
the Federal Trade Commission may waive hearings in petty cases, 

Section 7. This clause makes the bill entirely wantiatie ley allowing 
the Federal Trade Commission considerable discretion, so that it may 
center its attention upon cases vitally affecting the public interest. 

I should like at this point to insert into the anne: a few comments 
concerning the remarks of Roger Blough. I have read over his testi- 
mony, and was somewhat astonished by the singular character of it. 

Here he is appearing as a representative of a corporation which has 
been the acknowledged price leader in steel. It is, to say the least, a 
trifle startling to witness on one page his acclaim of the natural forces 
of competition as a value to be preserved, and his condemnation of 
what he calls administrative whim. 

It is clearly my impression that this bill is designed to compel cor- 
porations such as his to give a periodic public accounting of their 
stewardship. It is a bill to limit unchecked administrative whim. 

He pictures himself as a champion of small industry, and talks in 
touching terms of “the stark shadow of bankruptcy upon every small 
producer in an industry touched by its provisions.” 

This, if true, would be a dismal picture. What he seems to have 
forgotten is that the price notification is for 30 days; even for those 
companies affected certainly not a period which would breach the exist- 
ing consumer notification practice, the customer notification practice 
in many trades. 

Moreover, such notification as provided in the bill might actually 
accelerate consumer purchasing during the waiting period and even 
augment the profits of the entire industry during that waiting period. 

If it requires, as he says, temerity on the part of the dominant cor- 
porations to tell the public in advance what prices they plan to 
execute, and to give a justification of such increases, our corporate 
leaders certainly have a warped concept of stewardship. 

A $5 billion or $10 billion corporation is alone not a bundle of 
private rights. It includes publicly granted rights. It possesses more 
of a social obligation, because of these rights. To argue on one page 
that, there are only 500 industrial corporations with assets of $10 
million or more blanketed in the bill, and then to proclaim on another 
page that the 30-day price notifications by these 500 would have such 
devastating effects they would drive “straight into bankruptcy a con- 
siderable number of the 150,000 others,” is too preposterous to swallow. 

Not a small segment of this problem in the last couple of years has 
been the tendency of industrial leaders to consider consumer demand 


too inelastic and to price products out of the market. The consumer's | 
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pocketbook is not unlimited in size, and at lower prices the tactics of 
the hard sell might not be so essential. And in our estimation, the 
moral suasion of an FTC investigation might aid everybody, includ- 
ing the 500 select giants. 

One other sentence in Mr. Blough’s testimony attracted me. At the 
start he eulogized, as I have indicated, the natural forces of compe- 
tition. Apparently without batting an eye, within two pages he sug- 

ests that the larger companies might not lower their prices if this 

Bil were passed, might not lower their prices, when they could, for 
fear that they couldn’t put them back upward without an investiga- 
tion. 

This is about the best testimonial I know of the existence of an 
administered price pattern, and if, as he implies (and I do not en- 
tirely disbelieve him), 150,000 smaller corporations allow their price 
patterns thus to be fixed by these few giants, it seems apparent that 
competition is less than a pervasive force in the field covered by this 
bill. 

One may share with him his concern over the rise in the price of 
consumer services. We certainly have been well aware of this. Every 
consumer has felt the pinch. hile some of these advances in con- 
sumer services, notably in the cost of transportation and housing, are 
not entirely divorced from the problem of administered prices, one 
may accept his testimony and merely comment that this seems like 
a cry of “wolf” to turn attention from the central issue posed by 
the O’Mahoney bill. 

After Mr. Blough has completed this digression, he ventures into 
what he calls a host of administrative problems. The first of these 
is competition between industries containing companies that are 
covered and those not covered by the provisions of the act; coal 
versus oil, for example. For the life of me I cannot see how a 30- 
day restraint on the increase, say in oil prices, would cause any price 
control pattern to emerge either for oil or for competing fuels. The 
argument just doesn’t make sense. To be sure, a moral restraint on 
oil prices might expand the demand for oil as against coal. This 
certainly would not be a force which would create any concern of 
inflationary trends in coal, and hence a price control pattern, as Mr. 
Blough suggests. 
oe effect would be exactly the reverse. The consumer would 

nefit. 

We are next told of the complexity of the whole price fabric, of the 
thousands of prices in various industries, and a comparison emerges 
between this bill and the OPA. This is accompanied by the subtle 
suggestion that the bill might create inflation by the extreme cost of 
its enforcement. 

In the first place, the analogy with OPA is a unsound. 
This is not a price control bill and does not blanket the whole economy. 
It would not be instituted in a period in which immense wartime 
demand was competing for consumer needs. Instead, the proposal 
emerges in a singular period in which we have a considerable unused 
productive capacity. The policing problem today is with a limited 
number of companies which, by their actions, have brought wide- 
spread suspicions that price advances have scant relationship to costs. 

This is a limited operation, a fact ascertainment operation which 
would not cover the landscape. 
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One does not need to enter into extensive debate concerning the 
criteria to be employed by the Commission in assembling its data, 
something which seems to have some concern for Mr. Blough. 

If the Sill were to establish a pricefixing agency after the nature 
of a public utility commission, this sort of question may have to be 
squarely faced. Yet, in the bill on page 3, lines 19 to 23, it is explicit 
that the FTC and the Attorney General will examine corporations 
with respect to the reasons for and the justifiability of the proposed 
increase, and take testimony on the impact of the increase upon com- 
petition of the economy of the Nation. 

There is no provision for punitive action, and the standards do not 
have to have the precision that he suggests. 

Moreover, he concludes with this question: that if industrial prices 
are raised without what this Commission or this subcommittee re- 
gards as a justifiable cause, how long will it be before this price con- 
trol measure is supplanted by another bristling with sanctions. 

This question deserves an answer, even if based on the false premise 
of existing price control. 

If the basic industries of this country persist in a complete refusal 
to cooperate with public authority, a refusal to take the public into 
their confidence as to how prices are formed and to justify the reason- 
ableness of prices by generally accepted standards, the day will cer- 
tainly be speeded when they will have to face up to this very problem 
of sanctions which they seem so to fear. 

United States Steel is no feudal island of unfettered authority, 
with no responsibility to government. 

The spokesmen of the U.S. Chamber of Commerce have prepared 
a lengthy and more thoughtful analysis. I disagree heartily with 
their conclusions, but applaud their craftsmanship even though their 
argument would have gained strength if they had not inserted such 
remarks as “make inquisitions,” “vicious boasts,” “obscure,” “inconclu- 
sive,” “inadequate,” “shoddy ine method,” “impractical,” “unwork- 
able,” “discriminatory,” “essentially useless,” and other such phrases, 
which do not contribute significantly to any argument. 

Their statement ends, of course, with a statistical assault on the 
fortress of Gardiner Means. 

They cover much the same ground as Mr. Blough. Hence in my 
comments I will not repeat myself. A few points, though, are 
worthy of mention. 

Essentially, what they are saying may be summed up in one sen- 
tence: This bill, they claim, “opens up a veritable Pandora’s box of 
difficulties.” 

From this point forward they detail a host of objections. These 

include problems of classification; problems of price structure, and 
many issues of equity. 
_ The trouble with this chamber of commerce case is essentially that 
it tries to prove too much. It takes a simple bill, applicable to the 
price filing by some 500 or so corporations, and builds this bill up 
into an ogre. 

I don’t know of any law, whether in the field of the income tax, the 
minimum wage, social security, banking regulations, that does not 
present far more difficult issues of classifications and definitions. 
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Take the problem of area production under minimum wage, for 
example. 

Furthermore, much of the chamber’s discussion is completely ir- 
relevant. They know, as does Senator O’Mahoney, that this bill is not 
directed to producers of buggy whips or washcloths. It is directed 
in an area where many of us have been led strongly to believe that 
is measurably exempt from market sanctions described by the classi- 
cal economic system. The Attorney General and the FTC are left 
free to elect the areas of central concern, and one can anticipate that 
they will not deal with trivia. 

If the bill had had no cutoff point and every small employer had 
been compelled to file a price, the chamber would have been among 
the first to appear before the committee to complain of unnecessary 
bureaucratic action and urging an end to such an outrage. 

The central characteristics of administered price practice is that, 
as the econmist puts it, that the price is given for small producers. 

The chamber does make, I think, on page 11 of their brief, a most 
cogent observation, that prices and products have many dimensions, 
including, terms of sale, credit, and service, as well as physical char- 
acteristics. We in Consumers Union are acutely aware of this. In- 
deed, the Bureau of Labor Statistics has over a considerable period 
of years encountered this problem of shifting qualities in terms of 
sale, and so on, and has developed techniques to cope with the meas- 
urement of price change, and I would presume that it would not be 
beyond the capacity of the agencies here empowered to set up suitable 
standards and likewise cope with this problem. 

On page 13 of their summary, there is a singular observation for 
men whose work has brought them intimately into contact with cur- 
rent price practice. . 

They assert, taking a leaf out of Adam Smith, that 

The free market is a giant automatic calculator which continuously estab- 
lishes and changes the values of inputs and outputs which, in turn, determine 
how our resources are used. 

This surely would have validity under a model of free competition, 
free trade, free discussion, and so on. The real question here involved 
is, has not our corporate structure taken us measurably out of the free 
market condition into a range of administered prices fixed not by a 
natural law or by an unseen hand, but by a limited group of corporate 
executives, fixed in such a way as markedly to distort the price picture. 

This is the very question raised by Mr. Means and his colleagues. 

Moreover, for the chamber to characterize this bill as harassing se- 
lected businessmen on arbitrary and capricious bases is scarcely to do 
it justice. 

On page 19 of the chamber’s brief is an intriguing suggestion that 
this bill might create unwarranted public hostility toward business. 
It is explained that the public would find out what gross margins are. 
What unit costs are, and what prices are at the manufacturing level, 
and that since the public is currently ignorant of margins, the result 
would be to embarrass merchants. . 

The bill, they suggest, is “based on principles of lynch mob.” 

Leaving aside the strength of the vituperative language applied, it 
does appear to me—and I think it would appear to anyone aware of 
the availability of data—that an individual curious as to retail margins 
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and cost breakdowns could, from standard sources, find the gross 
margins in 30 minutes or so. These data are not secret. Dun & Brad- 
street are still in business. 

If consumers are to be turned into a lynch mob by having light shed 
on production costs, our economic system is weak, indeed. But this 
argument is all business should be cloaked in secrecy, and our economic 
education abandoned. 

I won’t comment on the extensive statement of the chamber to refute 
Gardiner Means. Dr. Means is fully capable of taking care of himself. 

I would comment, however, that the case for this bill does not rest 
exclusively in findings of Dr. Means. It rests upon researches of many 
economists and upon the prior investigations of this very subcommit- 
tee. Whether the impact of administered prices is as great as Dr. 
Means suggests need not be proven or disproven; the real question is 
whether industrial corporations in concentrated industries would be 
deterred from exuberant and inflationary price practices by being 
called upon for a reasonable justification of them. 

Let me add a word concerning the testimony of David J. McDonald 
of the United Steelworkers. Mr. McDonald’s testimony frankly seems 
to me a trifle confused. He favors the bill but he does not favor it. 
He wants to remain uncommitted. Meanwhile, he spreads on the 
committee’s record in an extensive history of the role of the steel union 
in price negotiations, ending with a resounding plea for higher wages 
in steel. 

His statement, while very useful in rasing questions concerning steel 
price practices, appears to me highly irrelevant to the present concern 
of this committee, the O’Mahoney bill. One gathers that Mr. Mc- 
Donald is somewhat frightened at the thought that the FTC’s inquiry 
into prices might somehow imperil collective bargaining and might 
create needless industrial strife. 

An attitude of this sort from a spokesman of organized labor seems 
to me to be deplorable. I believe that labor has no more right than 
business to stand in the way of full disclosure of administered price 
practices. The stand of the United Automobile Workers seems to 
me much to be preferred and a far more statesmanlike approach. 

From some of the testimony at this hearing, one would gain the 
impression that the whole term “administered price” is a dirty word 
designed by economists to heap condemnation upon corporate en- 
terprise. 

The fact is, of course, that this phrase is now widely accepted as 
a description of an important phenomenon in our industrial system. 
The admission of the existence of administered prices does not carry 
with it a connotation that a particular price is excessive. It does 
however, raise in its wake the basic issue whether Congress should 
long permit price administration of this character and this magni- 
tude to remain completely in private hands, without either public no- 
tice or public questioning. 

In closing, may I congratulate Senator O’Mahoney for bringing for- 
ward at this time an important innovation in antitrust enforcement. 
His proposal may not satisfy all of the partisan interests which now 
enjoy unimpeded sovereignty over price practices. It certainly will 
not satisfy lobbies who eternally resist innovation and look for 
petty flaws in draftsmanship. Yet in its force and its impact, it will 











be a 
_ 
avi 
W 
prac 
priv 
gret 
(evi 
o 
Ss 
tho 
ver 
J 
} 
sun 
tha 
on 
ma 
sur 
] 
tio 
thi 
tio 
th: 
ch 
re: 


— ot at HO 


— ee 





gross 


Brad- 


t shed 
it. this 
nomic 


refute 
mself, 
»t rest 
many 
mmit- 
is Dr, 
ion is 
ld be 
being 


onald 
seems 
or it, 
n the 
union 
vages 


steel 
neern 
. Me- 
quiry 
night 


eems 
than 
price 
ns to 
i. 

1 the 
word 
. en- 


id as 
stem. 
arry 
loes 


ould 


eni- 
, no- 


for- 
1ent, 
now 
will 

for 
will 





ADMINISTERED PRICES 5503 


be applauded by ordinary consumers who have been disturbed b the 
yricemaking power wielded by a few men and who would like to 
howe some Toles agency to clarify the use that is made of that power. 

We have long since passed the point where the administered-pricing 
practices of giant industrial corporations are a matter so ely of 
private concern. Their impact upon the whole economy is far too 
great. Moreover, there is nothing that strengthens one’s conscience 
(even a corporate concience) as much as a witness. And this bill 
supplies a public witness to price policies—an inquiring witness. 

‘hank you, Mr. Chairman. 

Senator Kerauver. Thank you very much, Dr. Warne, for a 
thoughtful and carefully prepared statement, which we appreciate 
very much. 

Just one question that I want to ask you: 

You say on page 1 of your statement that your magazine, Con- 
sumer Reports, goes into the homes of 850,000 families. I suppose 
that by that contact you and Consumers Union can feel quite a pulse 
on the attitude of consumers, through your many letters from them, 
many reports, many conversations, many contacts with what con- 
sumers are thinking. Is that correct? 

Mr. Warne. Yes. Our principal contact is through an annual ques- 
tionnaire which we send out, and we normally have 125,000 replies to 
this questionnaire, But we do have a great many letters. 

Senator Kerauver. You received 125,000 replies from your ques- 
tionnaire ? 

Mr. Warne. That is right. 

Senator Keravver. Is there any doubt in your mind, Dr. Warne, 
that the public is fed up with inflation regardless of whether the 
chicken or the egg comes first—that is, whether price increases are 
responsible or whether wage increases are responsible? 

Mr. Warne. Yes, I think there is very serious concern over inflation 
today among American consumers, distinctly so. 

Senator Kerauver. You stated a few minutes ago that if this 
inflation went on, the public might really get concerned and demand 
some kind of legislation with real sanctions in it, is that your point? 

Mr. Warne. Yes. We published 

Senator Kerauver. Is that based upon your experience with your 
mae, and your knowledge of the people you are in touch with! 

r. Warne. Well, I don’t think that the typical consumer today 
has gone so far as to urge a pattern of price control. I think this pat- 
tern of price information and questioning is the stage at which the 
general opinion today would rest. 

But if, let us say, automakers, to take a specific case, in the face 
of less than capacity operation, keep on hiking up the price of cars, 
I think there are going to be problems created for the industry in the 
way of satisfying consumers. I think there is going to be a real ques- 
tion as to the stewardship of the industry, which is the point I am 
making throughout this brief. 

Senator Kerauver. I certainly hope that during peacetime, at 
least—I hope we never have a war—but in peacetime we should never 
have to come to price and wage controls. ney are very unfortunate 
things; it certainly would be restrictive of what we call our free com- 
petitive enterprise system. But I agree with you that the public is 
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sufficiently concerned about this merry-go-round we are on at the 
present time. 

Mr. Warne. Yes, sir. 

Senator Keravuver. Senator Hart, do you wish to ask Dr. Warne 
any questions? 

Senator Harr. Thank you, Mr. Chairman. 

Doctor, that was a very interesting statement. I realize that you 
have not had opportunity to analyze and therefore comment on the 
statement made earlier today by Mr. Sligh of NAM. And I am sure 
we would have appreciated the opportunity to get your reaction on 
some of the points he made. 

Mr. Warne. I should be happy to file a supplementary brief. 

Senator Krravver. Suppose you do so, and we will make it a part 
of the record. 

Senator Harr. Thank you very much. I would appreciate it. 

I did not intend to ask this question, but I was thumbing through 
the Consumer Reports, I don’t know which month it is. 

Mr. Warne. I think that is the May issue. 

Senator Harr. What about the problem—and I use the word “prob- 
lem” implying that their position is correct—what about the situa- 
tion of somebody who produces this line which you have analyzed or 
evaluated here, vacuum cleaners. 

The reason my attention was called to it is that in the first of the 
acceptable line, one style of vacuum cleaner is made by Whirlpool. 
It is my impression that it is one of the Whirlpool ‘plants at Michigan 
that produces the cleaner. In any event, a company like Whirlpool 
has, I suppose, a hundred lines, or units. Do you feel that the ob- 
jection that might be registered by a firm engaged in the production 
of so many lines in any requirement for a preliminary hearing would 
cause monumental administrative difficulty, if that is not sufficiently 
persuasive to change your view that the obligation of Government at 
this juncture of the economy is nonetheless to impose that burden? 

Mr. Warne. Now, let me be suré that I understand your question. 
That is, assuming that the vacuum cleaner industry 

Senator Harr. I am making some assumptions here. I am not 
stating this to be the fact. 

Mr. Warne. Assuming it was to come under the purview of the 
O’Mahoney bill? 

Senator Harr. Yes. 

Mr. Warne. Now, would there be an insuperable burden placed 
upon that company ? 

I would say the first burden would merely be to take a copy of 
their printed price list, the list that goes out, and put a 4-cent stamp 
on it, sending it to the FTC. 

Then, if all their price lines, let’s say, have gone up by 10 percent, 
the FTC might elect to make further inquiries of the Whirlpool Co., 
if it were one of those covered, and the facts thus would come out. 

I don’t think the burden would be overwhelming, no. 

Senator Harr. Do you feel—Mr. Sligh this morning had some 
comment about this, as others have—that quality changes, improve- 
ments, modifications that would improve a product line, might be 
discouraged by the existence of the obligation that the O’Mahoney 
bill imposes? 
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it the Mr. Warne. No. I don’t. I think you are always going to have 
model differentiation to tempt new buyers. These model changes are 
coming along now with furious rapidity. In fact we could have, I 
Varne think, from a consumer’s standpoint, a little less rapid movement 

from model to model without imperiling consumer welfare. I think 


consumers would welcome the slowing down of some of the gadgetry, 


t you but if this bill were to have any impact, [ wouldn’t think it would be in 
mn. the changing the model development. 

1 sure This is a mere notification bill. It is not controlling a vacuum 
on on cleaner manufacturer in his engineering operations. 


Senator Harr. Could you think of a manufacturing line that de- 
pends for its fabrication process on some raw material, the price of 
L part which fluctuates frequently, and which is an important element in its 
total cost ? 
Mr. Warne. Well, I would guess that a cotton manufacturer might 
rough | bein sucha situation, if you want just a case citation. 
Senator Harr. Assuming that he is, what would be the effect upon 
him of a 30-day price freeze ? 


prob- Mr. Warne. I would infer that the administered price industries— 
situa- if you will look at the pattern of the group of industries that would 
ed or come within the purview of this bill—would be industries that do not 


have a day-to-day or month-to-month fluctuation of any magnitude in 
»f the their market prices. 


Ipool. Even if there were to be a very wide fluctuation every few days, a 
higan new price list, again it is a 4-cent stamp that is called for. The FTC 
‘lpool does not have to hold a hearing on every last change. The notification 
ie ob- has to occur, and if the price list changes, just add an extra copy, turn 
iction the mimeograph machine once more. There is no insuperable burden 
vould imposed. : 
ently Senator Harr. Would that be an answer to the person who was con- 
ent at verting this raw material, whose price does fluctuate, into his finished 
rden? product? It is the finished price list that you are suggesting would 
stion. be dropped in the mail ? 
Mr. Warne. Right. 

n not Senator Harr. That doesn’t do him any good, does it, if every fifth 

day he gets a substantial change in the raw material that he is using? 
f the Mr. Warne. [ am merely saying that a producer’s costs are not cov- 


ered by this bill, unless they too were administered prices. The fin- 
ished price is what has to be sent in, and that does not normally fluctu- 


laced ate with every cost change. It doesn’t hurt a producer to lick a 
stamp to send a letter tothe FTC. There certainly is no expectation in 

py of any event of a hearing after every small price change. 

stamp Senator Harr. It is true that it is his price to the consuming pub- 


lic which is required to be filed. 


rent, Mr. Warne. Yes, his wholesale price is what has to be filed under 
| Co., this bill. If that wholesale price is a fluctuating price, and he has sent 
put. a price list to the Commission (assuming that he is covered by this 


bill), his obligation is over unless he is called to a hearing by the 
some Commission. 


rove- Senator Hart. Wouldn’t it be possible that one of these manufac- 
ht be turers, whose wholesale pricelist you are suggesting could be changed 
1oney every day, might find that the cost to him of an essential ingredient 


in his manufacturing process was one that fluctuated every 48 hours? 
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If today I filed my notice of price, that is my price for 30 days 
hereafter under the O’Mahoney bill, is that not right? 

Mr. Warne. Yes. 

Senator Harr. Perhaps the day after tomorrow an important in- 
gredient in my end product increases substanially in price to me, 
I can’t lick a stamp and send in a new price and immediately begin 
to apply it. 

Mr. Warne. I think you will find in the bill a waiver section which 
will allow the Commission to waive this provision, and I presume in 
such a case as that that there would be a reasonable exception made. 
I don’t think the case you are citing is at all typical of corporate 
practice or of the industries covered. 

Senator Harr. Would it be your feeling that if there was such an 
untypical case, the law should make this provision of waiver? 

Mr. Warne. Yes.’ I am not anxious to press this bill 

Senator Harr. I am sure your impression of the bill is correct, 
Mr. McHugh tells me. 

Mr. Warne. Yes. 

Senator Hart. Thank you, Mr. Chairman. 

Senator Kerauver. Thank you, Senator Hart. 

Mr. Dixon. 

Mr. Dixon. Mr. Chairman, Dr. Warne raised one point on page 9 
that is of interest to me. He commented that we already have insti- 
tuted in the United States a number of plans for price and wage 
notification in industries affected by the public interest. I think that 
point is well to note. 

I assume, Dr. Warne, you are making reference to those industries 
that are in the category of public utilities. 

Mr. Warne. Yes. But in the case of wage notification I think it 
goes beyond the utility field. 

Mr. Drxon. Yes, sir. 

Mr. Warne. For example, the pioneer in this field was the State 
of Colorado which instituted soméwhere between 1910 and 1915 an 
Industrial Disputes Act which called for a 60-day waiting period, a 
cooling-off period. This was done at the instance of W. L. Mackenzie 
King, who came down to recommend it to Colorado. No wage may be 
changed without the notification angle. 

This has subsequently been embodied in the law essentially. In 
Colorado it applies pretty much across the board, not only utilities, but 
in some other Crates it applies only to utilities. In the Federal field, 
of course, it has found a place in Taft-Hartley, for strikes affecting 
the public interest. 

So this notion of “a cooling-off period” has had application in the 
labor sphere. This is not an innovation. 

In the case of changes in utility rates, there are a number of States 
with clauses by which you have to file, wait a certain number of days, 
and if there is objection in the period, then hearings are held, and so 
on. But notification is a part of the law. 

Mr. Drxon. That was the point I wished to make, Doctor. 

A few dominant corporations have control over the production, the distribu- 
tion, and the price of basic commodities. 

He makes it quite plain that by the use of the word “commodities” 
he is not talking about service industries. 
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We have had inquiries since these hearings started, Mr. Chairman, 
pertaining to whether this would require, for instance, an airline to 
go before the Federal Trade Commission if it announced it wanted a 
price increase. It is quite plain that an airline is a service organiza- 
tion. This bill deals with commodities. It is also plain that there is 
provided under the authority of the CAB procedures to test the neces- 
sity for such a price increase. 

Senator Kerauver. Mr. McHugh. 

Mr. McHueu. Dr. Warne, I believe it was the United Automobile 
Workers which suggested that instead of the 30-day waiting period, 
possibly a 60-day mandatory waiting period would be preferable dur- 
ing which time a separate hearing would be held on particular price 
increases, with the requirement that findings of fact be made public 
before the expiration of the 60 days. 

Do you have any comments with reference to that approach as 
contrasted with the one contained in Senator O’Mahoney’s bill? 

Mr. Warne. The 30-day period seems to me a trifle short, particu- 
larly in the light of the amount of testimony, the amount of material 

Also, Mr. Chairman, at this time, I think it is well that we note 
that Senator O’Mahoney, on page | of his bill, states: 
that might be brought in when some basic, some very basic industry 
is up for scrutiny. Sixty days might be a bit better as a maximum. 

Now, concerning the preparation of some assessment of the issues, 
a factfinding report. I presume that is what the second half of your 
comment relates to. 

Mr. McHueu. That was the recommendation of the UAW. 

Mr. Warne. Coming out with a specific recommendation, might, I 
think, be freighted with some difficulty in that it does involve an 
opinion judgment on the part of a group as to the merit of a price 
increase. The criteria would have to be a little more explicit—the 
criteria as to costs, depreciation, the various elements that go into 
price. 

So that I am worried a trifle about any suggestion that the Com- 
mission should assess the merit or demerit of the desired increase. 

I would rather have the facts presented, summarized and let the 
facts speak for themselves, rather than have a “this is good” or “that 
is bad” sort of terminus. 

Mr. McHveu. I think that the UAW proposed that there be no 
judgment finding. In other words, the bill does not set up any criteria 
for measuring the justifiability of a price increase, but merely that 
there be published findings of fact which would be submitted before 
the time period had expired. 

Mr. Warne. Yes; on that basis, I think the idea is fine. Just sum- 
marize what has been presented and what the Commission and the 
a General have ascertained as facts, and let the public be the 
judge. 

Mr. McHueu. One of the difficulties in extending the time period 
from 30 to 60 days, as expressed by Senator O’Mahoney, is that while 
this does give you more time to conduct the type of hearing that is 
necessary, this possibly would impose excessive burdens upon the com- 
panies that are required to wait. 

Do you have any opinion concerning the burden to the companies 
when they may be required to wait an extra 30 days? 
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Mr. Warne. No, I don’t. I think that the 30-day period is a little 
more in accordance with the existing price notifications which con- 
cerns give their jobbers and wholesalers. A 60-day period might cre- 
ate certain inventory accumulation problems, people trying to get 
under the wire before the 60-day period, and so on. 

There might be a certain measure of embarrassment. Others who 
are technically more competent in this field could give you a closer 
answer. 

Mr. McHveun. One last question, Senator. 

Dr. Warne, one of the major objections that has been raised to the 
bill by Mr. Blough and by other witnesses is the fact that it would re- 
quire a detailed disclosure of information which had long been re- 
garded as confidential, involving detailed cost data, and that this is 
information which one company would necessarily want and have to 
keep confidential from its competitors. 

Do you have any observations to make on that? 

Mr. Warne. My observation is that, as shown on page 4 of the 
bill, section 5, what the bill does is just to pick up the segments of 
existing laws and to empower the Commission to apply those existing 
laws in securing evidence. I do not think the statutory authority per- 
taining to subpena, and so on, is expanded. 

As Senator Kefauver said in opening these hearings, this merely 
prods the Commission to carry out in a systematic way certain powers 
which are already lodged there. I hope I am correct in that interpre- 
tation. 

Senator Krerauver. We are going to have to adjourn because that is 
rolleall vote. Do any of the other counsel wish to ask any questions? 

Mr. Pecx. Mr. Chairman, I would certainly like to ask a few ques- 
tions of my old professor, Dr. Warne, if I should have a chance, if he 
can stay around. 

Senator Kerauver. We will stand in recess for about 20 minutes, 
then. 

Mr. Peck. This is a unique opportunity, Professor. 

(A short recess was taken.) 

Senator Krerauver. The committee will come to order. 

Dr. Blair, do you have any questions you wish to ask Dr. Warne? 

Mr. Buarr. I had a few minor ones, Senator, but in view of the 
time situation I will not ask them. 

Senator Kreravuver. Mr. Peck, do you wish to ask your old teacher 
any questions ? 

Mr. Peck. I will try to limit them, Mr. Chairman. 

Professor Warne, we have heard a great deal about the desirability 
of exposing the pricing practices of large corporations to the glare of 
public opinion. 

Now, sir, public opinion covers a broad field, and a statement that 
you made in your presentation causes me to ask you a question, 

On page 6, sir, you state, and I shall quote from it, if I may: 


The ordinary consumer is, of course, not in a position to assess the truth in 
this matter. 


The matter to which you refer is the conflict between claims of 
industry and claims of organized labor. 

Now, sir, if the ordinary consumer at the present time is not 
equipped or is unable for scme reason to fully or properly assess the 





wag 
wag 

1 
test 
stal 
hav 
suc) 
are 
case 

I 
~ 
0 

\ 

J 
cer 
pre 
pri 

€ 
cost 
pul 
and 
pec 

J 
det 
pul 

} 
rea 
are 





little 

con- 
, Cre- 
» get 


who 
loser 


o the 
id re- 
n re- 
his is 
ve to 


f the 
its of 
sting 
: per- 
erely 
powers 
rpre- 
hat is 
ions! 
quies- 
if he 


nutes, 


arne? 


»f the 
sacher 
bility 
are of 


t that 
n, 


ruth in 


ms of 


is not 
ess the 









ADMINISTERED PRICES 5509 


meaning of these claims, do you believe he would be any more able 
or equipped to assess and properly evaluate the mass of facts and 
statistics which might come from a public hearing under this pro- 
posed legislation ? 

Mr. Warne. I think the answer would be in the affirmative, in that 
as it stands now, opinion is sometimes warped by the inten: ‘ty of the 
flow of propaganda. The group able to put out the greater number 
of ads, the greater number of pamphlets, to have access to the greater 
number of television stations, may create a climate of opinion. 

Now, by this bill you introduce as a countervailing element hear- 
ings in which people who had given thought to the matter, people in 
an impartial position with no ax to grind, can adduce what evidence 
they had collected. Once the Federal Trade Commission assembles 
the facts, and especially facts pertaining to the impact of costs, there 
would be, I hope, a wide dissemination of these facts through the 
press, the radio, and television. These factual statements might come 
to weigh more than these broad generalizations of propagandists. 

In the case of the steel industry, for example, which seems to be 
uppermost in the minds of many of us these days, there are a great 
many statements about the rise in wage costs, and the impact of these 
wage costs, and the necessity for increasing steel prices if and when 
wage costs ascend further. 

The FTC hearing would be open, the conflicting groups would 
testify, and one would trust that those who did not have an immediate 
stake, would come in to give what views they could contribute. I 
have a great deal of faith in public opinion if it can be based upon 
such a hearing and upon the presentation of evidence of those who 
are not so directly and intimately concerned with trying to make a 
case for or against. 

In a word, to be brief about this, I welcome the idea of bringing 
_— out into a goldfish bowl, and bringing costs out into a goldfish 
wl. Let’sall have a look at them. 

Mr. Peck. All right, sir. 

Just a few minutes ago, Mr. McHugh asked you a question con- 
cerning the divulging of information which up until now and at the 
present time is considered private and confidential—information 
principally regarding costs. 

Of course at a public meeting such as this bill contemplates, any 
cost information would be brought out in public and would become 
public knowledge. I presume that competitors, suppliers, customers, 
and other interested parties, would be there to benefit in their own 
peculiar private way from the divulging of this information. 

Do you not think that such an exchange of information would be 
detrimental, at least so as to offset any benefit to be gained by general 
public knowledge ? 

Mr. Warner. I sense that this bill would affect industries which are 
really affected with the public interest. They are big industries, they 
are giants. These have an obligation, if they are going to be engaged 
in follow-the-leader price fixing, to tell the facts to the consumer and 
to the public, and I sense that any feeling of deep and mysterious 
secrets relating to costs has been widely exaggerated. Conte are 
to a geat extent dependent upon how modern the equipment is; also. 
dependent on the extent to which they follow given policies of pricing. 
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If a steel company is going to follow a policy of including an 8 
percent of return on investment after taxes into the cost picture, or a 
policy of injecting the development of new equipment, research, or 
plant expansion into their cost picture, this can be ascertained, 

In a word, I am suggesting that the hearings, in bringing out costs 
would, for the most part, not be bringing out any deep dyed secrets, 
They would be bringing out policy techniques in the main. If I may 
sum it up in a sentence, it is that there has come to be a great differ- 
ence between what we truly consider a private concern, a corner 
grocery, and a giant steel corporation. The giant steel corporation 
has become so intimately affected with the public interest, that it has 
an obligation to make its price policy and its underlying cost policies 
« matter of public record. 

Mr. Peck. Thank you very much, Professor. Thank you, Mr. 
Chairman. 

Senator Kerauver. There is a new member of our staff, Mr. Kittrie, 
who is especially assigned to Senator Wiley. He has joined us during 
this hearing. 

Do you have any questions, Mr. Kittrie? 

Mr. Krrrrie. I just have two very short ones. One is actually a 
question that was presented to other witnesses. It was not asked of 
you, and I would like to get your reply to it. 

The question is this: 

To the extent that labor is a commodity as any industrial product, 
would you consider it proper to make this bill applicable to labor, too! 


That is, to the extent that labor will be asking for any increase, should 


they have to come and produce the same justification ? 

Mr. Warne. Labor, as defined under the Clayton Act, is not a 
commodity in interstate commerce. Labor represents a very large 
segment of the American population, and is the recipient of some 
of the fruits of our productive system. We have a normal expecta- 
tion that wages will be pressing upward as years pass, and as produc- 
tivity increases. This is in contrast with commodity prices. 

I would see no adequate reason for taking a bill which is dealing 
essentially with the prices of a limited group of integrated corpora- 
tions operating under a very specialized situation, a situation in which 
the competitive price pattern has broken down, and applying it 
broadly across the whole question of the equity of wages. 

There are a great many other administrative agencies tackling this 
issue of wage relationships. There already is indeed a certain appli- 
cation of the notification principle for large segments of the labor 
movement, and I don’t feel it is appropriate here to bring labor di- 
rectly into this S. 215 picture. 

Labor is not operating in this corporate form. It would, I think, 
warp the purpose of this bill to include the trade union movement 
under it. 

Mr. Kirrrm. The other question is this: 

You very properly limited your comments to this particular bill. 
But. as you know, the stated purpose of the bill is to help stop infla- 
tion. 

I wonder if you could give me your estimate of the role played by 
administered prices in our inflation, and whether you think this par- 
ticular bill would really help stop much of the inflation. 
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Mr. Warne. I think it would be a significant element. I 
couldn’t go beyond that in terms of a percentage measurement. We 
have noticed it in our consumer work. In some of the durable goods 
fields, a peculiar phenomenon hit us between the eyes, the phenom- 
enon of receding production and rising prices. There is where the 
consumer concern emerges. 

How important this is in the total picture, which is the essence of 
your question, I don’t know. But I think that it is more important 
than many people realize, because of the permeating effect of prices 
that start back early in the production stage. 

For example, Mr. Means has brought forward, I think, very signifi- 
cant material concerning the permeation of steel price pyramiding 
through to the consumer price. In recapitulating, I sense that this 
bill is important because it takes certain of the administered price 
groups out of the status of private pricing, completely private pric- 
ing, and brings on public scrutiny. That public scrutiny may induce 
a little more caution, and that additional caution will help us to 
maintain a more stable price level. 

As I put it earlier, this is by no means a panacea, but I think it is a 
long overdue step. Senator O’Mahoney may be congratulated on 
having developed this idea and brought it before the Congress. 

Mr. Kirrrim. Thank you, Dr. Warne. 

Mr. Warne. Thank you. 

Senator Kerauver. Dr. Warne, we thank you very much for com- 
ing and being with us today. Weare glad to have the benefit of your 
testimony. 

Our next witness is Wilma Soss. She is president of the Federa- 
tion of Women Shareholders in American Business, Inc., of New 
York City. 

Mrs. Soss. We are incorporated in New York State. Incidentally, 
Judge Pecora signed the papers and I was rather proud of it. 

I always thought it started us off in a way some people preferred 
we wouldn’t go, I mean, looking into the chinag that need looking 
into, such as you are looking into today. 

May I say informally, before I get into my testimony, to ask your 
indulgence, this is the very busy time of the season. As you know, I 
cover a great many stockholder meetings. I got my material to- 
gether rather hastily, and actually most of it between 12 and 3 o’clock 
this morning, so I hope you will be indulgent. I will do the best I can. 

Senator Kerauver. All right. Do you have a statement? 

Mrs. Soss. I would like to read it into the record. 

Senator Kerauver. Any figures or quotations you do not read will 


be included in the record, Mrs. Soss, and you continue in your own 
way. 


STATEMENT OF MRS. WILMA SOSS, PRESIDENT, FEDERATION OF 
WOMEN SHAREHOLDERS IN AMERICAN BUSINESS, INC. 


Mrs. Soss. I should like to read as much as possible, and I should 
be happy to answer any questions, and I want to thank you for hearing 
a stockholder. I hope you will make it a habit to have stockholders 
included in some of your hearings. 
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For the record, my name is Wilma Soss. I am president of the 
Federation of Women Shareholders in American Business, Inc. It is 
a nonprofit membership association which I founded in 1947. It was 
born on the floor of the United States Steel i at an annual meet- 
ing when I owned 1 share of United States Steel stock. At that time 
| asked for a woman on the board, and was told by Mr. Enders Voor- 
hees, then chairman of the finance committee of United States Steel 
to, and I quote, “come back with the votes.” That was how I was 
introduced to the proxy mechanism. I have had a love affair with 
United States Steel for 10 years, and I must say that it has been 
largely one-sided. 

Senator Krerauver. You mean Mr. Blough and his side have not 
reciprocated ¢ 

Mrs. Soss. I think that omission started two or three chairmen back. 

However we, the Federation of Women Shareholders, and the many 
men and women who have entrusted me with their proxies under the 
rules and regulations of the Securities and Exchange Commission 
since I took Mr. Voorhees’ advice, have helped to institute a few 
reforms. 

I want to make it very clear (because I will be criticized for the tes- 
timony I am about to give, but I am accustomed to being criticized, and 
I have the gift of prophecy) that the Federation of Women Share- 
holders is neither anti- nor pro-management, nor anti- nor pro-labor, 
both of which have organizations to represent them. ‘The Federation 
of Women Shareholders is only prostockholder. We are all volun- 
teers and I am not paid, nor is any other officer paid for her services. 
We neither solicit nor accept contributions from corporations nor 
from wives of corporation directors. 

In our membership are small and large stockholders and also em- 
ployee-shareholders. Our members and officers belong to both polit- 
ical parties. 

You may wish to know briefly the purpose of our association. 
FOWSAB is the national organization of the women’s economic suf- 
frage movement—a logical development of women’s political suffrage 
in a country where women constitute more than half the share owners 
in the corporations which represent the economic concentration of 
power. The purpose of utilizing this suffrage is not only to improve 
the status of women but to protect their capital and income. It 1s not 
simply the prerogative of stockholders, as some suppose, to make what 
many call a fast buck. We recognize our responsibility as employers 
of management and labor, and our companies’ responsibility to con- 
sumers. 

I should like to offer for the record, Mr. Chairman, our federation 
brochure, and I call your attention to the line which says, “FOWSAB 
opposes action which invites Government control or makes stock- 
holders a rubberstamp electorate.” 

Senator Keravuver. Mrs. Soss, how large is the brochure? 

Mrs. Soss. Four pages. 

Senator Keravuver. Let it be accepted for the files. 

(The brochure referred to is available in the files of the subcom- 
mittee. ) 

Mrs. Soss. Thank you so much. 
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I have also here some of our educational work and shall mention 
that in courses we sponsor, top analysts and, for example, the presi- 
dent of the Customers Brokers Association or the security analyst 
societies are among our speakers. 

Thank you, Senator. 

I wish to say that we have consistently opposed, from the floor of 
the annual meetings, many of the actions of the steel companies which 
have led to the formulation of this legislation, and other regulatory 
legislation. 

Senator O’Mahoney’s bill, S. 215, appears designed to provide for 
at least a delaying action in the rising tide of inflationary pricing. It 
is my understanding that testimony before this subcommittee over the 
past 2 years has claimed, at any rate, that the impersonal forces of 
supply and demand have not been able to provide much control over 
the pricing policies of management in basic industries. I am frank 
to say any time that I am not an authority in an area which up to 
this time has been a management function. However, I do know 
as a@ former public relations consultant to industry that anything 
which invites the light of publicity brings about better corporate 
habits, whether this has to do with setting up stockholders’ meetings 
or merchandising or pricing policies. 

Iam concerned about prices, both as a consumer and as a stockholder- 
leader representing among others many widows and retired persons 
whose only income, other than social security, comes from dividends. 
Today we feel that there is a squeeze play between big management 
and big labor on the small stockholder and the consumer. 

My activities in stockholders’ meetings I am sure are familiar to 
some of you. But the reasons for these activities may not be quite so 
clear. Legally, the function of the stockholder is to provide balance 
and check on management through the election of its directors, and on 
those major proposals which have to do with the expenditure of stock- 
holder money and also stockholder rights. 

In addition, stockholders have a moral and ethical responsibility as 
well as an economic responsibility to restrain excesses. If I am the 
watchdog of management, it is to prevent, within the company com- 
munity, those excesses which will adversely affect stockholders and 
consumers and/or invite the intervention of regulatory authorities. 

Gentlemen, despite my warnings, my pleadings and my earnest and 
prayerful endeavors, despite recourse by responsible stockholders to 
the resolutions which appear on the proxy statements of innumerable 
companies, despite all our attempts to curb the exercise of self-perpetu- 
ating power—you and I are here today, a representative of the stock- 
holders and representatives of Government, to try to solve the problem 
which neither management nor labor has been willing to solve for 
themselves, 1 

Some of you may have heard about my efforts to put women on 
hoards of directors.’ Here is one pertinent reason why: 

A woman understands one basic fact in management and public 
relations. If a fashion is shown at Bergdorf Goodman, it will be 
copied by Klein’s of Union Square. We also know that—whether or 
not it is the result of “administered prices” or whether it is essential 
to profits—when wages go up sooner or later it is felt in the consumer’s 

pocketbook. I recognize that this bill is designed to differentiate be- 
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tween those who raise prices without conscience and those who raise 
them to survive in business. But since we are talking essentially here 
about the pricing practices of big business, I think we should examine 
those practices which lead to inflationary pressures. 

I understand that David J. McDonald. United Steelworkers presi- 
dent, in testifying before this committee had put into the record a 
discussion of the stock option profits of Roger Blough, chairman of 
United States Steel. 

I have been asked whether I thought stock options were inflationary, 
or contributed to the wage demands by workers. 

Gentlemen, I am going to let you figure that out for yourselves 
today. Quite obviously labor leaders also read the proxy statements. 
To show our efforts to restrain the demands for extra incentive and 
compensation on the part of management at a time when we are ap- 
proaching negotiations with steel and other workers, I should like to 
put into the record excerpts from the current United States Steel 
proxy statement. 

Senator Kerauver. Without objection, they will be made a part of 
the record. 

(The material referred to may be found on p. 5846.) 

Mrs. Soss. Frankly, I am almost overburdened with exhibits. It 
was hard to choose. 

I shall also later put into the record the Sinclair Oil 1959 proxy 
statement, which is also pertinent to this discussion. 

Senator Krravver. Mrs. Soss, are they very long? 

Mrs. Soss. I shall not read them all, I will put them into the record. 

Senator Kerauver. Can we excerpt the parts that have to do with 
the matter that you are referring to? 

Mrs. Soss. I think we can, or possibly have that done. 

I hardly need to call to your attention, Senator, that the annual 
meeting of United States Steel stockholders takes place on May 4 and 
the negotiations with the Steelworkers take place on May 5. The 
management has chosen, nevertheless, to oppose stockholder proposals 
at the annual meeting in connection with a $25,000 ceiling on noncon- 
tributory executive pensions, and restraints in connection with the 
stock option incentive plan. Both proposals were brought by the Fed- 
eration of Women Shareholders, the holder of 6 shares of common 
stock, together with John Campbell Henry of New York City, the 
holder of 200 shares of common stock. However, I wish to point out 
that some of our trustees and members own thousands of shares of 
United States Steel stock. 

Senator Krrauver. Let me see if I understand this: 

Management has chosen nevertheless to oppose the stockholders proposals in 
connection with the $25,000 ceiling on noncontributory executive pensions. 

In other words, you are representing stockholders opposing a ceil- 
ing of $25,000 ? 

Mrs. Soss. No, we are proposing the ceiling. And incidentally, it 
is a proposal that has been brought on a number of proxy statements 
this year; some of the resolutions are being brought for the second 
and third year, and such ceilings and limitations are always oppose 
by the management. I would like to make it quite clear that we, a8 
stockholders, are opposing the contribution paid by the company— 
this is a noncontributory pension. Some of the executive pensions rut 
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as high as $60,000, $70,000, $80,000, $90,000, you see, noncontributory, 
and we don’t feel that is what pensions were for. These men who are 
getting several hundred thousand dollars a year in salaries should be 
able to provide their own pensions. 

Senator Kreravuver. By noncontributory, you mean the people re- 
ceiving the pensions did not contribute anything to them? 

Mrs. Soss. Yes. It is all paid for by the stockholders and Govern- 
ment. Stockholders are told this is tax deductible. We promptly say 
you (the corporation) are in the 52 percent bracket. You do not tell 
the stockholders they are paying 48 percent of it and Uncle Sam is 
paying the rest of the 52 percent. Very interesting. 

Also as I have just pointed out, we never bring a resolution as 
owners of only three or four or five or six shares of stock (although 
it is entirely within our right) without being in the company of a 
large stockholder as a coproponent. 

However, last year the owners of 4,355,643 shares, or 7.31 percent 
of the stock, voted for the proposal to put a ceiling on the company 
contributions to executive pensions, and last year’ the owners of 
3,948,487 shares voted for our more restricted stock option plan. 

Senator Kerauver. Are you referring to United States Steel, now ? 

Mrs. Soss. Yes, United States Steel. (We have similar proposals in 
other companies.) Our more restricted plan would require that the 
exercise of the option shall be held by the optionee for at least 3 years 
subsequent—I think there has been a change in this. I want to read 
itthe way I wrote it originally. 

This would require that all the shares purchased through the exer- 
cise of the option shall be held by the optionee for at least 3 years 
subsequent to the option. 

Senator Kerauver. You mean—- 

Mrs. Soss. We want optionees to hold their stock 3 years after they 
pick up their options to tay the stock, so they can’t run right out and 
sell it after being granted an option, the optionee has to wait a fixed 
time—usually about 2 years—before exercising it. After exercising 
it, if he wants to take a capital gain, he has to wait 6 months—then 
he can sell it. Under our more restricted plan he would have to wait 
2% years more or 3 full years after exercising his option before he 
dumps his stock. 

This more restricted plan, our suggestion, which is opposed by 
United States Steel, and incidentally, by Standard Oil of New Jersey 
in their 1959 proxy statement, has been adopted by Lorillard and 
other companies. 

Then since you have asked these questions, and since they are in 
80 many proxy statements, I ought to read this to you so that you will 
understand it thoroughly, because if you understand one of them, 
then you will understand all of them. 

This is the way the stockholder proposal No. 2 on the United States 
Steel proxy statement of 1959 reads: 

Stockholder proposal in connection with stock option incentive plan and 

rectors’ statement against the proposal. 

Resolved, that the stockholders of United States Steel Corp. assembled at 
annual meeting in person and by proxy hereby request our board of directors 
to take such steps as may be necessary to provide that any extensions of the 
stock option plan approved by the owners in 1951 taking the form of an increase 


in the total number of shares paid subject to option under the plan or any new 
stock option plan he made subject to the following provisions : 
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(a) That all shares purchased through the exercise of the option will be held 
by the optionee for at least 3 years subsequent to the option’s exercise. 


That is the way we have to say it according to the SEC. 


(6) Shares to be optioned will be optioned in yearly instalments as nearly 
equal as possible over a period of not more than 10 years. Such period to be 
determined by the board of directors or its committee, and that the right to 
purchase shares in each instalment will not be cumulative, and will expire to 
the extent not exercised during the applicable instalment period. 

What has happened is that if they can’t pick it up one year they 
pick it up maybe just at the end of several years before they are going 
to retire. The rise in price of the stock may have nothing to do with 
the performance of the executive. It may be due to general conditions, 
and therefore we feel that optionees should simply not take advantage 
of it, if they cannot exercise options from year to year they should 
lapse. 

Last year the owners of 4,355,648 shares voted for this resolution. P. Loril- 
lard and George W. Helm have now joined American Express and Twentieth 
Century Fox in instituting 2-year holding clauses after exercise. Manage- 
ment argued in last year’s proxy statement that employees would not be able 
to sell option stock under this resolution. 

We don’t want them to sell it. We want them to hold their option 
stock in order to maintain an interest in the company. 


If they sell optioned stock, we fail to see how there can be substantial stock 
ownership on their part— 


which is what was required by this law. 
The noncumulative installment provision has been adopted at American Can. 


Shares represented by the unmarked and fiduciary proxies are cast against this 
proposal— 


and since we are more or less forced to put this in a fairly legal 
phraseology, I think it is amazing that we get the vote that we get on 
it. 


Statement by directors on proposaf No. 2. The proposed restrictions would 
impair the effectiveness of the stock option incentive plan. 

Incidentally, I wonder if you are aware—I think we had better put 
this in the record for you. 

(The document referred to may be found on p. 5846.) 

Mrs. Soss. Here was the plan when it was adopted in 1955, and 
this exhibit is what we stockholders received, and I am going to read 
briefly only maybe a paragraph from it, and I want to read the cover 
to you: 

United States Steel Stock Option Incentive Plan. Additional statement of 
Benjamin Fairless before the U.S. Senate Committee on Banking and Currency. 


This is what he says the purpose of the plan is— 


The purpose of the plan is to enable employees in the upper levels of manage 
ment of United States Steel Corp. and its subsidiaries to acquire a larger 
stock ownership in the company. The Board of Directors believes that a greater 
stock ownership by those employees who have the primary responsibility for the 
financial success of the corporation will enhance their incentive [and] induce 
continuity of service. * * * 


But they say in the proxy statement, and it is said by every com- 


pany that opposes us, that our proposals will prevent them from sell- 
ing the stock. 
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Well, how can you maintain—how can you maintain a proprietary 
interest and still sell your stock? You look puzzled. So were we. 
Why are they allowed to sell stock at a discount? It defrauds, I 
think, the Government and the taxpayer. 

Senator Krerauver. I suppose they all hold it long enough to come 
under the 6 months’ capital gains provision ? 

Mrs. Soss. They come under the requirements of the law, but not 
the spirit in which it was given. 

We were so desperate about all of this that I call to your atten- 
tion our third proposal, and that was in order to change our di- 
rectors or add to the board of directors some who thought as we did 
regarding the options and other plans. We presented a cumulative 
voting resolution, which also appears in the United States Steel 
proxy statement, and was supported last year by owners of 1,746,930 
shares on a present share basis. 

Cumulative voting is especially important at United States Steel 
because of the stagger system, which means that a number of direc- 
tors, one-third or 5 out of 15, 5 would be elected one year, another 5 
the next year, and another 5 the year after that, and oak the nominees 
have to tell in a proxy statement what they buy and sell, you see. 

We felt that we wanted some means of getting a director on the 
board whose viewpoints on pensions and option issues were not now 
being represented on the board. These are quite routine resolutions, 
I would say, Senator. 

I would like to just read the latest replies on the stock option in- 
centive plan, because you will be interested in observing how it was 
— what is told to the stockholders and what actually 

appens. 

S ustor Keravver. This is the latest reply of United States Steel ? 

Mrs. Soss. Yes, this proposal has been introduced before, and I 
told you the vote it got. 

This is being introduced, and will be voted on on the 4th of May, 
the day before the steel strike—I am anticipatory—the day before 
negotiations with the steelworkers, and it will be opposed, and we 
shall lose, and if we get a large enough vote to keep it on the proxy 
statement we shall be grateful. 

It is very interesting to us that they (management) opposed it in 
the year when they have a crucial negotiation, but let us give the 
reasons why they are opposing it this year, and I am just going to 
read the underlined part, which they have underlined. 


1. Key management employees are acquiring and retaining substantial 
stockownership under the plan. 


That is the option plan now. 


2. Stockownership itself furnishes the incentive for continued ownership. The 
plan also permits flexibility for transfers to take care of the many situations 
where it is advisable for him (an optionee) to part with a portion of it. 


I do not know that that was ever provided for in allowing stock 
option. 


An enforced holding period— 
we suggested for 3 years or any other period— 
would introduce an element of inflexibility. 





5518 ADMINISTERED PRICES 





Let me draw your particular attention to the word “flexibility,” 
and let us look at the record among our exhibits which I shall be 
happy to leave with you. 

On page 1 of the proxy statement—we are going back now to 
March 5, 1951—I should like to call your attention to some informa. 
tion concerning Irving S. Olds, retired chairman of the board of 
United States Steel, and still a director. 

On that date my records show he owned 1,001 shares of common 
stock. 

However, 2 years before he owned only 101 shares, although Mr. 
Olds had been a director of United States Steel, and an employee 
since 1936. Yet he was never able to accumulate any stock. 

However, in 1951 the proposal was coming up to adopt stock op- 
tions, and the directors went out and got themselves a lot of stock, so 
now he had 1,001 shares. 

We are now looking at the proxy statement of February 1, 1956, 
5 years later, and I am looking at the shares which Mr. Olds has ac- 
cumulated, and he has now under stock options 12,717 shares. 

Now I am looking at my proxy statement for the following year 
(and let me say you should always compare proxy statements, they 
give you priceless information). 

In 1957 I note that Mr. Olds is now down to 6,717 shares, about 
6,000 shares have evidently been sold and are now missing. 

But what is even more interesting, these 12,717 shares were given 
to Mr. Olds with the knowledge that he was about to retire, which 
the stockholders did not know. 

This was given as incentive, and he got the grant of the options 
and announced his retirement after that annual meeting. He is now 
a member of the board. 

So in 1957, what I asked him was why he had disposed of possibl 
some 6,000 shares which he had been granted after retirement. He 
said, and I quote, “I am a poor map.” 

Apparently Mr. Olds was doing all right with his option stock as in- 
centive and, of course, we helped out by paying him a director’s fee, 
and a fee to the law firm of, his law firm, of White & Case, of which 
he is a partner. 

Now speaking of the flexibility which the management talks about, 
and that the present management wants in regard to stock options, let 
us see how flexible it was for Mr. Benjamin Fairless, another former 
chairman, and still director, of the company. 

In 1955 (and here is a copy of his testimony which I am offering 
for the record) after he testified before Congress on the importance of 
stock options as an incentive, it was discovered that Mr. Fairless sold 
46 percent of the stock he had acquired through stock options, some- 
where around 20,000 shares. He had 48,000 shares, and he had about 
23,000 left. 

(The testimony referred to may be found on p. 5848.) 

Mrs. Soss. Now, in an article which appeared, and which is dated 
September 24, 1955, in the New York Times, it is said that it was 
— he needed the money to pay off loans to acquire the optioned 
stock. 

When I asked about this at the annual meeting of Big Steel, Mr. 
Fairless was very angry with me, especially when I said he was setting 
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a poor example for his young executives who had optioned stock, 
and he said, well, he had to sell his; he was in debt. 

Between poor Mr. Olds and poor Mr. Fairless the private enter- 
prise system hardly seems to be very rewarding. 

I now find that Mr. Fairless is down from his 43,000 shares to 13,700 
shares, according to the 1959 proxy statement. 

Now, I am the recipient of many letters not only from stockholders 
but also from employees of steel companies, and I show you how 
poor an example is set by optioneers when it comes to a wage increase. 

Let me just read part of one letter from a steelworker that I have 
picked at random, dated April 4, 1958. 

The only reason that I do not put it into the record is that I want 
to protect the identity of the worker: 


The stock option plan— 
he writes— 


is for no one but the higher-ups, and the pensions also strike me that way. 
The employees in the lower wage brackets are the ones who need it worst. 
It looks to me as if the entire thing has been made for the ones who get big 
money. As it now is, they get everything and a lot of us get nothing. 

On the reverse side of the coin, in showing how inflationary these 
options and incentives can be, it is not only the lower echelons of the 
steelworkers who want what the upperclass have, but after they have 
— * wage increase and other benefits to avoid a strike, what 

appens ? 

anagement apparently wants to be democratic, so it wants to 
share in some of the workers’ welfare, too, which the stockholders 
have so thoughtfully provided for labor under threat of a strike, 
usually. Here is a United States Steel Quarterly dated November 
1956. 

You can see we are now passing from a stock option plan to another 
favorite form of the corporations which, you will see in many of 
them, including Standard Oil of New Jersey, Sinclair Oil, and United 
States Steel. It says, I quote: 


U.S. savings fund plan is prepared for salaried employees. 


Just listen to how this came about. 

Senator Kerauver. What kind of plan is that? 

Mrs. Soss. Well, I will read you very briefly the kind of a plan it 
is, and you will understand quite quickly. 

Senator Kerauver. What is the title? 

Mrs. Soss. The savings fund plan. It is a savings fund. It is a 
thrift plan. Some companies call them thrift plans. It operates so 
that for every dollar or half dollar that the worker saves, up to a 
certain percentage, the stockholder matches as a reward for his thrift, 
and then that money is either invested in company stock or partly 
(usually half of it) invested in company wheal and half of it in 
Government bonds. 

_ Now, how this comes about is really very interesting. Listen how 
it comes about. This is what they write us: 

The agreements terminating last summer’s strike of the United Steelworkers 
of America and reported in the previous issue of the Quarterly included the 
establishment of a supplemental unemployment benefit program. Under this 


program, United States Steel is committed to a maximum of 5 cents per em- 
ployee hour worked, of which 3 cents is paid into a trust fund and 2 cents is 
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held in reserve for payment if the need arises. The fund will be used to 
supplement State unemployment compensation to those employees eligible under 
terms of the agreement who are laid off after next September 1. 

The board of directors has formulated a plan for salaried employees in liey 
of supplemental unemployment benefits * * * 


This is in case they, the salaried employees, should be unemployed, 

Now, let me turn from November 1956 to a postmeeting report in 
1957, which was May 1957, which was sent to the stockholders. 

On that the company notes (and we have at least accomplished this 
much in their postmeeting reports), there was a eet et of the 
resolution that we had up, which was then for noncontributory execu- 
tive pensions, and they mention the name of Mr. Henry and myself 
as proponents and the size of the vote. 

They give, without identifying us any further, a summary of the 
discussion at the annual meeting, and this is what they say concerning 
the savings plan: 


The savings plan was, therefore, then developed for salaried workers in lieu 
of the supplemental unemployment benefit. plan negotiated for the wage earners, 
Whether salaried workers represented by a union participate in the savings 


fund plan is decided in negotiations with their union representatives. * * * A 
stockholder— 


that was myself— 


who also advocated the proposed limitation on the disposition of stock acquired 
under the stock option incentive plan and the proposed limitation on executive 
pensions, criticized the savings fund plan because it is open to employees in 
high, as well as low, salary brackets. Stockholders who took the opposite— 
and prevailing—position on the three measures contended that imposition of 
arbitrary limits on benefits would jeopardize United States Steel’s ability to 


maintain high caliber management. 

Let us see how it worked. 

I have before me an address which I made at the American Man- 
agement Association seminar for corporate directors in Chicago last 
September, in which they invited me to talk on what stockholders ex- 

t from directors, and I will read how this plan worked, because | 
srought it to the attention of the directors. 


United States Steel put its thrift plan into operation in 1958 when it couldn't 
fund its pension plan without cutting the dividend. The thrift plan extends to 
the president, whose salary is some— 


that is Hood— 


whose salary is some $264,000 a year and who, according to the proxy statement, 
owned (largely through stock options) between $1,500,000 and $2 million worth 
of stock at that time. To encourage thrift, the company contributes 50 cents 


for each dollar saved by its employees, including top executives, up to 8 percent 
of their base salary. 


There are slight differences, and this is the steel plan. 


This plan was initiated the year that Big Steel could not fund the pension 
fund. Under it, for being “thrifty” the president received an extra $8,000 from 
his stockholders, which include employee-shareholders. (That won’t be for- 
gotten when the CIO contract is being negotiated next year.) 


That is what I told the directors last September, and I told them 
last year from the floor of the United States Steel annual meeting. 
Where were the directors when this was consummated? Probably looking at 


the salary of the former head of Bethlehem Steel absurdly astronomical in the 
light of today’s tax structure. 
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At this point, gentlemen, I should like to call to your attention the 
fact that the turning point for welfare capitalism came about when 
the noncontributory pension became standard practice after a colossal 
steel strike back in the 1940's. 

Mr. McDonald’s testimony in regard to stock options, and so forth, 
becomes particularly significant when you recall that the steelworkers 
at the time they asked for a non-contributory pension, said that the 
reason for their demand was because management had deferred com- 
pensation and other benefits which the workers did not have. 

Management called this imitation of the same thing that it had in 
another form, a “revolution.” 

That is some of the background we are up against when some of 
these men go into negotiations. 

I can tell you when you go into court you must come in with clean 
hands. These practices are some of what we stockholders are trying 
to prevent so that at least management and labor can sit down on a 
fair basis. We want our management to come in with “clean hands.” 

I do not think that this round robin of wage benefits and of in- 
creases that starts at the top is copied at the bottom, works back up 
through the middle to the top again, is only curious economics of the 
United States Steel Corp. 

This occurs in other corporations, too. 

Perhaps, the nfost flagrant one for the record is that of the Sinclair 
Qil Corp., and I really think that this is something which is so im- 
portant in understanding the management-labor-stockholder rela- 
tions that I particularly direct your attention to it. The resolution 
and the reasons therefor appear on the 1959 proxy statement, the 
current one which I have here. It has coeneeia before, and it is re- 
submitted. I was one of the coproponents. 

I call to your attention, and it says here, that the stockholder pro- 
posal was “disapproved by a disinterested quorum of the board of di- 
rectors.” So we are told to vote against this. This is still another 
form of incentive plan. This time it is called a retirement allowance 
plan. 

Let me tell you that these plans all go on like jugglers’ balls, at the 
same time in the same corporations. If you have a stock option plan, 
youmay have many of these other incentive plans going on at the same 
time. 

This is what happened: We are allowed 100 words for our state- 
ment of reasons—we brought a resolution asking that there shall be 
aceiling on a noncontributory pension of $25,000 a year. 

Here is the reason why I, Charles L. Horn of Minneapolis, the 
holder of record of 935 shares, and Barry and Barbara Golumb, small 
shareowners, introduced this resolution. 

Sums allotted under amended retirement allowance recently almost doubled 
previous allowance to our chairman and former chairman, recently retired. 
Salaries above $125,000, formerly not included, were brought under retirement 
plan in 1956, when management, in collective bargaining, granted benefits in 
Which management included itself. Future changes, even those resulting in 
added costs to the company, can now be made without further stockholder 
authorization. Almost 800,000 shares supported this resolution last year. 10 


Percent vote is needed to keep this question before the stockholders. Mark your 
proxy FOR or it will be cast against automatically. 


I would also like to offer this for the record. 
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Senator Keravver. All right. 

(The material referred to may be found on p. 5850.) 

Senator Keravuver. Let me ask you one question. You have refer- 
red to some individuals who increased their ownership of stock op- 
tions in United States Steel as having been retired. 

Do retired officers or directors get stock options too ? 

Mrs. Soss. That is another abuse. They usually set up the plan in 
many different ways and, as I recall, the United States Steel plan 
requires that the plan be picked up within 3 years after retirement 
and, of course, when we voted this, most of the stockholders were not 
aware that the age limit of our chairman, which is 65 at United 
States Steel, and some other companies, was being approached, but 
we noticed that these plans are very often brought in and extended 
down the ranks just when the chairman is getting ready for retire- 
ment. 

Yes, that is what is so puzzling, how can this be allowed. Re- 
member, they are allowed to buy their stock at a discount for 
incentive. 

Sometimes they buy it at 85 percent of market price, at a discount 
of 10 to 15 percent. 

Sometimes they get it at 95 percent of the market price, sometimes 
they pick it up at the market “rege Sometimes they go into—they 
dilute the stockholder’s equity by issuing new stock,”and it might be 


of interest to you to know, Senator, that I was talking to the New 
York Stock Exchange, and they tell me they have been ——- a 
study of this (which they will have ready shortly), and they find 


that out of 800 companies which have replied out of 1,100, over half 
were issuing new stock for options, so they dilute the stockholder’s 
equity, and when this happens and, of course, you must remember 
there are representatives of labor that go to these meetings, they are 
perfectly well aware of these shocking inequities. 

I must admit it stems from the, tax structure, but it exists just the 
same. 

Senator Kerauver. I can see how up to a reasonable extent an 
option to buy some stock might be an incentive for a man who is 
presently a director; it might make him work harder. When a 
director has retired, he is not doing anything for the company; I 
cannot see how this would be an incentive. 

Mrs. Soss. Taxwise, he could not take it as a gift, but you have not 
heard all the gimmicks. 

Allow me just to add another one, because this is important enough 
to be observed, and this all ties into the inflationary situation. You 
are quite right. 

The fact that a man is taking this as incentive, I would like to know 
what incentive it is to a man to get stock, and it may be incentive for 
the moment, and after he has disposed of it, after you have had a 
good meal, you get hungry again pretty soon, don’t you? How long 
does your appetite last after a man has eaten up his stock option and 
has sold a significant amount—then he is ready for these new plans, 
and there is a new option plan coming up. 

You know, every few years they come up again. Standard Oil of 
New Jersey, for example, has a new plan coming up this year, and 
these objections or these proposals which I have read in United States 
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Steel we also have on the Standard Oil plan, and there ¢ again, —_ are 
not too strict about the men who option stock, selling their stock 

Let me give you the new gimmick. I have before me, and I com- 
mend it to every library as, 1 should think I would call it a handbook, 
a research book, reference book—the 19th annual report of stock- 
holder activities at corporation meetings of Lewis and John Gilbert. 

Here they make particular reference to the gimmick, and I am going 
to suggest that pages 131 through 146, at least, be studied by the com- 
mittee, and I will read just a br ief part of it. 

Senator Kerauver. We are familiar with that study. 

Mrs. Soss. You are. 

This is the latest irritant to long-suffering stockholders, and here, 
perhaps, it offers an additional incentive for labor leaders to make 
areal pitch for their side, 

Section 14 of this option plan, which is a plan of the Sinclair Oil 
Corp. contained in this year’s proxy statement, is as follows: Listen 
to it: 

The board of directors shall not modify any outstanding options so as to 
specify a lower price or accept the surrender of outstanding options and auth- 
orize the granting of new options in substitution therefore as specifying a lower 
price unless the highest price of the corporation’s common stock on the New 
York Stock Exchange shall have been lower than the price specified in such 
outstanding options for a period of at least 6 consecutive calendar months be- 
fore such modificatfon or before the granting of substitute options. 

I am also reading the Olin Mathieson option plan of last year, and 
this states: 

As presently in effect the plan provides that the purchase price of common 
stock covered by such option shall be at least 95 percent of the fair market value 
of the common. stock at the time the option is granted, and there is no provision 
for reducing the option price during the term of the option. It should be 
amended in order to permit the directors to reduce the option price in cases 
where, because of the timing of the grant, the option price continues for the pre- 
scribed period to be substantially above the current market price. 

I should like to quote a letter which Mr. Gilbert received and has 
in his report because I think it makes it very clear. This stockholder 
sums it up when he writes: 

I believe the enclosed amendment of a stock option plan really takes the cake. 


I wonder what Olin’s board of directors would say if I asked them to remit the. 
difference between what I paid and what it is worth now. 


So if they feel that they pay too much, then they just bring in a 
new plan. 

Now, these things, of course, not only make some stockholders very 
unhappy, but they also make labor unhappy. 

Senator Hart—I do not believe he is here—would have been par- 
ticularly interested in an experience I had at General Motors annual: 
stockholders’ meeting last year. 

If you remember at that time labor was being asked to hold the line 
for 2 years without any wage increases. 

I put this question to Mr. Harlow Curtice, then chairman of the 


board. 


Mr. Curtice, you want the autoworkers to freeze their demands for the next 2 
years. Are you also willing to hold the line on executive salaries and bonuses 
for that period? 


You will find a reference to this in their 1958 summary of pro- 
ceedings, 
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Mr. Curtice declined to make any comment, although their post- 
meeting report says a share owner offered congratulations on the 
conduct of the meeting, such bedlam broke out because we asked that 
question that we were both constrained to use, Mr. Gilbert and myself, 
our ship-to-shore megaphone which we employ when microphones are 
turned off, so that we are sure we get into the record. 

We cannot ask labor, in my opinion, to do that which management 
is so busily refusing in some instances to set an example. 

My concern, therefore, Mr. Chairman, as to inflation covers a point 
that has not been testified upon publicly. 

During the prohibition era speakeasies were acceptable, lowering 
our standards of mor ality. 

Because of our tax structure, which needs to be overhauled, we have 
created an expedient morality for our executives, and we have also 
created a management elite—a privileged class at other taxpayers’ and 
consumers’ expense. 

Now, it seems to me that the forces of inflation that flow from the 
actions of corporate management and labor cannot be overcome by 
pleas and persuasion. 

It may not please you, gentlemen, to hear me say that I do not think 
that this or any one bill al alone or any one effort, is going to accomplish 


what we all feel is essential to check inflation. 

But it does seem to me that some effort to put th® bright light of 
publicity on the factors that go into pricing is desirable. It is also 
desirable to put this light on the factors that have to do with manage- 
ment-labor relations which cause the cost of operation of a business to 


go up which, inevitably, have been passed on to the stockholder and 
to the consumers’ pocketbook. 

You know, everybody is against higher prices, just about as much as 
everybody is "against sin, and as a representat ive of stockholders, I am 
here, as J always am everywhere, for full disclosure. 

Senator Kerauver. Thank you very much, Mrs, Soss. This is an 
interesting statement. 

Its relevance to S. 215 i is, first, that you think the spotlight of pub- 
licity on wages, prices, exec utive benefits—whether in the form of 
pensions or stockholders’ options—all of that would be in the public 
interest ¢ 

Mrs. Soss. Well, it is very difficult to get this information over, at 
least on our side of the house, for this reason: We are limited in the 
proxy statement, as you know, to a hundred words to state the stock- 
holder’s side. 

Also, as you can see here, because I went over this a little rapidly, 
it can be confusing, so that many people find it difficult to under- 
stand what is going on, and they cannot believe until they really 
see with their own eyes and hear with their own ears that this lack 
of, should I say, industrial statesmanship exists. 

The only defense really we are given is that these practic es are 
due to the tax structure, but it makes your problem, Senator, par- 
ticularly difficult because you are dealing with an effect. 

Senator Krrauver. Then the further relevance to the bill is that 
labor learns about these bonuses, stock options and pension plans, and 
it is somewhat of a goal to them to try to get as much as they can, 
too; is that what you mean ? 
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Mrs. Soss. Yes, I do, and the other benefits. 
It does not matter it is only pension plans, even vacations. 

It might surprise you to know that I have been getting a flow of 
material out of Pittsburgh detailing the social activities of a certain 
United States—well, I just said it—of a United States Steel presi- 
dent in Palm Beach, during January, February, March, and April, 
and when the workers are fighting—I do not know in this case—but 
they have at times wanted more vacations, you can see they keep a 
pretty close check on the vacations and other doings of executives. 

I really have one of the best informer services in America, because 
people seem to write to me everywhere. 

If I have a member on a boat, and she saw Mr. Olds get off and get 
onto a yacht, she writes “Is he paying for it or is the company paying 
for it? ’ And she says, “If he is paying for it how can he be a poor 
man ? 

You see, today we cannot live behind locked doors. 

We have to recognize this. We do not wish to deprive our execu- 
tives of anything. I have the greatest feeling for their problems. 
They work hard, many of them. In fact, in some cases, I want you 
to know, we even asked that they be sent on vacations where we find 
them a little too pale for the investment we have in them. 

We think we should safeguard them, and we even took 20 pounds 
off Mr. Fairless because we found that we thought he was getting too 
fat, and I must say, he did diet at our request. 

It was a matter of comment to the press, and he took it with great 

ood humor. He said he never expected that his stockholders would 
interested in his private corporation. 

I might add, if you have the Continental Can clipping—I do not 
know whether you saw the Wall Street Journal this morning, but on 
the question of stock options, you will find, and I will put this into 
the record so that you may have it, I appeared at the Continental Can 
meeting, and then again you will find when I questioned about the 
disposal of stock, General Clay, for whom I have a very high regard, 
said, very frankly, yes, some of the executives have sold optioned 
stock. ‘They had to because they had to borrow from the bank to 
buy the stock. 

(The clipping referred to follows :) 


{Excerpt from story headlined, “Continental Can First Quarter Net Off to 49 Cents a Share 
From 60,” from Wall Street Journal, Apr. 29, 1959] 


Mrs. Soss objected to the fact that company officials during the first 4 months 
this year sold 8,295 shares of the company stock; they also bought 15,700 shares 
during the same period. General Clay explained that some officials had to sell 
shares to pay debts and also to get cash to take up stock options newly available. 
Mrs. Soss replied that this selling was against other shareholders and was “not 
setting an example for the younger men.” 

Mrs. Soss. This is wonderful. You get an option, you get it at a 
discount, but don’t think you have to put up your own savings. The 
company may help you finance it for less interest than you can get 
from the bank, or the bank lends you the money; you pick up the op- 
tion, then you sell some of your stock, which may or may not depress 
the market, and then pay off the bank loan—all of which is inflation- 
ary in many respects and is very bad corporate practice. 
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I did not want to burden you too much with all of this detail, but I 
would like to leave with you the history of a similar case in Standard 
Oil of New Jersey where you will find we are protesting the options. 
When we asked the chairman of the board there whether he had sold 
any or not (and he reports this in his postmeeting report, an ex- 
cellent one) he said before 2,500 people that he “could not remember,” 
he was very vague about it. He could not remember whether he had 
sold some stock. He might have given some away, and then he said, 
“Perhaps you would like to audit my books, Mrs. Soss,” and I said, 
“T would be charmed to,” and since then he has sent us the record of 
his holdings which seem now to be in good order and were, perhaps, 
then—I do not know. 

But, you see, these things eventually come out in Washington and 
our legislators, who have allowed these things to occur, have taken a 
step toward more legislation which comes under your committee. 

If these had not been allowed to occur, if stock options had been 
taxed not at capital gain but at the regular income tax rate, we would 
not have this situation today, and this only adds to, feeds the flame, 
in labor negotiations. 

However, I want to say that I recognize, as you do, it seems like a 
perfectly innocent thing to encourage a man to have some more in- 
centive and to give him this. But it does not work out so innocently 
in practice, and if you have a steel strike, Mr. Senator, you must 
realize that for many years in the steel companies there have been 
certain practices which anyone who attends the stockholders’ meeting 
or reads the proxy statements can see, which stiffen the spine of any 


labor leader, if he is worth his salt, and he has to get something for 
his constituents. 

Senator Kerauver. I suppose the relevancy also of your testimony 
is this, that these officials have an te to get stock, you say they 


may borrow the money from the bank to put up the amount to get it; 
then they buy this stock and pay the bank off and they hold the stock 
or a big part of it? 

Mrs. Soss. Well, they have to drop part of it to pay the bank off. 

Senator Keravver. Well, for instance, Mr. Blough seems to have 
received options at 1814, at 2014, and at 48 to buy stock that is now 
selling up around 92. He also appears to have sold or otherwise dis- 
posed of some of the stock he acquired, at the prices of 5514, 60%, 
6914, 6434, 867%. It looks as if he still has some 12,000 options at 48 
unexercised against a present market of 927%. That leaves him witha 
lot of stock so he can get a dividend and the price goes up and he has 
got more. 

How do you think that affects the prices? 

Mrs. Soss. May I go back first to—I know what you are getting at, 
and I will answer that—but to go back to the options, I do not recall 
just at the moment, I looked at so many plans, whether they buy 
that at 95 percent or 100 percent of the market, and this is what the 
stock was worth at these particular times. 

They dropped them at rather strategic times. I can speak of Mr. 
Fairless. It seems when we were worrying about a strike one time, 
he dropped his stock. But I would not know how that affects prices 
for this reason: They have worked out in many companies a deal for 
themselves where they can always lower the price of the option. 
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Senator Keravuver. I do not mean how it affects stock prices. I 
mean, if someone wants to see stock prices go up—which would be the 
desire of anyone holding a great deal of stock—how would that affect 
the price the company charges for its products? 

Mrs. Soss. Now you are asking me something which I always ob- 
ject to when other people impugn them to me, and that is what would 

the motive. 

As I could not know in the steel industry, I honestly could not. 
But all I can say from observation of small-business men in America, 
they have always tried to make as much profit as they possibly can 
and as much as the tariff will bear. 

There is no question in my mind that these investigations do tend 
to make them very careful of raising prices. Anything of that nature 
would. Just as when I publicly ask an officer what he had done with 
the stock option, maybe they won’t sell optioned stock for 2 or 3 years, 
you see, because you are watching them. ; 

Senator Keravuver. I do not know whether I made my point clear 
even yet. 5 : 

Mrs. Soss. I am trying to answer it. You are asking me something 
which is a management function and it is an inside matter. 

I have no idea how United States Steel decides its prices. You 
must realize that we have a very limited amount of information, as 
much information as we have in the proxy statement. 

For example, we have to ask is any division in the red. So we do 
not know what is most profitable or not and I would not know how 
they raise their prices. 

If you said they are trying to boost their prices in order to boost 
their profits so that the stock will go up, I could not answer about that, 
because the stock market is primarily a barometer and not a thermome- 
ter, and if they talk at a press conference and they say how good busi- 
ness is, that moves the stock just as much as anything does, because 
— buy on what the business is going to do rather than what it 

as done. 

Senator Kerauver. Of course, the amount the corporation earns has 
something to do not only with the price of the stock but with the 
amount of dividends paid by the company. 

Mrs. Soss. It used to. It used to. This has been a very curious 
market, and there has been very much less relation to value and more 
speculation, and options have contributed to speculation because it has 
encouraged men to speculate who should be investing in long-term 
range in the company. 

Senator Kerauver. Mrs. Soss, just as a matter of curiosity, how do 
you get these proxies ? 

Mrs. Soss. Well, you know 

Senator Kerauver. You have stock of your own, and also get them 
from other stockholders ? 

Mrs. Soss. In two ways. Very often we receive proxies which will 
be sent to us through complete strangers who are stockholders and who 
say, : am supporting your resolution,” or “I am sending you our 
proxy. 

That might come to me or it might come to other people who have 
resolutions but, perhaps, when your name is more in the public eye 
you may get a few more proxies than somebody else; and very largely 
that is the way proxies in a particular company come, 
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You will get more proxies when you have a resolution that people 
feel very much upset about. That is one way. ‘ ‘3 

Then, we file each year a stockholder’s calendar with the Securities 
and Exchange Commission, and I will be very happy to send you one, 
and also for your records, and also under the rules by which we are 
allowed, permitted to receive proxies. We operate very carefully un- 
der the rules and regulations. 

In this way we are permitted to accept more than 10 proxies if they 
are sent to us, which we otherwise would not be permitted to do. 

We have to file in order to be permitted to accept more than 10 
proxies even if we did not solicit them, and then we are permitted to 
mail this calendar out with any other material that has been submit- 
ted to the Securities and Exchange Commission. 

I would not be free to write you a letter soliciting a proxy without 
enclosing this material. If I add anything to the material which I 
send out 

Senator Keravuver. Mrs. Soss, you said when you began that yours 
is a nonprofit organization. What do you get. out of it when John 
Doe sends youa proxy? Does he pay you — 

Mrs. Soss. Oh, no. That is against the law, you know. Nobod 
can be paid for receiving a proxy. I —— a lawyer might be paid. 

Senator Kerauver. My question is, Why are you doing all this if 
you get no compensation for it ? 

Mrs. Soss. Well, I will tell you. I went into this quite by accident, 
not knowing what it entailed, and I have said I will stay in it until 
United States Steel does certain things. Maybe I expected to leave 
it 10 years ago, but it has cost me, perhaps, a half million dollars 
in fees which I might have had. 

I was a public relations counselor. I can only ask you to believe 
what is the truth. Each year I promise myself I will resign. 

I cannot leave a fight that I never dreamed was going to be a 
fight, because when this was born,,all we asked was for a woman on 
the board and readable statements, and so forth. 

When they said to come back with a vote, and when we saw what 
was going on, I think honest indignation came over us, and now, if 
you would like to know, I shall work as long as my health will permit 
me until I am able to give to the American people, with your fale, I 
hope, Senator Kefauver and, perhaps, other members of your com- 
mittee, a secret ballot for stockholders to accompany our free and 
secret political ballot, because I have discovered what the proxy 
mechanism is; I have been to meetings which have been wonderfully 
conducted, like the last A.T. & T. meeting, magnificently conducted. 

I have been at meetings, on the other hand, where I thought I was 
in Russia. I have a letter here from a worker, who said he wants a 
stock purchase plan because management has stock option plans and 
many companies have put in stock purchase plans, but what good is 
a stock purchase plan if you do not give it with a secret ballot ? 

I want you to know that we got a confidential ballot for employee- 
shareowners at Sears, Roebuck & Co. 

You see, this is a very un-American thing. General Motors has 
now put in a stock ee! Bon plan. If you are an employee, you do 
not have the pursuit of liberty and happiness if you work for some- 
one, and you are trembling for fear something will happen and you 

will lose your job. 
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Asa matter of fact, I would like you to see a copy of an excerpt from 
the Western Telephone Workers Council’s report—I may have to give 
it the exact name later—in which they said that we ought to bring 
out that labor feels, employee-shareowners feel, that in the voting of 
their proxies at A.T. & T. they may be intimidated. 

Here it is. These are statements in which I have said the secret 
ballot is an American right to be granted to corporate as well as 
political citizens. 

Here is the Council Compass published by the Council of Western 
Electric Technical Employees in May 1955, and a lawyer who also 
gives her services for nothing Irene Rutherford O’Crowley—maybe 
women are different—but she appeared for us before A.T. & T. and 
asked for secret balloting for stockholders, and here is what the 
Council Compass said : 


She got a lot of support on this point— 
and this is underlined— 
She didn’t cite pressure on employees’ stock here but she should have. 


Now, you know why these plans pass. When they tell you they 
are “overwhelmingly voted for.” 

Now, at Sears, Roebuck I brought a resolution and withdrew it 
from the proxy statement because the management was enlightened 
enough to go along, for the first time, and now employee shareowners 
can vote their own stcok and get a form or proxy. Previously under 
the profit-sharing plan it was voted by, I think, three management 
and two labor representatives. 

Well, that was an open form of proxy. But no one will allow us 
to bring a resolution on the proxy statement asking that stockholders 
vote on a free ballot, and this is so-important to labor 

Senator Kerauver. Mrs. Soss, as I understand, part of your pro- 
gram is to get more women on boards of directors, too. 

Mrs. Soss. Yes. You know, we used to work very hard on that, but 
now we work a little harder on the proxy mechanisms. 

Senator Krrauver. Women, as consumers, are more conscious of 
prices than men are, isn’t that so? 

Mrs. Soss. I think that is quite true. I am sure we would have 
had a small car 4 or 5 years ago if General Motors had listened to 
our plea for a small car, and we had a chairman there who gets hun- 
dreds of thousands of dollars a year, Mr. Curtice. His decision at 
that time was, “Mrs. Soss, we don’t need smaller cars. We need 
wider roads.” 

Yes, he said, we don’t need smaller cars. We read it back to him 
every year—he said we needed wider roads, definitely. 

Senator Kerauver. Suppose we get a little more detail about this. 
This is the first I have heard of this. Five years ago when decisions 
were being made as to whether we were gong to have the huge “fan- 
cified” cars we have had the last 2 or 8 years, you women tried to 
get Mr. Curtice to go into the small car business ? 

Mrs. Soss. Oh, yes; and we got a great deal of applause from every- 

ly on the floor. Getting applause in Wilmington is something, I 
want to tell you, and he told me as much last year, he was definitely 


opposed to it. I think women are more practical when it comes to 
pricing. 
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Senator Keravuver. Why do you think he wanted big, long, heavy 
cars? 

Mrs. Soss. I do not know. He never did say. He never did come 
and tell us in a businesslike way, “If we make them, maybe we won’t 
use as much steel,” or I do not know what he was thinking of. But 
we warned him that he was going to lose his market to a foreign 
market and, as a matter of fact, it is a horrible thing to think that 
General Motors is a company where we cannot get a ceiling on pen- 
sions and bonuses. I submit that if there is any group of men who 
are responsible for our past recession, it was the heads of General 
Motors who pushed and pushed and overloaded those cars when they 
were too long and too heavy and too everything. 

They had such a wonderful, wonderful year then that he pushed 
our economy all lopsided. 

Now, every woman knows that when you wear a long skirt, you 
do not go to a medium skirt and you do not keep selling long skirts, 

In fact, every Frenchman knows that when women wear a long 
skirt you switch to a short skirt. That is very good for business, 
but it is a little difficult for making new models, because sometimes 
they plan them 5 years ahead. But we have really lost part of our 
American market because of their short-sightedness, oak then they 
want these big bonuses all the time. 

Senator Knerauver. Was it made public 5 years ago that you and 
the other women warned Mr. Harlow Curtice, then president of Gen- 
eral Motors and now chairman of the board, that the foreign market 
was going to take a big toll unless they produced a small car? 

Mrs. Soss. Every year we have been warning him. If you want to 
know something else, it was the women and the Federation of Women 
Shareholders, and one of our trustees, Pauline Sterling, who dreamed 
up the Du Pont plan, that they should have pro rata voting for the 
stockholders. It was the Sterling plan, aati Mrs. Sterling got up 
and said it was a plagiarized plan, Keren in 1956 it appeared on their 


— statement, and it was pms by the Du Pont management as 


ing impractical as against the corporate interests. 

Now, that same plan was in the 1959 annual report, and is called 
the du Pont plan and, furthermore, this will even surprise you—— 

Senator Keravuver. Mrs. Soss, unfortunately there is a rollcall 
vote on the floor, and I have to leave. 

Mrs. Soss. Yes; and I would like to just, since we have gone this 
far, let me just, finish this very briefly so that you will know, because 
it is most interesting. 

While the Du Ponts are saying that they want this pro rata voting— 
are you familiar with—you know, well, let me just give it to you 
briefly because it is awfully important. They own, as you know, 
about 23 percent, and the Chvistionas 26 percent of General Motors, 
and the Justice Department wants this spin-off of General Motors. 

Now, what we suggested was that instead of the Du Pont board, 
largely controlled by the Du Pont family, always voting this big 
block of stock, which really helps to control General Motors, that 
they vote it proportionately as to stock ownership so that is now 
what they are suggesting to the courts and asking to be allowed to do. 

But when Mrs. Sterling, who brought this resolution, and one or 
two other women said, “We do not want to vote our Du Pont stock 
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against our General Motors resolution, we want pro rata voting, this 
is what you say you want, now give it to us,” they refused to do it. 

Senator Keravuver. That is very interesting. 

Mrs. Soss. I do not know whether you understand. 

Senator Keravuver. Thank you very much, Mrs. Soss, for this very 
interesting testimony. It has been quite a revelation. 

Mrs. Soss. I would like to present this stamp to the Senator. This 
may appreciate and some da oe very valuable. 

Senator Krravuver. Thank you very much. 

Mrs. Soss. This is a stamp, one of the first stamps which we 
printed asking for a secret ballot. 

Mr. Pecx. Mr. Chairman, could I ask two questions which I think 
can be answered with a yes or no answer? 

Senator Kerauver. Yes. 

Mr. Peck. Very briefly, Mrs. Soss, I notice your organization is a 
corporation. How many members or shareholders or associates are 
there in your organization ? 

Mrs. Soss. Fewer than I would like and more than you would 
think. 

If you could get that information for the corporations they would 
pay you handsomely. 

The reason we do not make that information available, and the rea- 
son why I myself could not accurately say, because I make it my 
business not to accurately know, is that in our bylaws we provide 
from the day we were formed that that information should not be 
given, for obvious reasons. 

Senator Krrauver. Can you ask a question requiring a yes or no 
answer ¢ 

Mr. Peck. I think so, yes. 

Would your organization support any legislation the effect of 
which would be to lessen dividends on corporate securities ? 

Mrs. Soss. I do not understand. 

Mr. Peck. You are a shareholders’ organization, Mrs. Soss. My 
question is, Would you support any legislation, this or anything 



























































Mrs. Soss. Yes. 
Mr. Peck (continuing). Which might have the effect of cutting 
down dividends on stock? 

Mrs. Soss. No, because—— 

Mr. Peck. Thank you very much, Mrs. Soss. 

Thank you very much, Mr, Chairman. 

Senator Kerauver. Thank you very much. 

We will stand in recess until 10 o’clock in the morning. 

(Whereupon, at 5:45 p.m., the subcommittee recessed, to reconvene 
it 10 a.m., Thursday, April 30, 1959.) 
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THURSDAY, APRIL 30, 1959 


U.S. Senate, 
SvuscomMITree on ANTITRUST AND MONOPOLY, 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
_ room, Senate Office Building, Senator Estes Kefauver 

residing. 

; Present: Senators Kefauver Cpneiainaly, O”’Mahoney, and Hart. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P, McHugh, counsel; Theodore T. Peck, special counsel for minority; 
Nicholas N. Kittrie, special counsel for minority; John M. Blair, 
chief economist; E. Wayles Browne, Jr., economist; Walter S. Meds- 
day, economist; Paul g. Green, editorial director; and Gladys E. 
Montier, clerk. 

Senator Kerauver. The committee will come to order. 

Our first witness this morning is Mr. Fred V. Gardner, who testi- 
fied before this committee in 1957. Mr. Gardner is an economist; 
at present he is a lecturer at the University of California at Los 
Angeles. He has written an interesting and authoritative book on 
the question of the break-even point called “Profit Management and 
Control.” He is a director of a number of companies and consultant 
to a number of corporations. 

We appreciate his presence here today, and we know that he has 
gone to considerable trouble to prepare his testimony. 

Mr. Gardner has suggested that he would like to complete his testi- 
mony and then answer questions afterwards. 

ill you proceed, then, Mr. Gardner? 


STATEMENT OF FRED V. GARDNER, MILWAUKEE, WIS. 


Mr. Garpner. Mr. Chairman, I would like to have it clearly under- 
stood before I start that I am not here representing any interest, that 
is, I have not been employed or consulted by any particular group 
concerning this presentation. 

I would like to state that probably my interest is in the American 
public and the problem of inflation, and the other salient problems 
that go along with the cost of living. 

Senator Kerauver. You are not paid by, or employed to represent, 
any corporation, any labor union, or any special interest whatsoever? 

Mr. Garpner. None whatever. I am here because I feel strongly, 
based on my knowledge of break-even points and profits control, 
which goes back to my work since 1930 primarily for management in 
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the manufacturing field, that I have an obligation to present that 
Le eeprege point of view. My experiences may have a bearing on the 

ill that is pending before this committee, S. 215, concerning regu- 
lation of the profits of certain types of companies. 

Senator Keravver. I said we were not going to interrupt you, and 
here I am doing so at the beginning. 

I believe it should be brought out that you have been working in 
this field for a long, long time. I believe that you assisted Dr. 
Yntema in presenting United States Steel’s testimony before the 
Temporary National Ecomonic Committee, of which Senator 
O’Mahoney was chairman, is that correct ? 

Mr. Garpener. Yes, sir. 

Senator Krravuver. We are glad to see Senator O’Mahoney present 
here today. 

. Senator O’Mahoney, you know, Mr. Fred Gardner, who testified 
before you when you were the chairman of the TNEC. 

Mr. Garpner. I appeared here on October 30, 1957, on the sub- 
ject of break-even points as they applied to the United States Steel 
Corp. Today I would like to again use the United States Steel Corp. 
as the background subject for the presentation of this matter of 
profits, break-even points, and resultant conditions which would pro- 
voke a bill of this type. 

In 1938, the United States Steel Corp. presented to the 77th Con- 
gress and published around 1940, papers called the TNEC papers, 
United States Steel Corp. 

I had been working on break-in points for 7 or 8 years before that 
time, having applied them in the General Electric Co. in the early 
thirties, but this was, to my knowledge, the first known presentation 
of the use of break-even points to express the profit conditions under 
which a company operates. 

May I give you a refresher as to what a break-even point is, let 
me restate what the United States Steel Co. presented to the US. 
Senate in 1938. . 

On page 232 of the TNEC papers, the United States Steel Co. said: 

The total annual costs of the United States Steel Corp. and its subsidiaries 
may be divided up into: 

(1) Those which must be met regardless of the tonnage of steel produced— 

Those are called fixed or standby costs. I quote all except the 
word, “standby.” 


and the additional costs of producing each additional ton of product taking the 
costs shown by the profit and loss statements of the corporation from 1927 
to 1938, and adjusting to 1988 wage, interest and tax rates and to 1938 prices 
and other operating conditions, this study shows that under 1938 conditions 
the costs of fixed type amount to $182,100,000 per year. 

And those of the second type, the costs that vary with volume, amount to 
$55.73 per weighted ton of product shipped. 

In other words, at that time the United States Steel Corp. admitted 
that there were the two types of costs, static costs as far as volume 
was concerned, the inflexible costs to volume, and the costs that should 
and could vary with volume if they controlled their costs currently. 

Carrying this on further, they presented to this committee, as you 
no doubt remember, a picture of their cost, showing the effect of the 
variable costs increasing as volume goes up. That can be found on 
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264, among other places, in their presentation. (TNEC papers 
is. Senate 1940.) 

On page 275 of these papers they show their break-even point. 
That happens to be my interest and my method of analyzing the profit 
potentials and the profit results and the method of explaining the 
profit potential of any corporation. They state: 

This chart reveals that the total sales and revenue at 1938 prices would 
cover all of the costs only if production amounted to 8,310,000 weighted tons 
of product. 

So, you see, one can go back 20-odd years and find the base in a 
large corporation’s presentation of the use of break-even points, and 
find the record under which they then evaluated self. 

When I presented my story before your committee on October 30 
1957, I Aah certain statements concerning the break-even point of 
the United States Steel Corp. which they did not directly refute, 
but which they said, as I recall, indirectly, “they thought I was en- 
tirely too low.” 

If you will refer to page 735 of the testimony, “Hearing Before 
the Subcommittee of Antitrust and Monopoly of the Committee on 
the Judiciary, U.S. Senate, part 3,” you will find that I had at that 
time stated that the United States Steel Corp. could break even below 
40 percent of volume and around 30 percent of capacity. 

T a remember distinctly you questioning those figures, because 
they seemed so low. 

The record shows 

Senator O’Manoney. You are referring, Mr. Gardner, to pages 
265 to 269 of some of the papers we published in 1940. Do you recall 
the number of the volume of the TNEC hearings in which that 
appeared ¢ ; 

Mr. Garpner. Senator, it is all recapped in volume 1, although 
volume 2 has much more detail in it and is called the cost study. 
I do not have a copy of volume 2; it has disappeared somewhere. I 
only have the volume 1, and it is called Section 2 in volume 1, and is 
a summary of those same cost studies and carries the pertinent 
information. 

Senator O’Manonry. I am trying to locate the published volume. 

Mr. Garpner. You are trying to locate the published volume? 

Senator O’Manoney. Yes. I have a complete set, and I would 
like to send for it immediately. 

Mr. Garpner. Well, there is volume 1, volume 2, and volume 3, 
but the summary information is all contained in volume 1. 

Senator O’Manoney. You are speaking of the presentation by 
United States Steel ? 

Mr. Garpner. United States Steel. 

Senator O’Manoney. In the report of this committee, Report No. 
1887 of the 85th Congress, 2d session, at page 49, there is a note 
which recites that— 

These figures may be found in the United States Steel study of the Temporary 
National Economic Committee, 76th Congress, Third Session, Part 26 of the 
hearings cited at page 13,777 in January 1940. 

I am making that citation, Mr. Gardner, because I think it is im- 
portant for those who read your testimony to be able to cite a 
published source of this information. 
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Mr. Garpner. Yes, sir. That is also found in this volume that I 
have given asa reference here. 

Senator O’Manoney. Yes. 

Mr. Garpner. The particular volume that was used last time dis- 
appeared somewhere before it got back home, and I don’t know where 
it went. Maybe somebody wanted .it worse than I do, 

If I may proceed, before this committee I stated that. the fixed or 
standby costs of United States Steel, as given on page 735, was $559 
million, and the variable was 70 cents, or $70 per hundred dollars of 
sales. That is, the inflexible costs were $559 million, and the variable 
costs were $70 for each $100 of sales output. 

I also stated that it was my opinion that the operations of the 
United States Steel and the price increases up to that time would 
indicate that their variable was even lower than that, and that my 
interpretation would indicate that it was not $70 but $67.50 per 
hundred dollars of sales. 

This has been borne out quarter after quarter. 

This justifies and supports my contention that. their break-even 
point is around or below 40 percent of volume and 30 percent of 
capacity. 

easter after quarter last year, they indicated by their actual re- 
sults that their variable costs ran in the neighborhood of 65 cents 
to 67 cents per dollar of sales. 

For the whole year 1958, my formula would indicate a profit of 
$662,700,000 before taxes. The actual profit before taxes as pub- 
lished by the United States Steel Corp. was $681,600,000.1 Instead of 
$67.50 as a variable, they had $66.50. I am pointing that out for two 
reasons, to demonstrate that my break-even formula is tapping their 
results, and that they had beaten it rather than been higher than that 
break-even point. 

If you can proceed further you will find that the first quarter 
1959 report of the United States Steel Corp. was issued day before 
yesterday. : 

I have copies from the Wall Street Journal, and from one of the 
Milwaukee papers. The heading in the Milwaukee paper is: “United 
States Steel Quarterly Profits $106,500,000.” 

This is after taxes. I work before taxes because profits are made 
from the operations of a corporation not from the after tax result 
but from profits before taxes. United States Steel is not quite so 
interested today in allowing the break-even information to be ex- 
pressed before taxes in their current presentations. To do so would 
embarrass them in post year comparison when taxes were a smaller 
part of profits. May I refer to page 1,056 of the testimony before 
aed committee. It is a letter written by the general counsel of 

Jnited States Steel Corp. in reference to my testimony and I would 
like to read one part from it: 

On June 11, 1956, Mr. Blough wrote to Mr. Gardner and indicated to him, and 
I quote Mr. Blough now, “First I should like to point out that any discussion 


of break-even points, it should be remembered that they are purely acadeuic.” 
They become academic all of a sudden. They weren’t academic here in this 





1 As shown by their formal financial statement with all taxes, Federal, State, and local 
included in taxes paid. If local and miscellaneous taxes were included in costs the vari- 


able rate would be approximately $2 per $100 sales higher. 
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book. (Holding up the book of TNEC papers prepared by the corporation in 
1940. 


In practice their numerous bases and assumptions probably never would ap- 
proach actual conditions and the findings would therefore be of very little prac- 


. tical value. 


And yet quarter after quarter my break-even point has supported 
their actual results, not figures that I made yesterday or the day be- 
fore yesterday, but figures prepared in 1945 and 1946, and presented 
to you officially in the latter part of 1947. 

Now back to the first quarter. 

Mr. Dixon. You mean 1957? 

Mr. Garner. Yes. 

In the first quarter of 1959 the United States Steel Corp. sales were - 
$1,077,588,203. 

If you applied my formula of the fixed cost given in the testimony 
adjusted only for the change in the depreciation, which was down- 
ward, and applied the $67.50 variable you would find the costs of the 
United States Steel in the first quarter should have been by my for- 
mula $844,300,000, leaving a profit before taxes of $233,300,000. 

This compares with their actual profits before taxes as published in 
the Wall Street Journal of $232,400,000, or a realization on my part 
tomy break-even point of 99.6 percent. 

I used this only to strengthen my presentation that I have cap- 
tured the break-even point of the United States Steel Corp., and that 
my figures continue to reflect my previous findings as shown by their 
actual results. 

In reference to this bill, if I may continue, I would like to use the 
United States Steel Corp. as a presentation along with industry in 
general and I would like to show, if I may, the effect on profits of 
certain companies in the United States and in large companies com- 
pared to smal] companies. 

We live under a profit. system. There are only two systems, ap- 
parently, anymore, and they are as different as the two poles. 

The profit system is supposed to be a system of free enterprise, and 
basically it should be, and must be. In order to sustain it there must 
be an incentive for people to wish to recreate themselves by better 
methods and by capitalization on new products, and so forth. 

And yet at the same time, as there are hypocrites in a church or 
smart-alecs at every party, there is apt to be people who abuse the 
profit system and do. 

Not many but ‘always some. What is the abuse of the profit sys- 
tem? Some people will say companies are entitled to make as much 
as they can. That is one side of the picture. It is nice for the ego 
of management and definitely nice for the stockholder, but obviously, 
if the price is 5, 10, or 15 percent too high, there is an effect on in- 
flation. This is bad for the general public. It has an effect on the 
_ who have very little to say specifically concerning those prices. 

hey either pay them or go without, for in industries like steel they 
cannot find new sources or provide capacity because of high starting 
costs. 

_I think as you proceed along this channel of looking at a company 
like the United States Steel Corp. you can see what I mean. 
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Let me show you on chart I, the break-even point, as it looks today, 
of the United States Steel Corp. (Chart I follows :) 
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It — out some very significant points. 

Most of the charts and the figures you have here (refers to card I-II 
III, and IV reproduced in this testimony where presented) you wi 
notice the figures are in writing, these are not prepared for this com- 
mittee specifically at all, they are taken from my working papers in 
the office and enlarged. The same with this chart. This is sa a 
chart in my office which I just enlarged slightly and put tape on for 
visual help in seeking. 

But the things I want to point out about the break-even point are 
three things: Here are the very years. See how close they fall to my 
line expressing the break-even point. There is 1956. The solid line 
is the cost line, the broken line is the sales line. Notice how each year 
falls on the cost line 1957, 1955, 1958, and my projection of 1959. 

Notice how low the break-even point is in relationship to the going 
rate of expected sales in 1959. 

Notice the relationship of the break-even to zero sales and its rela- 
tionship to the going sales—also notice the wide margin of spread in 
the profit zone. 

There are times in profit zone when they get so big-one can get lost 
inthe pasture. If you have a full box of matches you are not so care- 
ful in using them, but if you have two left and you want to light a 
cigarette, you are apt to be more careful in striking them. 

The same applies to the profits of a company. If the space of profit 
potential is too large, it is a wide-open street, a wide-open pasture for 
all kinds of vested interests to get more than they would get under 
normal conditions. 

Therefore, there is such a thing as a break-even point being too low. 

Senator Krerauver. We will direct that all these charts be repro- 
duced in the record. But explain again what is the solid line and 
what is the broken line on chart I. 

Mr. Garpner. The solid line is the cost line based on the assumption 
they have $558 million of inflexible costs to volume and a rate of vari- 
ability per dollar of sales of $67.50 per hundred dollars of sales. 

The broken line is the sales line. The points that you see here are 
the actual results for the 4 years slneed on the line showing how 
close my line has held from this low volume up to this high volume 
as shown by my projection for 1959. 

Senator Kerauven. All right, sir. 

Mr. Garpner. Let us go back and just analyze the exchange in the 
break-even point of the United States Steel Corp. since 1938 when 
5! presented figures to this body. 

n 1937 and 1938 the United States Steel Corp. did 10,800,000 tons 
average for the combined 2 years. 

Senator Kerauver. As you go along tell us what you are referring 
to, Mr. Gardner. 

Mr. Garpner. This is the break-even data, United States Steel 
Corp., and it is changed by year starting with the information—— 

Senator Kerauver. What is the number of that card ? 

Mr. Garpner. It is called card I. 
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(Card I follows:) 


Carp I.—Break-even data, United States Steel 


Million tons shipped 

Percent capacity 

Income per ton 

Percent income to sales before taxes 
Variable costs per ton 

Profit pickup per ton above a 
Break-even point in tons: (millions) 
Break-even point in billion dollars of sales 
Percent break-even to output 


1 Given by United States Steel, p. 265-269 TNEC Papers, published 1940. 
4 Equal to under 30-percent capacity. 


Source: Fred V. Gardner & Associates, April 1959. 


It shows they did 10,800,000 tons at 60 percent of capacity, and as 
the book says (their own TNEC papers), their variable costs were 
$55.73 a ton, their percentage of income on sales before taxes was 
12.2 percent. Their break-even point at that time was 8,300,000 tons. 
The break-even in dollars was $650 million, and their percent of 
break-even to output was 76 percent of capacity. 

In 1947, the volume had doubled, the percentage of break-even 
to capacity was down to 50 percent of sales. 

Senator Keravuver. Is that the break-even in relation to output or 
capacity ¢ 

r. Garpner. It was break-even to output, for that year. 

Dr. Buatr. Mr. Gardner, at capacity it would be somewhat lower 

Mr. Garpner. Yes, equal to under 30 percent of capacity as it 
now exists. 

I made no effort to figure the capacity at that time but as I recall 
it was below 50 percent of capacity. 

Dr. Buatr. Ali right. - 

Mr. Garpner. The break-even point was 50 percent of output in 
1947. In 1954 it was 52 percent of output. In 1956, it was 42 per- 
cent of output, and I predicted in 1957 that it would be 38.7 percent 
of output. (See page 735 of my previous testimony, Oct. 30, 1957.) 

In 1958 it is 41 percent of output, but this 41 percent of output, is 
when the corporation is only operating 59 percent of capacity ? 

Dr. Buatr. That is the figure that you think, in terms of capacity, 
would represent less than 30 percent ? 

Mr. Garpner. That is right. 

If I can digress for a moment, I would like to present two or 
three other things. I would like to compare the United States Steel 
Corp. with a few other companies, and then I would like to go 
further into the United States Steel Corp., of what would happen to 
their present break-even point if certain potential conditions might 
happen, and last of all, I would like to show to you the work that we 
have spent many hours with high-speed equipment to find out the 
break-even points of companies by asset size. 

Referring to card III, here is a comparison of the United States 
Steel Corp., General Electric Co., Ford Motor Co., United Airlines, 
and total of all manufacturing, based on their present break-even 
points. 
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(Card III follows:) 


Carp III. —United States Steel vs. other companies 


United | General Ford United | Total, all 
— Electric | Motor. | Airlines | manufac- 


Sales—19658 in millions. . $4, 100 
Percent profits tefore taxes 9.7 11.8 
Return on investment b 28.5 
Percent of plant depreciated 58 59 
Breakeven point percent to sales. __...-.-.....-.---- k 43 
Variable costs per $100 sales. __........-.-.---------- 57. $83. 50 
Percent plant expenditures recovered in costs past os 


Source: Fred V. Gardner and Associates, April 1959. 


As we stated, the United States Steel break-even point in 1958 at 
59 percent of capacity was 41 percent; General Electric’s was 43. It 
is the only one that I found real close to it. 

I have made no effort in this presentation to pick particular cases. 
I wanted to pick companies that I thought had a different type of 
competition than United States Steel for USS’s dealing with the 

ublic is indirect. General Electric is very direct; Ford Motor Co. 
is very direct. Ford Motor Co’s break-even point is 65 percent of 
their 1958 sales. United Airline’s is 65 percent of their 1958 sales, 
and total of all manufacturing industry is approximately 51 percent 
of their 1956 sales. Actually last year U.S. industry ran almost 57 
percent of 1958 sales compared with the United States Steel’s 41 
percent. 

Now, there is one other thing I would like to call to your attention. 
United States Steel has variable costs of $67.50 above their break-even 

oint per hundred dollars of sales; General Electric is $83.53; Ford 
is $72; United Airlines is $74, and total all manufacturing is $81.73. 
This refers to variable costs which vary with volume. For the aver- 
age of all manufacturing industry $81.73 which compared with $67.50 
for Big Steel. 

From time to time United States Steel has also said one of the 
reasons why they needed large profits was so they could reproduce 
themselves and buy more plant and equipment. This is an unsound 
argument. If a company makes a reasonable return on its invest- 
ment, they can borrow money. This is the way other companies get 
funds for long-term needs. 

I think when one looks at this picture one can see the problem of 
United States Steel is no worse than any other company. In fact, 
it is materially better. 

Percent. of profits before taxes: United States Steel, 19.7; Gen- 
eral Electric, 11.8; all before taxes. Ford Motor Co., 7.6; United 
Airlines, 11.4; total all manufacturing, 7.8. 

Return on investment: United States Steel, 18.9; General Electric, 
28.5, the highest one I have found. It actually happens that the 
General Electric Co. gets almost $5 of sales out per dollar of plant, 
while most other companies only get $2.50. And they also have 
qui‘e a few old buildings that are fully depreciated. 

_ Ford Motor Co., 18.2; United Airlines, 14.9; total all manufactur- 
Ing, 13.4 percent. 
35621—59—pt. 1124 
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Now here is a very important point. The United States Steel Co. 
has shown 58 percent of their plants depreciated; General Electric 
has 59; Ford has 50; United Airlines has 50; total all manufacturing 
has 51 percent depreciated. 

There is something very funny in our method of thinking. We 
regulate the airlines, we have a formula for the return on the invest- 
ment and the amount of profit they can make, and we pinch them 
pretty much to that formula and thus with their present excessive 
need for additional capital, much greater than it has ever been before, 
and yet they are allowed to earn as return on investment far far less 
than the corporation thinks is wholly inadequate. Either one or the 
other is wrong. Either we regulate too tightly the airlines or it is 
too easy for companies like United States Steel unregulated to pro- 
duce high profits and low break-even points. 

Senator Kerauver. You mean we regulate United Airlines too 
tightly ? 

atid, I am talking about the airline industry in general. 
There is a fairly close formula as to return on investment which is 
much lower than shown by United States Steel, much lower. 

Senator Kerravuver. You said, “either we regulate too tightly 
United States Steel.” 

Mr. Garpner. If I did, I made a mistake. We either regulate too 
tightly the airline industry or should regulate others to their pat- 
tern. Our philosophy of regulation, if it applies to one ought to ap- 
ply to the other. Either one is too tight, or the other is too loose. 

Just to show you in picture form the relative break-even points of 
the companies that I howe expressed in chart 2, and United States 
Steel Corp., it says here the higher the line the less the standby, that is 
the fixed costs related to sales. 
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It furthers this way, the lower the break-even point, the better the 
break-even point; the lower the line this way, the better the profit po- 
tential of the company. I call this a “look-see” chart and use it quite 
a lot in an analysis of a company by product lines, or a company 
against other companies, and I have used it primarily in the last ten 
years in much of my analytical work for my professional points of 
view. 

Look at the break-even point of United States Steel Corp., right 
here. Notice how low in relation to the others it crosses the break-even 
line. 

Look at the profit potential as it goes up above. Compare it to 
Ford, which breaks out here. 

Here is all American industry. Take a look at the rest of our manu- 
facturing industry compared with United States Steel. 

Here is what United States Steel’s break-even will look like in 
1959 if they continue without any major changes in labor rates, 
They show a break-even point which is 30 percent of their expected 
1959 sales. 

There is the difference between the break-even point of United 
States Steel and all U.S. industry. It is a very enlightening picture 
when you study it in detail. 

I feel that part of it (low break-even U.S.S. vs. others) is due to the 
fact that the United States Steel doesn’t deal with the public directly. 
It deals so indirectly that their price increases and price structure is 
sort of not felt immediately by the people who finally pay for the 
inflation. 

It goes through second hands before it gets to a manufacturer who 
passes it on in his product, and though he says it is for the cost of 
steel, and it is hard for the general public to definitely earmark the 
cause of raised prices. That is why I feel the United States Steel 
has a lower break-even point and has been able to maintain a lower 
break-even point in the past. 

Tet’s take the break-even point‘of United States Steel as it stands 
right now. and let’s see what can happen to it under certain given 
sets of conditions, and I am referring to card No. IT. 

Starting with card No. I for 1958. I will show you what the break- 
even point, will be in 1959 on an estimated volume and continuation 
of the 1958 break-even factors. What the break-even point would 
be if United States Steel reduced their selling prices and average of 
10 percent. What the break-even point would be if their costs in- 
creased 10 percent, and what United States Steel’s break-even point 
would be if in the last 13 years they would have been able to recover 
the amount of excess expenditures for capital over their allowed 
depreciation, they made quite a to-do about this latter point in their 
1958 financial statement. 

If you refer again to card I, it said their break-even point was 41 
percent of 1958 sales, with a profit of 19.7 percent before taxes. 

Tn 1959 T estimate that they will run somewhere between 85 and 90 
percent of capacity, which would be about 24.5 to 25 million tons, 
ond their profit pickup per ton would be in the neighborhood of $70. 
This would give them a break-even point of 7,300,000 tons, a break- 
even point in dollars of $1,540 million, and that break-even point 1s 
20 percent of sales, and heir profits, 23.4 percent on the statement. 
This is shown on card II. 
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(Card II follows :) 


Carp II.—Break-even data, United States Steel, projected 


1959 
1958 1959 10 percent 
actual present decrease 
card I selling in selling 


price costs price 


Tons shipped 

Percent capacity 

Income per ton 

Variable costs per ton 

Variable profit pickup per ton above 


85 
$189. 00 


$204. 00 
$136. 00 $140. 00 


$68. 00 

Break-even point: 
In tons (millions) 7.2 
In dollars (billions) $1. 435 
Percent break-even to sales 41 
Percent profits before taxes 19.7 


Source: Fred V. Gardner and Associates,-April 1959. 


Now, let’s suppose the United States. Steel reduced their prices by 
10 percent. They would still produce the same tonnage, it would 
still be approximately the same amount of capacity; their pickup in 
profits above the breakeven point would be $49 a ton. Their break- 
even point would be 11.2 million tons; their breakeven point in dollars 
would be $2,120 million. Their break-even point percent of sales would 
be 46 percent. Such a break-even point would still be considerably 
lower than U.S. industry in general, which is in the high 50 percent 
ofsales. Their profit would be 16 percent of sales. 

And in the same way, if they maintained their present selling 
prices but experienced an increase in their costs averaging 10 percent, 
their break-even point would be 36 percent of sales, and they would 
still make about 16.8 percent before taxes. 

Now, if they would have been allowed in the last 13 years to have 
recovered the deficiency between capital expenditure and depreciation 
of approximately $1,300,000, as per their financial statement, their 
break-even point would only be 34 percent, and their percentage of 
profit wou be 17.2 percent on sales output. 


The point I am trying to make is this: We have come to a point 
where a company can make too much money, and by making too 
much money large companies like United States Steel have a tre- 


mendous effect not only on their break-even point, on labor rates, 
i other physical conditions that exist in other companies but on 
inflation. 

My observations would indicate to me that a break-even point can 
be too low as well as too high. I firmly believe that when a break- 
even point is below 50 percent of capacity and the profit pickup is 
above 22 cents per dollar of sales, there is a grave question in my 
port as to whether that company is not charging too much for its 
products. 

Let’s turn now to all manufacturing industry, for I would like to 
make to this committee two basic recommendations based on my 
analysis of manufacturing companies classified by asset size. 

Taking the companies which report to the SEC and the Federal 
Trade Commission and converting them to asset sizes, all the asset 
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classifications are all not shown here because there is not enough 
room, but most of the major ones are shown, the ones that have a 
bearing on this presentation. 

This is Card IV. 

(Card IV follows:) 


Carp 1V.—Breakeven data—U.8. industry 


Percent of | Breakeven | Percent of | Profit pick-| Return on 
Asset size total point per- | standby | upper $100} invested 
output | centof1958| costs to | sales above 
sales breakeven 


(Un millions) (Percent) 
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Source: Fred V. Gardner & Associates, Apr. 1959. 


The asset sizes are one-quarter of a million to a million dollars, 
$1 million to $5 million, 45 million to $10 million, $10 million to 
$50 million, $100 million to $250 million, over $1 billion, total all 
manufacturing and United States Steel. 

Now let us see how much business these classifications do. Over 
a billion dollars in asset size classification is made up of 22 to 24 
companies that report to the SEC, and are included in their findings 
of information for manufacturing industries which they prepare 
quarterly. 

These companies do 18.9 percent of the so-called manufacturing 
business, of which United States Steel does approximately 1.2 percent. 
Let us look at the break-even points by these asset classifications. 

One-quarter to a mililon, 55 percent; $1 million to $5 million, 60 
percent of sales. $5 million to $10 million, 68 percent of sales. $10 
million to $50 million, 57 percent of sales; $100 million to $250 mil- 
lion, 57 percent of sales; over a billion dollars, 55 percent of sales. 
Total all manufacturing, 56 percent of sales. United States Steel 
Corp., 41 percent of sales. 

The next column refers to the amount of standby, indicating that 
as the companies get larger by asset classification, the percentage of 
inflexible costs goes up because of standby costs in machinery, equip- 
ment, and buildings usually spread over the entire country. 

Look at the variable rate of pickup and profitability of these 
companies as size increases. 

The quarter of a million to $1 million, $9.10. $1 million to $5 
million, $14 per hundred dollars of sales. $5 million to $10 million, 
$19.50. $10 million to $50 million, $18.60. $100 million to $250 mil- 
lion, $19.90. Over $1 billion of asset size, $24.50. Average for US. 
industry, 18.27. United States Steel Co., $32.50. 

Return on the investment. You will notice in the small companies 
(all before taxes) the return on investment is in the neighborhood 
of 6 percent. Up until the time they are $50 million in asset siz 
the average return is well below 7 percent. 
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nough As they increase in size this percentage begins to go up quite rapidly. 
ave & It reaches a plateau of 12-121 percent in the larger companies. The 
average for all U.S. manufacturing companies is 11.4. The United 
States Steel last year was 18.9 percent. You can see that from this 
Card IV the return on investment goes up materially as size of 
mmupenice increase. 
This is not an indictment against any large company, but it does 
show definitely that size has a tendency to have a bearing on their 
ee ability to regulate their break-even point and the profitability of 
capital their business. 
This shows up in case after case for over $1 billion asset size com- 
Percent) panies have 18.9 percent of profit pickup above the break-even. 
60 I would like to conclude this presentation, if I may, by two recom- 
63 mendations, one having a bearing on the bill before you and one 
By which may not have a ie bearing, but which, in my mind, should 
20 | be considered in ~~ influence and your relationship with the com- 
18.9 mittees that would sponsor such legislation. 
No. 1. I am opposed basically to continuous and general regula- 
tion. It sets up a new large administrative bureau necessary for the 
lofiess policing of the prices of many companies. Contra to this, how- 
lion to | ever, 1 do believe that my findings would indicate that there should 
tal all | b¢some regulation, especially on the bigger corporations. 
So my feeling is as follows: On any company whose assets are 
Over | over a half billion dollars or whose sales are over a billion dollars a 
> to 94 | Year, or whose profits before taxes are over 20 percent on sales or 
ndings return on investment over 15 percent, should be required to publish 
yrepare « — in advance of applying a price increase before it can take 
: effect. 
turing Now, that may be easier done than it would appear on the surface. 
aneak. Using the information prepared by the Federal Trade Commission 
hai and the Securities and Exchange Commission known as the Quarterly 
lion, 60 Financial Reports, published since 1935, as a base one could deter- 
- $10 mine whether a company fits into the qualifications I have presented 
50 mil | ™ Size or meets one of these requirements as to whether they must 
¢ sales, publish this information. 
3 Steel Not only to support the asset classification that they fall in, for 
every manufacturing company in the United States, of any size, 
ng that has been designated as to the classification into which they fall. This 
tage of then ~/ be the ground rules to indicate which companies must 
oonin. | comply. 
» equip I iain one other recommendation: That any company which does 
f these | More than 20 percent of the business shown in its asset classification 
also be required to file those price notices. _ Ws 
n to $5 My other recommendation has to do with depreciation. All com- 
million, | Panies have made quite a lot about their inability to recover their 
250 mil- | ‘pital expenditures in recent years. That can be done two ways: 
or US. It could be done by raising the depreciation rates, but it could be 
done in a simpler way. 
mpanies If a company spends more than its depreciation in any one year 
borhood | 4 recorded on its financial statement, and/or as recorded by its tax 
sset size | turns, which are subject to audit, the difference between the amount 


they capitalize and the depreciation they were allowed can be writ- 


ten off over the next 5 years. This would be called deficiency depre- 
ciation. 
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This would mean it would not require a basic change in existin 
depreciation rates as they now stand and are used by the Interna 
Revenue Department, but such a procedure would overcome the capi- 
tal recovery deficiency which now exists, allowing this, there would 
be no question about the break-even points of any company represent- 
— true costs that existed for any given year. 

o I conclude, while I basically do not like regulation, I feel that 
my break-even information indicates that some companies in Ameri- 
can industry, primarily the large ones, which play an important 
at not only in our industry structure but in our development, have 

reak-even points which are too low, and that some type of cooling 
period before price increases are put in might be a solution to re- 
tarding excessive prices and thus reduce the effect of inflation caused 
by high profits and low break-even points. 

Thank you. 

Senator Keravuver. Mr. Gardner, thank you for coming and giving 
us the benefit of your views. 

I take it, without getting specific as to the provisions of S. 215, you 
think that in a time of inflation and threatened further inflation, 
based upon your study of break-even points, some kind of public 
illumination of price increases before they take place would be in the 
public interest. 

Mr. Garpner. Yes, sir. An airing of the price increase before, of 
the companies which fit into the category of the three or four classi- 
fications I mentioned, would restrict the added work of the policing 
7 " major price increase and not provoke a tremendous amount 
of detail. 

Under the stipulation I have made, the administrative work would 
be cut down to the major cases which would have the greatest impact, 
on inflation. 

Senator Kreravver. I notice in the subcommittee steel report, based 
upon your testimony in 1957, page 50, at the beginning —— 

Mr. Garpner. Page what, sir? °* 

Senator Keravuver. Page 50— 

In 25 percent of computing break-even points for 1,500 companies, United States 
Steel’s present break-even point, he said, is the lowest he has ever encountered. 

This refers to you. Isthat still true? 

Mr. Garpner. It is true to this extent. There are several other 
companies which are fairly close to it. Du Pont, for example, it is 
hard to figure their break-even point because of their tremendous in- 
come from General Motors, and several of the oil companies approach 
that break-even point. 

But as far as I can find out in my study, again, United States 
Steel Corp. continues to have the lowest break-even point in durable 
goods industries. 

Senator Keravver. One final question: When a break-even point 
is as low as is presently the case with United States Steel or some 
of the other companies, or about the same as you have referred to, 
does that indicate that there is vigorous competition or absence of 
competition ? 

r. Garpner. It is hard to tell, sir. My feeling is this: That one 
of the reasons why I made this comparison with the other companies 
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in chart No. II, was to pick out companies that had a different type 
of competition and yet were large. Hig 

You will notice that United States Steel is $3,400 million last year 
and will be somewhere in the high $4 billions or maybe $5 billion this 

ear in sales; General Electric, $4,100 million; Ford, $4,130 million. 

hese I consider are very close to the buying public, and their prices 
are more regulated directly by the competition and by the feeling of 
the people who can make a direct comparison of their products with 
others, whereas United States Steel seems to me to be remote and 
indirect. competitionwise, and competitionwise, because it is a large 
percentage of the industry, and the great amount of capital necessary 
to compete with them to produce some of the things that they pro- 
duce, and also the fact that they do not sell directly to the public. It 
is an indirect sale to the public when you feel the increased price of 
something. Saya refrigerator, it is pretty hard for the average person 
to be able to pin the price down to higher steel prices. 

So I think that you will find that the United States Steel Co. is a 
type of company in which both competition within the industry and 
its relationship with the public is remote and therefore less effective 
on the control of the break-even point than it would be in companies 
like General Electric and Ford Motor Co. 

Does that answer your question, sir? 

Senator Kerauver. That answers it. 

Senator O’Manonry. 

(At this point Senator Hart entered the hearing room. ) 

Senator O’Manoney. Mr. Gardner, you have made a very searching 
presentation and a very stimulating one. 

One of the troubles, however, in discussing the problems of infla- 
tion, of profit and loss, of free enterprise, when we look at the studies 
of economists, is to present the conclusions in language that can be 
clearly understood by those who are not professionally trained 
economists. 

I should like to do my: best in a few questions this morning to see 
if I can ask such questions as well give you an opportunity to phrase 
your answers in simple language for newspaper communication. 

Do I understand you to say you are a professor of economics at the 
University of California 
_ Mr. Garvner. That is a part-time responsibility. I am filling in 
in both the engineering and the accounting divisions in the presenta- 
tions of problems to management. 

Senator O’Manoney. You have been engaged in this profession 
for how long? 

Mr. Garvner. I originally worked in this with the General Electric 
Co. for 10 years, and then I developed my own consulting firm in 
Milwaukee. I have been in the field of profit control and profit 
Interpretation, break-even points, capital requirements, variable 
budgeting and similar types of problems since 1935. 

Senator O’Manonry. Have you been successful in your operations ? 

Mr. Garpner. Well, I do not know what you would measure suc- 
cess by. I probably, through at least my two books and my work 
with the public, am as well known or better known than anyone in 
the field and my time is quite at some demand for speaking engage- 
ments on the subject both before trade associations and groups and I 
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do a tremendous amount of educational work on the subject in manu- 
facturing plants with all levels of supervision. 

Senator O’Manoney. And your services are in demand as a con- 
sulting economist in this field ? 

Mr. Garpner. Yes, sir, I think I probably do as well as anybody 
in the field, from the management consultant field. 

Senator O’Manoney. Are you willing to say to the public in gen- 
eral that the presentation which you are making here this morning 
is made freely and voluntarily and on behalf of the public and not 
on behalf of any particular interest ? 

Mr. Garpner. Very definitely, sir. I felt, and I have felt keenly 
for some time, that having spent all these years in the field of break- 
even points and having spent many hours in the last few years of my 
personal time analyzing 4,500 break-even points of all the companies 
that report to the Federal Trade Commission, and the SEC, I have 
to use my information in helping the vicious problem of inflation, 
I am trying to let the chips fall where they seem to fall on the ones 
who I think my analyses show have been and are being the greatest 
force on inflation. 

After all, I represented management most of my life and have 
worked for management most of my life. I have no intentions of 
“destroying that, and yet at the same time as I stated before, there is 
good management; there is bad management. There is greedy man- 
agement; there is unselfish management. There is a combination of 
all of those that make up every organization, every level of society, 
whether it be stimulated by a profit motive or not. 

Senator O’Manoney. With that I completely agree. I would say 
also that management today is far more conscious of its public re- 
sponsibility than it was 50 years ago. 

Mr. Garpner. I don’t think you have to go back that far, sir. I 
feel that management’s whole attitude concerning their responsibility 
and the presentation of their problems to the public has changed ter- 
rifically in the last 10 years and will continue to change, and that the 
average manager is doing a good job to serve all these masters, the 
stockholders—— 

Senator O’Manoney. I want to protect the profit motive in private 
industry, in private business, because I feel from all of the evidence 
which has been a during all the years I have sat at this table 
listening to evidence, that y management and concentration of 
economic power will inevitably result in the destruction of the private 
profit system. 

I believe in public regulation, but not in public control. Do you 
agree with that point of view ? 

Mr. Garpner. I do, very definitely. I feel we in management have 
an obligation to be fair with all parts of the economy, and it is a 
balance which is shifting some all the time. Management must sense 
this change and know it and not abuse it because our system of profits 
is too important to us to be destroyed by greed. 

Senator O’Manoney. Correct. I ask you then, as an expert in 
profit and the making of profit, is there a difference in the calculation 
of 7 first, on invested capital, second, on the cost of operation, 
and third, on the sales of a particular enterprise? 

Mr. Garvner. Just to be sure I understand you, is there a difference 
between those three methods of calculating ? 
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Senator O’Manoney. I am referring to profits. 

Mr. Garpner. Yes, they are somewhat different because the base 
would be entirely different. 

They both should be a great consideration in the determination 
of fair or equitable profits, return on the investment and also the 
profit on sales. 

The longer the cycle of manufacture, or the longer the period of 
turnover, that is, the period of the time between the starts and the 
ends of producing an item, usually the greater the capital invest- 
ment becomes in appraisal of results. 

One cannot set a definite rule for any company or for any industry. 
So a combination of those two should be taken into consideration in 
determining a fair profit or a fair return. 

Senator O’Manoney. One notes that in by far the majority of cases 
when the witnesses of large corporations appear at a congressional 
hearing, such witnesses tend to talk exclusively on profits per dollar 
of sales. Does that give a good or a bad result from the view of the 
profit-maker ? 

Mr. Garpner. Let me answer your question probably with two 
angles: No. 1, percentage of profits before taxes on sales is a common 
accounting expression used in an annual statement. Percentage of 
profits on investment is primarily used internally by management to 
make a decision as to whether to spend money for a capita] expendi- 
ture which may take 20 years to get back through costs. So there | 
is a common usage of the percentage of sales more definitely known 
and understood by the general public than the one on return on invest- 
ment. I return to the fact however they should both be used. The 
large companies use percentage of return on sales as they feel it is 
more generally understood and can be more specifically compared 
between companies and between industries. 

Senator O’Manonry. Take your card IV; to make this question 
more specific, the last column is entitled “Return on Invested Capital.” 
The column just before that is entitled “Profit Pickup Per $100 Sales 
Above the Break-Even.” This would indicate that a corporation in 
the asset size from a quarter of a million to a million dollars makes 
a _ pickup of $9.10 per $100 of sales above the break-even point, 
whereas the return on invested capital allows only 6 percent, and in a 
corporation having assets of from $100 million to $250 million, the 
profit pickup per $100 of sales above the break-even point is $19.90, 
whereas the return on invested capital is $12.50. 

Mr. Garpner. It is 1214 percent, Senator. 

Senator O’Manoney. ‘Twelve and one-half percent—I beg your par- 
don. Yes, that is the percentage point, 6 percent on the quarter of a 
million to a million, and 1214 percent on the $100 million to the 
$250,000 million corporation, both on the invested capital. 

What is the comparative value of either one of these methods from 
the point of view of management ? 

r. Garpner. Well 

Senator O’Manonry. And making a profit for the company ? 

Mr. Garpner. From the point of view of management, sir, if I 
were working in the management of a small company and went to 
my SEC information and found out that the average company was 
making 11.4 percent return on the investment, I would do a lot of 
investigating and research work in my own problem-making 6 per- 
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cent, and also the fact if the large companies over a billion dollars, 
could make 12 percent and I could only make 6 percent, it would pro- 
voke the problem of the ability to use my capital investment or am 
I mechanized enough? It is a relative thing; all percentages are, 

Senator O’Manoney. I am trying to interpret this particular 
chart. In that particular line to which you refer, if you were, 
as you said, the manager of a small corporation with a million dollars 
in assets or less, making 6 percent on invested capital, but you found 
that the total for all industry with asset values running from a 
quarter of a million to $250 million, the return on invested capital 
was 11.4 percent, you would be thinking of ways and means of 
finding better opportunities for investing capital. 

Mr. Garpner. Yes, and we do that. 

Senator O’Manoney. But in that same position, what would be 
your judgment of the difference, which is set down here in your chart, 
of a profit pickup of $9.10 for the small unit as compared with a 
profit pickup of $18.27 for all manufacturing ? 

Mr. Garpner. The answer lies in the fact that the small units 
have a higher labor content, less machinery and equipment per dollar 
of sales, usually not so much diversification and management, not 
so much technical management. And those things have, in experi- 
ence of analyzing the 4,500 companies, run pretty well in pattern. 

If the profit pickup is low, the return on the investment is low, and 
the percentage of profits before taxes is low. 

As I stated before, it has also indicated to me and demonstrated 

by my analysis that as companies get larger, not only the profit pickup 
and the variable profit at the breaking point get larger but the return 
yoes up. 
1 Ons of the clues can be found in the column headed, “Stand-by 
Costs to Sales.” Those are the inflexible to volume costs which 
United States Steel stated were $193 million in 1938, ard in my tes- 
timony has grown to $953 million, of which about $270 million is 
depreciation and the rest is general standby. 

You notice the percentage of standby goés up, indicating again 
that the smaller organizations are not so heavily built up of fixed 
personnel, and not so heavily taxed by depreciation. In small com- 
panies only 4.5 percent of their sales is standby; whereas the over a 
billion show 12.9 as standby. The average for United States in- 
dustry is 9.3; and, based on 1958, United States Steel as 12.4 standby 
to sales, 

But the point is this: The combination of the break-even point, the 
profit above the break-even point, the return on the investment, and 
the percentage of profit that accrue at reasonable sales volume, are 
all different though interlocking types of comparisons which should 
be used in determining proltability, and which should be used by 
management in solving their problems. 

Senator O’Manoney. It would appear from this same chart on 
the break-even point that the figure on sales for 1958, for the company 
of small assets—one-quarter million to $1 million—is 55 percent. In 
the next classification of assets, $1 million to $5 million, it is 60 
percent. 

Mr. Garpner. And in the next one, 68. 

Senator O’Manonry. The next is 68. Then you come to the $10 
million to $50 million class, and the break-even point goes down to 
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57. It remains there for the $250 million category. Over a billion 
dollars it goes down to 55 percent. And the total of all manufactur- 
ing is 56 percent. 

What is the relationship of the pickup above the break-even point 
to the prices of the commodities that are handled by the various 
corporations 4 

Mr. Garpner. You see, there are two things which produce the 

fits of a company. No company makes a 10 percent profit. That 
ishalf true. They made a 10 percent profit—— 

Senator O’Manoney. What do you mean by 10 percent profit? 

Mr. Garpner. Just using a general term which is a common 
denominator. 

Senator O’Manoney. On what basis? 

Mr. Garpner. On sales. Let me use that. No company makes 10 

reent. It made 10 percent, using again a-general term, because it 
took half of its volume to break-even on which it made nothing, then 
above that its pickup was 20 percent of dollar sales above 50 percent of 
sales. That averaged to 10 percent, so the combination of those two 
are important in expressing the company. 

Going back to United States Steel Corp., they can break even at 41 
percent; that is, these lines of costs and sales cross at 41 percent. 

Senator O’MaHoney. May I say to you, Mr. Gardner, that I am not 
prosecuting United States Steel, although I think Mr. Blough seemed 
tothink that that was my purpose. 

Mr. Garpner. I am not, either, sir. 

Senator O’Manoney. I am not prosecuting United States Steel. 
I am trying to find a method of putting a brake upon inflation, so 
that is why I am anxious to develop in the clearest and most under- 
standable language the relationship of profit in industry to the price 
of the commodity. 

Mr. Garpner. I have tried to give this method as a very simple 
and nontechnical method for general proceedings. 

Senator O’Manoney. That is what Iam working for. 

Mr. Garpner. Let’s say, let’s use again the average for U.S. in- 
dustry, the break-even at 56 percent of capacity. 

Now, above that point they make $18.27 on every $100 of sales. 

Obviously, as their sales go up closer to capacity, their percentage 
of profits and their dollars of profits both expand, because the pickup 
is $18.27 on each added $100 of sales. 

The question is, when should that stop? There is only one way to 
stop it. If you set a figure that a company should only earn 
percentage, then it can only be recognized by the percentage of pickup 
above the break-even point and where the break-even point lies in 
the first place. The percentage of pickup is too great. And, as I 
stated before, as that percentage of pickup gets larger, it makes the 
profit pasture bigger. 

This creates inflation. Inflation is created, too, by two points— 
high volume in relationship to capacity, which makes a tremendous 
profit percentage due to volume, and large pickup which can be due 
to efficiency or it can be due to the fact that the selling prices are too 
high. It could be due to either one of the two. 

Senator O’Manonry. When you come to a situation where, in a 
particular country, inflation has become evident as a burden upon 
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the masses of the people, is there a point at which you can definitely 
say, “This is where Government, in its constitutional power to regu- 
late, should prohibit inflationary price rises above this partiemiee 
oint ?” 

7 Mr. Garpner. I stated in my testimony that I felt when a break- 
even point fell below 50 percent of capacity, and the profit pickup was 
more than 20 cents per dollar of sales above that break-even point, I 
thought potentially, as measured by the general characteristics of 
American industry, that company could lead to inflation, the results 
of that company could lead to inflation. 

So that may be the body of your answer to the question. 

Senator O’Manoney. Did you say 20 cents? 

Mr. Garpner. Twenty cents, 20 percent, yes. 

Senator O’Manonery. Twenty percent, yes. 

Mr. Garpner. Yes. 

Senator O’Manoney. That varies with the size of the corporation, 
does it not? 

Mr. Garpner. It happens from past experience, the larger the cor- 
poration the higher the percentage has been, according to my analysis 
of the major companies. But it does not change with the corpora- 
tion, because once you have set the break-even point, you eliminate 
volume and size from your comparison. You only have remaining 
relative profitabilty, which in that case is 20 cents per dollar of sales 
above the break-even point. 

Senator O’Manonry. We have here before us now a situation based 
upon the statistical findings of the U.S. Bureau of the Census, which 
shows a tremendous concentration of industrial power in the hands 
of private management. It shows through all categories of com- 
modities that are being purchased by the people of the United States 
from coast to coast, from North to South, a concentration in which 
20 or fewer companies handle the largest percentage of the output, 
and in some instances only 8 companies or 4 companies fall into the 
category controlling more than*50 percent of the sales of the partic: | 
ular commodities handled in the particular industry. 

When it appears that fewer than 8 corporations on a nationwide 
business basis handle more than 50 percent of the commodity sales in 
that particular industry, is there anything hostile to profit, hostile | 
to the private enterprise system if the Congress should pass a law 
requiring such corporations to make a report to a public body before 
increasing prices ? 

Mr. Garpner. I do not think I could answer that question by giving 
you an unqualified yes. 

I do, however, feel that any company of over half a billion dollars 
of capital, a billion dollars worth of sales, or a profit return of | 
over 20 percent, or who make up more than 15 or 20 percent of their | 
industry classification, should be required to expose price increases, | 
before they are put into effect. Then there is an opportunity to | 
discuss the problem and the effect on inflation with that particular | 
situation attempting to raise the basic price before hand. 

Senator O’Manoney. Your answer to my question is “Yes,” but 
you use a different base. 

Mr. Garner. I do not want regulation to be overdone, and I do | 
not want to make a big job out of it. It should be restricted to major 
changes, major conditions, major companies. 
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Senator O’Manoney. As a matter of fact, that is what I sought 
to do in the preparation of this bill. If the measure which we have 
ued is too low, I would be very happy to change it. So I would 
like to have you state again what, in your judgment, you feel the 
measure should be, what measures should be written into this bill to 
require a public statement in advance of price increases in an in- 
flationary period. 

Mr. Garpner. First of all, I feel that you have to have some recog- 
nized authority for the base determining my classifications, so I sug- 
gest that in any bill, if it is possible, something similar—and I sug- 

est this one—to the reports of the Federal Trade Commission, 

beriticn and Exchange Commission quarterly financial reports, be 
used for the base of the total amount of money business done by each 
industry classification. 

My honaha was then that any company which qualifies or passes 
one of these stipulations would have to make certain types of filings 
concerning price changes. 

Senator O’Maunoney. Let us get into regulations again. 

Mr. Garpner. No. 1, over a billion dollars in sales. 

Senator O’Manoney. Over a billion dollars in sales ? 

Mr. Garpner. That is right. 

Senator O’Manoney. I see. 

Mr. Garpner. Over a half billion dollars in—— 

Senator O’Manonery. Over a half billion dollars. 

Mr. GARDNER (continuing). In equity, that is, net worth. 

Senator O’Manoney. Net worth? 

Mr. Garpner. As defined by accounting procedures. 

Over 20 percent profit before taxes. 

Senator O’Manoney. Over 20 percent profit before taxes ? 

Mr. Garpner. Yes. 

Senator O’Manoney. Profit on what base? 

Mr. Garpvner. To sales. 

Senator O’Manoney. Profit to sales? 

Mr. Garpner. And though I have not thought it through, it could 
also be tied in with invested capital and a ratio could be made for 
invested a which could fit that qualification, which should be 
somewhere between 15 and 20 percent. 

Senator O’Manoney. Somewhere between 15 and 20 percent ? 

Mr. Garpner. That is right, sir. 

Senator O’Manoney. Would it not be closer to 15 than 20 percent ? 

Mr. Garpner. Yes, sir, it would be closer to 15. 

And last, but not least, any company whose sales in their tax re- 
turns or published figures, whichever one would be the easiest to ad- 
minister, would exceed 15 percent or 20 percent, some reasonable 
figure of the amount of total sales shown by the SEC classifications 
in which the individual company is classified would also qualify for 
that type of regulation. 

Senator O’Manonry. You mean that this principle which you are 
stating should be made applicable to all corporations that fall into 
e of these classifications ? 

r. Garpner. Any one of these classifications, yes, sir. 
Senator O’Manoney. Any one of the classifications? 
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Mr. Garpner. Any one of the classifications. Automatically they 
would fall into regulation if they hit any one of these stipulations, 

Senator O’Manoney. In other words, you have five standards 
here: 

The first category included any corporation having more than $1 
billion of sales. 

Mr. Garpner. Yes, sir. 

Senator O’Manonry. Any corporation having a billion dollars of 
sales in the United States ought to make this report. 

Mr. Garpner. Yes, sir. 

Senator O’Manoney. Any company having a half billion dollars of 
net worth 

Mr. Garpner. Yes, sir. 

Senator O’Manoney (continuing). Ought to make the report. 

Mr. Garpner. Yes, sir. 

Senator O’Manoney. Any corporation having 20 percent of profit 
on sales before taxes should make the report. 

Mr. Garpner. Yes, sir. 

Senator O’Manoney. Any company having 15 percent profit on 
invested capital—— 

Mr. Garpner. Yes, sir. 

Senator O’Manoney (continuing). Should make the report. Is 
that regardless of size? 

Mr. Garpner. Yes, sir. As soon as they fit that qualification, it 
doesn’t matter how big they are. 

Senator O’Manoney. Suppose it were only a small corporation 
having, let us say, not more than a million dollars in assets. 

Mr. GarpNer. Well, that becomes then the point of how much detail 
you wish to go in, since you are attempting to restrict inflation. You 
might restrict that particular provision by saying it would not apply 
to any company of less than half a billion dollars in sales or a billion 
dollars in sales. These are the combinations. Whether you should 
get down to the real small corperation depends on their impact on 
inflation. 

Senator O’Manoney. Of course it would, and I would not want 
to get down to small corporations. I would want to deal solely with 
the gigantic corporations that do control more than 50 percent of the 
output in any category. 

Mr. Garpner. You see, sir, you could take the first two classifi- 
cations and make those the only companies that were referred to, 
and then you could make 3, 4 and 5, the subsidiary requirement under 
Nos. 1 or 2, 

Senator O’Manoney. But your fifth category was that any cor- 
poration which was doing from 15 to 20 percent of the business in 
a particular category should be cailed upon to make an exposure of 
the reason for a price increase. 

Mr. Garpner. Yes, sir. 

Senator O’Manonry. You have observed, if you have read the bill 
that is before this committee, that there is not a line in that bill which 
gives to the Federal Trade Commission any authority to say to the 
corporation which makes its report, “No, you shall not make this 
price increase.” 

Have you observed that ? 
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they Mr. Garpner. Yes, sir. I did. 
tions. Senator O’Manoney. The entire principle upon which I have been 
dards working has been to recognize, first, the concentration of power in 
articular commodities which are in general need throughout the 
an $1 Thited States, and secondly, I agree with you on this rate of profit, 
because I think the record will show that when concentration of the 
degree we deal with here is developed, prices follow the leader or 
ars of we have a situation which has been commonly called that of adminis- 
tered prices. 
I know that technicians will debate the use of that term back and 
ars of forth, but there is not any doubt about it that too many of these 
giant corporations find that it is easy to convince themselves that 
when the big fellow has raised prices, competition compels them to 
rt. raise prices, too, and this to me is a perfect absurdity. 
Mr. Garpner. My study of break-even points indicates that that 
profit | has a tendency to be true, the fact that the variable pickup increases 
as the size of the corporations increase generally. 
Senator O’Manonery. I thank you very much, sir. Your answers 
fit on | to my questions have been most interesting and encouraging. 
Mr. Garpner. Thank you, sir. 
Senator Harr. I have no questions. 
t. Is Dr. Buatr. Mr. Chairman, may I just ask a couple of clarifying 
questions 4 
‘ion, it When you are speaking about this test of profits, you are referring 
to profits before taxes ? 
yration r. GarpNer. Yes, sir; profits before taxes. 
Dr. Buatr. Yes. 
. detail Mr. GarpNnER. You see, I used profits before taxes altogether be- 
. You }| cause profits are made before taxes. The fact that the Federal 
apply | Government takes 20 or 30 or 40 or 50 percent has no bearing on it. 
billion For example, in their urge to prove that their profits are-not too 
should | high in the first quarter, the United States Steel Corporation uses 
pact on | profits after taxes, but you have got to remember in some of those 
years they used in their ratio comparisons, taxes were 18 percent of 
tt want | their profits before taxes. In 1940, taxes were less than 40 percent. 
ly with | If you go back to look at profits before taxes, you will find that 
tof the | you have a hard time justifying some of the profits that are made 
today when compared to prior years. So I always talk of profits 
classifi- | before taxes. 
rred to, Then it isn’t how long is a piece of string. 
t under Dr. Buatr. The other clarifying point, Mr. Gardner, relates to 
your comparison of break-even points by size of corporation for the 
ny cor- | total economy. There I take it that what you are principally trying 
iness IN | to do is to show the decline of the break-even point with increasing 
ysure Of | size, not so much the actual level of the break-even point itself. Be- 
cause, of course, the year to which these data refer is 1958, and your 
break-even point to 1958 sales will be considerably higher than your 
the bill | break-even point to capacity. 
1] which Mr. Garpner. Yes. 
y, to 7 Actually, U.S. industry in 1957 broke even at 51 percent of sales, 
ake this 





and that has helped me form my rule that I think that a break-even 

point below 50 percent of sales, of normal sales, or approximately 

tapacity sales, that is based on the highest year of sales, is too low. 
35621—59—pt. 11-25 
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Dr. Buatr. The 1957 figure of 51 percent compares to 56 percent 
of 1958. 

Mr. Garpner. Yes, sir. 

Dr. Buatr. The principal explanation being, of course, that sales 
in 1958, a recession year, were lower ? 

Mr. Garpner. Yes, and I figure in 1959 U.S. industry will break 
even aproximately 4914 percent of sales. 

Dr. Buatr. Based upon the first quarter showing for United States 
Steel of 1959, what is your estimate of the break-even point for United 
States Steel Corp. in terms of capacity ? 

Mr. Garpner. In terms of capacity, making stipulations that they 
will maintain their present selling prices and that their costs will 
stay at the same level as they did in 1958, that is the same relative 
levels they did in 1958, they will break even below 30 percent of 
capacity, and I figure capacity at about 29 million tons, and their 
profit pickup above the break-even point of 30 percent of capacity 
will be better than $60 per ton of steel. 

Dr. Buarr. Thank you, sir. 

(At this point Senator Kefauver left the hearing room.) 

Senator O’Manoney (presiding). Senator, do you care to ask 
any questions? 

Senator Harr. Thank you, no. 

Senator O’Manonry. Do you care to ask any questions, Mr. Peck? 

Mr. Pecx. I would like to ask one, Senator, if I may. 

Mr. Gardner, do we understand correctly that your reason for 
urging that certain corporations be required to a at least 60 days 
bakons instituting a price increase is not because these corporations 
are the same as public utilities vested with a public interest or affected 
with special circumstances, but rather because corporations of this 
size have as a result of their size the power to adjust their break-even 
point and thereby through the mere fact of size the ability to increase 
their profits more than perhaps they should be increased. Is that a 
correct statement, sir ? ° 

Mr. Garpner. That is in general a correct statement. 

Mr. Peck. I meant it to be a general statement, yes. 

Mr. Garpner. Break-even points can be changed by two things, 
improvement in costs or increase or decrease in selling prices, and it 
appears as you study these companies that the — companies seem 
to be able to manipulate their selling prices quite a bit. 

Mr. Peck. Then you do not subscribe to the idea that large com- 
panies should be treated like public utilities because they have some 
particular public aspect? 

Mr. Garpner. I told you before I started that I did not feel in gen- 
eral that their—that American industry should be burdened with a 
tremendous amount of regulation and a new bureau should be set up. 
But I thought the top, or the cream or the ones that made the most 
might at least have to expose the reasons for a price increase before 
it happens because I felt that they were the ones that could create 
inflation faster than anybody else. 

Mr. Peck. Thank you very much, sir. 

Senator O’Manonry. Any questions, Mr. McHugh? 

Mr. McHveu. No questions. 








recent 


sales 
yreak 


tates 
nited 


they 
; will 
ative 
nt of 
their 
acity 


» ask 


Peck ? 


n for 
) days 
ations 
fected 
f this 
‘-even 
crease 
that a 


hings, 
and it 
Ss seem 


> com- 
» some 


n gen- 
with @ 
set up. 
e most 
before 
create 





ADMINISTERED PRICES 5559 






Senator O’Manonry. Thank you very much, Professor Gardner. 
The committee is greatly indebted to you. I think that it is clear 
from what has developed in these hearings that the issue which is 
before the committee depends on the objective of society and the 
objective of big business. 

The objective of a free society, under the constitutional government 
set up in the United States is to provide for the general welfare and 
to preserve the freedom of the individual. The objective of big busi- 
ness organization is to make a profit. It is a perfectly proper objec- 
tive, one to which I know of no Member of Congress who has any 
objection whatsoever. 

ut there comes a time when, as between the goals of human free- 
dom and the development of society and the making of huge profits by 
the modern collectivist economic state, there can be a conflict. When 
the activities of business management representing these huge combi- 
nations of stockholders and workers cooperating under the decrees of 
private managers, which knows how to take care of itself, come into 
conflict with the basic human needs of society, and the cost of living, 
for example, becomes so high that many are unable to obtain the 
necessities of life, and many individual occupations are depressed. 
Then is the time, in my opinion, that the Government must exercise the 
power which the framers of the Constitution gave it, to.regulate 
commerce. 

This bill presented here before this subcommittee is not designed 
to be an anti-business bill at all. It is just a pro-American bill, to 

reserve a going society from extortionate profits brought about by 
inflation. J want to express to you, sir, my personal appreciation 
for the lucid manner in which you have discussed the economics of 
this problem. 

Mr. Garpner. Sir, may I just reiterate one of the things—I don’t 
want it to be anticlimactic—but one of the things that I said doesn’t 
come directly under your committee, I think is very important. 

I made a statement concerning the deficiency between the depre- 
ciation reserves and the amound of capital expenditure of which busi- 
ness makes a bit out of and can say their profits are overstated. One 
way to do that, as I said before, would be to increase the depreciation 
rates, but I think a better way would be to allow the deficiency of 
each year to be recovered over the next 5 years. Then business would 
have no, absolutely no reason at all to say that profits are overstated, 
and I sincerely believe that depreciation rates basically are too low, 
and if American industry is continuing to spend materially more in 
depreciation each year, materially more for capital than for deprecia- 
tion each year, they should be allowed to get it back over a reasonable 
period of time. 

I-think that is the one weakness you will find in these things when 
you talk about profits. We recover our capital expenditures, then 
the profits are true profits that come from operating results 

Senator O’Manoney. | thank you very much. You are discussing 
now a problem that comes more properly before the Finance Committee 
than before this Committee 

Mr. Garpner. Yes, sir. 


_ Senator O’Manoney. But the committee ought to be advised about 
it. 
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The next witness will not be called now. We will adjourn this 
session now until 2:15 this afternoon. 

The next witness will be Mr. Earl A. Graham, who brings to these 
hearings many years of experience as an engineer and economist. He 
retired from the Government service a few years ago, after having 
served as an economist with the Federal Trade Commission for over 
a decade and a half. Before that he was for many years an economic 
consultant and engineer in private industry. 

There being no other business for this session, the committee now 
stands in recess until 2:15 this afternoon in this room. 

(Whereupon, at 11:50 a.m., a recess was taken until 2:15 pm, 
this same day.) 

AFTERNOON SESSION 


Senator Harr (presiding). The committee will be in order. 

The letter “H” comes before the letter “IK” in the rollcall, which 
explains why I was able to get here first, but the chairman of the 
sahwenediiten, Senator Kefauver, will be over very shortly. He sug- 
gested, however, in the interest of time I begin the hearing this 
afternoon. 

I think Senator O’Mahoney had introduced Mr. Graham for the 
record as we concluded this morning. 

Mr. Graham, you will come forward. I understand you have a pre- 
pared statement, and your statement in full will be made a part of! the 
record. You may read it in full, or if there are any omissions, you 
can be assured they will be placed in the record. 

Mr. Granam. Senator, I would like to read the statement and make 
such observations as I go along as might seem pertinent to add to the 
statement. 

Senator Harr. Very well. 


STATEMENT OF EARL A. GRAHAM, CONSULTING INDUSTRIAL 
ENGINEER AND ECONOMIST, FALLS CHURCH, VA. 


Mr. Granam. My name is Earl A. Graham. I reside at 305 North 
Oak Street, Falls Church, Va. My present occupation is consultin 
industrial engineer and economist. I was retired from the Federa 
Trade Commission in 1957, having passed the obligatory retirement 
age of 70. Iam now 73 years of age. 

I mention my age because somebody said, “Well, here you were 
— in Pittsburgh around 1907; maybe you made some errors about 

ates. 

Senator Hart. 73 isn’t very old these days. 

Mr. Granuam. No, not at all. 

Senator Harr. It seems younger every day I live. 

Mr. Granam. That is the way I feel about it except when I am 
trying to write these statements. 

Before my retirement I worked for 15 years in Government serv- 
ice, the greater part of it as an economist for the Federal Trade Com- 
mission in charge of the section on metals, mineral resources and heavy 
industries. In this connection, I was the economist in the prepara 
tion of the complaint and in proceedings brought by the Commission 
against Luria Bros., scrap brokers, and various steel company con- 
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sumers of iron and steel scrap, and I took part in interagency con- 
ferences dealing with the matter of steel capacity as related to the 
Marshall plan and the sale of steel and scrap iron and steel to 
European countries under that plan. I formulated and set in motion 
the project for determining, as accurately as could be determined, the 
iron ore situation in the United States with respect to domestic re- 
serves and demand, the results of which are embodied in the iron ore 
report published by the Federal Trade Commission. 

was detailed ' the Federal Trade Commission as a consultant 
to the Wherry Small Business Committee of the 80th Congress and 
testified before that Committee July 16, 1947, on problems arising out 
of the steel shortage of the postwar period and the effects of integra- 
tion on the less well-integrated steel producers. During 1948 and 
1949 I was a consultant to the Martin Steel Subcommittee of the 
Wherry Small Business Committee and was continuously engaged in 
the problems of supply of steel to various segments of our industry 
and in studies of the capacity/demand relationships of that period of 
extreme shortage of supply to which I shall refer later. 

I was invited, in 4 consecutive years, by the faculty of the Industrial 
College of the Armed Services to lead seminars on the iron and steel 
industry, to discuss problems of supply of metallics and technological 
developments in the production of iron and steel. 

Prior to these introductions to Government “bureaucracy”—I found 
that there is bureaucracy not only in Government but in other 
places—I had considerable contact with problems of the iron and steel 
industry as an industrial engineer with Sanderson & Porter, a firm 
of consulting engineers in New York, and earlier as a public utility 
ogee and manager in commercial contacts with the industry. 

am going to depart somewhat from the arrangement in the state- 
ment to go to page 8, as it is pertinent to introduce several paragraphs 
at this point. 

The question at issue in this matter and before the subcommittee 
of the Senate is, of course, the steadily increasing price of iron and 
steel, and of prices in other administered price industries. And the 
adoption of some means to require the very large and highly con- 
centrated companies to place their proposals for a price increase be- 
fore a duly qualified Government agency so that these proposals can 

examined under the white light of publicity. 

Given the adoption of some such means as embodied in S. 215, one 
question that arises is the effect of technological developments in the 
steel industry on the cost of producing steel and presumably on the 
price structure of steel. 

There is no doubt that there has been a substantial gain in the 
efliciency of production in many companies since World War II. It 
would be strange, indeed, if the improvements that have been made in 
the facilities, in the speedu of operations, and in increased efficiencies 
of blast furnaces and open hearth operations should not have provided 
offsetting economies to increased costs of labor. 

The industry spokesman, Mr. Blough in particular, would have 
you believe that the increased productivity is more than offset by 
Increased wages; hence prices must go up. It would be interesting 
indeed if they could only go down a little just to show we are on a 
two-way street. 
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One of the problems is that we do not have at the present time any 
disinterested method of reporting and analyzing costs in the industry, 
In other words, we must take the word completely of the industry 
spokesmen who come before us. I don’t doubt that they are honest 
men, but they look at their situation perhaps in a different light from 
what the buyers would. 

I noticed in the testimony that appeared last week there was a table 
presented which showed some rather startling figures on quarterly 
earnings, or rather, quarterly profits. Just a second, I think I have 
it here. These were introduced into the record and Mr. Blough com- 
mented on them. 

I will refer very briefly to them because I think they are pertinent 
as expressing roughly some of the things that could be and should be 
looked into in more detail by authorities or by an agency which had 
the accounting ability to look into it. 

Senator Hart. Mr. Graham, are you looking at the table which 
was introduced ? 

Mr. Granam. Yes. 

(The discussion referred to may be found on p. 5359.) 

Mr. Grauam. The caption is, “United States Steel Corp., (a), 
Comparison of Relationship Between Operating Rate and Net Profit 


Per Ton (After Taxes) ; and (b), Rate of Return (After Taxes) on 
Net Worth by Quarters, 1954-56 and 1956-58.” 

This shows a rather startling situation. Probably it is more clearly 
demonstrated in net profit per ton, which in the period 1954-56, third 


quarter of 1956, with the operating rate being 55.6 percent, there was 
a net profit of $9.32 per ton. 

In the period in which there was a similar, not quite as low but a 
similar rate of operation, that is, 1958, first quarter, I believe it was, 
the operating rate was about 54.1 percent. The net profit per ton 
was reported at $15.41. 

There were two other quarters,with a low operating rate in which 
net profits were $17.19 and $18.81. 

What has happened to show such enormous increases in net profit 
per ton under similar operating rates between the 3 years, 1954, 1955, 
and 1956 and the 2 years 1957 and 1958? 

Mr. Blough stated that in part the low profit rate of $9.32 was 
explained by labor troubles or some shutdowns, but similarly at 
operating rates of 60 to 70 percent of capacity in 1954, 1955, and 
1956 the profit. per ton was $9.88, also a low rate of return. 

It seems to me that not all of that can be accounted for by price 
increases which would have moved this earning rate up horizontally. 

As you go down the line there you find that consistently the 1957- 
58 figures showed a high rate of return all the way from low operating 
rates to rate approaching 100 percent of capacity, whereas in the 
earlier years, the rate of return as net oo per ton was low at low 
operating rates but went up rather sharply at increased rates of 
operation to correspond somewhat with the profits in 1955-58 at 90 
to 100 percent operating rates. 

Changes in eebansy would not explain the change in pattern. It 
seems to me that is a matter in which management has a part in that 
management has probably been able through modern technological 
equipment (calculators, and so forth) to so program and direct their 
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business in multiplant or multiunit operations, that they can select the 
plants and the machines that should be operated and schedule opera- 
tions to get the best results. 

In other words, management has an availability of selectivity of 
aeepmant to give optimum operating conditions. 

Mr. Buarr. You are saying, Mr. Graham, that as demand de- 
creases, management has improved its ability to produce using its 
most efficient facilities? 

Mr. Granam. Correct. And the modern calculating machines en- 
able them to do that, where you couldn’t possibly have done it before, 
relying on the ability of one or two or three or four statisticians to 
put these figures together. ‘I‘hey couldn’t do it fast enough to keep 
abreast of the changing circumstances of business, 

Mr. Kiar. What you are saying, then, is that the profit picture in 
1957-58 as contrasted to 1954-56 reflects an improved ability to sched- 
ule or program production ? 

Mr. Granam. Correct; that is right. It is one of the advantages 
of being big and being able to put in the proper kind of equipment 
to help you program and schedule, and having a diversity of plants 
and equipment that you can pick the best ones to operate. 

I don’t know that they have done that, but that is one way that 
this can be explained. 

Mr. Peck. Mr. Chairman, may I ask a question ? 

i se Graham, do you think large companies are exclusively able to 
o that? 

Mr. Granam. I think they have an advantage. I don’t think the 
are exclusively able to do so; no, I don’t. Of course, they are all 
pretty big today in the steel business. 

Mr. Peck. Even in businesses other than the steel business, isn’t 
is true that all industries are striving constantly to improve their 
techniques and to modernize and streamline their overhead burdens 
so as to be able to keep going in the face of all the many things by 
which they find themselves surrounded. 

Mr. Granam. Yes, they are, but if you have a multiplant opera- 
tion, with plants in various localities, you have an advantage over a 
single-plant operation in that you may be able to pick according to 
different sales—I mean some places in the country are buying more 
than others; in other words, you can adjust your selling program 
along with your production program. 

The company with a multiplant operation has an advantage in that 
kind of—in the use of the information. They can all = in equip- 
ment and at least, even a single-plant operation, schedule a program 
= to get a more efficient operation, and they are undoubtedly 
doing so. 

Mr. Peck. But you do agree that all plants, regardless of industry 
and regardless of size, are doing everything they can? 

Mr. Granam. Yes, I think so. 

Mr. Peck. If it were not for that fact, I presume that many new 
companies which are producing material-handling equipment, and 
other tools for cutting unnecessary costs, would not be able to stay in 
business. Their products are very much in demand by small business 
as well as by large firms. 

Mr. Granam. That is right. 
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Mr. Peck. Thank you, sir. 

Thank you, Mr. Chairman. 

Senator Harr. You may continue, Mr. Graham. 

Mr. Granam. Although I am not an old iron puddler, my earliest 
experiences with a steel mill go back to the days when the iron pud- 
dlers were really an important factor in the production of iron. As 
an engineer with the Westinghouse Electric Corp., I was sent in 1907 
up to the Clairton works, then recently acquired by the newly formed 
United States Steel Corp. 

I think, as a matter of fact, it was one of their first acquisitions, 
one of their earlier ones, anyhow. 

This was an oldtime mill with practically all equipment steam 
engine driven, but Westinghouse had put in some motors. They were 
giving trouble and it was my job to locate this trouble. I well recall the 
appearance of this mill with its great steam engines and the enor- 
mous amount of hand labor that went into all of the mill operations. 
The same thing seemed to be true at the Homestead mill, which I 
later visited. 

While on the test floor at the Westinghouse East Pittsburgh shops 
I also worked on the then new Ilgner flywheel motor generator sets. 
They were a piece of equipment that provided the technical base for 
the electrification of the rolling mills, themselves, and the later de- 
velopment of high-speed steel rolling. 

So you can see that practically all of this high-speed rolling of 
steel has—I know it has all taken place since 1907, and in fact it 
started much later than 1907. 

It is almost as difficult to visualize the changes that have taken 
place in steel production facilities and methods in the 52 years since 
my first contact with it, as it is to stop an oldtimer from reminiscing. 

Up to the 1950’s there really had been very little basic change in 
steel technology—mostly everything bigger and faster—with better 
control of quality. ° 

This was made possible by the electrification, of course, of mills 
and electronic devices that have come into general use. 

Of course, the costly byproduct coke ovens had replaced the waste- 
ful beehive ovens and electric furnaces had come into general use. 
Materials handling was vastly improved and continuous high-speed 
rolling of sheet and strip had greatly reduced manpower require- 
ments. Similarly, continuous tinning and galvanizing had further 
eliminated labor. But these essentially were all improvements or 
changes in detail, not in basic technology. 

T don’t know of any information or data that has been put together 
to show the real changes in costs, overall costs, or in detailed costs due 
to these various changes in mill operation and in materials handling. 
Undoubtedly they have been very great. It is a difficult matter to 

ut together because of complexity, and I am talking of the steel 
industry, the complexity of the steel industry. 

Corporatewise it is even more difficult where they have multiplants 
because conditions are so different in the different plants. 

‘One important development, growing out of basic theoretical re- 
search by, of all things, a professor who never puddled iron, was the 
proposal to increase the wind rate on a blast furnace and by a double 
seal on the furnace top raise the top pressure and prevent the dust 
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from flying over the landscape. The professors, now several, and 
Arthur D. Little figured it would also substantially increase the ca- 
pacity of a given blast furnace. United States Steel and the industry, 
as represented by the American Iron & Stee] Institute, wouldn’t have 
it, according to reports. At any rate, the exigencies of World War 
Il and its unprecedented demand for hardware led the Government 
to tie the new system to a big—then the biggest—furnace which Re- 
public Steel accepted as furnace No. 5 at Cievdland 

There was a great deal of doubt as to whether this high pressure 
would not ruin the furnace, and it took a little courage on the part 
of the operating men at any rate to go ahead, but they did. 

The operation of that furnace more than justified the theoretical 
calculations of some 20 percent increase in capacity for a given fur- 
nace size. In other words, a blast furnace of 1,200 tons nominal ca- 

acity should produce over 1,400 tons daily. The Republic furnace 
had some 6 or more years of continuous operation—I think it is 7 

ears; it was a considerable time—before being blown down and it 
as produced over 1,600 tons daily, as I recall from the data. 

This was a radical development in the iron-making business. At 
that time there was tremendous need for pig iron, and there still is. 
But for a given furnace by adding a relatively small amount of in- 
vestment you get 20 percent more capacity and you cut operating 
costs because you cut down the amount of coke used. 

In my work with the Wherry Small Business Committee I soon 
found in 1947 and in 1948 and 1949 that the steelmaking: capacity of 
the industry, making allowance for operating at better then 100 
percent capacity, was insufficient to serve the real demands of indus- 
try for steel. 

It was rather amazing that small companies, particularly out in 
the farm implement business, the first time they had in 10 years when 
they could really make some money because everybody wanted to 
buy farm implements, they couldn’t get steel. We did get the big 
users of the industry to apportion out some 20,000 tons to keep some 
of these fellows alive. 

The steel industry was resolutely opposed to increasing capacity to 
produce iron and steel. 

Brought before the committee were various people. The industry 
oe was first stated by Mr. Sykes, then president of Inland Steel 

.. Who was supported by Mr. Tower, then head of the American 
Iron & Steel Institute. Their position was that the ingot production 
of about 76 million tons would satisfy requirements in 1950, and per- 
haps 78 million tons in 1955, and that the then capacity of 90 million 
tons was more than adequate. 

Louis Bean in his appearance before the Steel subcommittee con- 
tended vigorously that production of 100 million tons was required 
to support full employment of the labor force in the period 1947-50. 
Mr. Bean was derided by steel industry spokesmen but again the 
“long-haired theorist” was correct. Ingot production in 1950 was 
nearly 97 million tons, and in 1955, 117 million tons, with capacity 
at nearly 126 million tons compared with the industry’s “comfortable” 
90 million tons capacity. Some of the members of this committee 
well remember the arguments in this matter. 

The industry’s real position, although not so expressed as I recall, 
was that added capacity would cost money, that the long-term oper- 
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ating rate—break-even point—was 70 percent of capacity, as stated 
by Mr. Sykes and that the industry could not make money at a rate 
of 60 percent of capacity, stated as the historical average. Mr. Gard- 
ner showed some rather remarkable figures on steel industry break- 
even points in his testimony of October 30, 1957. Of course, they 
vary company by company, but the trend appears to be in the direc- 
tion of lower break-even points. 

In considering the possible effect of adding capacity, a manager 
would likely consider at least one policy factor and two cost factors, 

I don’t know why it was that the industry resisted increase of 
capacity except that it felt that it would increase the investment, and 
that it would be difficult for them to maintain profitability when de- 
mand dropped. And the cost factors are investment and operating 
costs. 

Considerations involving policy might—I don’t say they do—in- 
volve the prospect that any substantial increase in capacity might 
result in such industry overcapacity at times as would cause price 
cutting. However, they just don’t do it that way. When demand 
drops, United States Steel cuts off furnaces and the others follow suit. 

The cost factors are those of investment and operating costs. One 
an. sympathize with the managers of an enterprise when they are 
faced with these fiscal problems, but it is easy to lose smypathy when 
the industry apparently thinks only of additions in terms of high 
cost traditional equipment. 

Pig iron and scrap were in short supply. It was possible, however, 
to add substantial capacity through top-pressuring suitable existing 
blast furnaces. The investment would have been much lower than 
required to build new furnaces. Since the coke rate was substantially 
reduced under top pressuring and there would be no significant in- 
crease in manpower to obtain the increased output, here was an op- 
portunity to obtain increased metal capacity on an economy basis. 
The industry as a whole failed to convert to top pressuring even 
where practicable and there was,less increase in pig iron capacity 
than needed to meet requirements safely and to avoid increases in 
scrap iron prices. 

The only other important technological developments that were 
approaching commercial practicability in the late 1940’s was the rise 
of oxygen use in open hearths and the commercial perfection of con- 
tinous casting. Both developments already showed promise, but they 
were not on a commercial basis. But when the capacity buildup was 
necessary to take care of the Korean situation, it produced certificates 
of necessity and quick writeoffs. The Defense Act of 1950 provided a 
good vehicle to set up incentives to utilize new technological develop- 
ments that might have saved substantial capital investment and con- 
sumption of scarce materials. There is no evidence that such pos- 
sibilities were seriously explored. It appears, in fact, that the enor- 
mous writeoffs sanctioned under the certificates of necessity went for 
high-cost installations of conventional iron and steel-making facilities. 

We needed a lot of blast furnace capacity at that time, and we 
needed a lot of capacity and we could have top-pressured old fur- 
naces, or the new furnaces that were authorized to increase capacity 
by 20 percent without having to use a lot of steel and also incur 
higher investment costs. 





La 
lan¢ 
. Re 
per 
conv: 
vari 
milli 
the 
ment 
As 
ton, 
wha 
A 
the - 


com 
A 
195¢ 
and 
ing 
ora 

M 


stated 
a rate 
Gard- 
break- 
, they 
direc- 


inager 
actors, 
ase of 
it, and 
en de- 
ating 


o—in- 
might 
. price 
amand 
W suit. 

One 
ey are 


- when 


f high 


wever, 
<isting 
r than 
ntially 
int in- 
an Op- 

basis. 
y even 
pacity 
uses in 


t were 
he rise 
»f con- 
it they 
Ip was 
ificates 
rided a 
‘velop- 
id. con- 
hh pos- 
2 enor- 
ent for 
vilities. 
nd we 
ld fur- 
upacity 
y incur 


ADMINISTERED PRICES 5567 


Last year Mr. Sendzimir, who was the inventor of the Sendzimir 
lanetary mill, testified here (pp. 772 and 773 of hearings under 
. Res. 7, pt. 3) that in a mill of 250,000- to 350,000-ton ingot capacity 
per annum using new technological developments, that is the oxygen 
converter, the planetary mill and direct continuous casting with their 
various cian economies would cost between $15 million and $18 
million, or about $60 per ingot ton investment, which compares with 
the industry’s claim that today it requires some $300 a ton invest- 
ment to build or replace a steel mill. 

As a matter of fact, that figure reportedy has gone up to $350 per 
ton, but the details have not been given so that you do not know just 
what the figure means, nor what it includes. 

Also in connection with my studies in this business, I investigated 
the McLouth plant which had developed in Detroit almost on a boot- 
strap basis. In 1956, and I haven’t seen the latest balance sheet, Mc- 
Louth had an installed ingot capacity of 1,380,000 tons, with invest- 
ment of $123 million, or about $89 per ingot ton. This was electric 
furnace steel plus a converter, oxygen converter. They were the first 
company in this country to put in an oxygen converter. 

According to Iron Age published figures January 2, 1958, from 
1953 to 1956, which was when McLouth was increasing this capacity, 
and putting in the converter, they had increased their capacity 800,000 
ingot tons yearly, with an investment figure increase of $29 million, 
or about $36 per ingot ton. 

McLouth, however, was fortunate in being able to buy their coke 
from Solvay, so they didn’t have to put in a coke oven. 

Possible to all steel mills, large and small, particularly large, are 
technological developments such as ore sintering or benefication, coal 
cleaning, top pressuring of blast furnaces, which is now much more 
common than it was, and oxygen converters which increase capacity 
and efficiency. 

Following the McLouth experience, oxygen converters are going in 
rapidly. 

Now, the developments to which Mr. Sendaimir referred, that is, 
continuous casting and planetary mills, fit together in a streamlined 
operation from the steel furnace to semi-finished steel. They prob- 
ably are not suitable for big tonnage steel mills. Certainly, not at the 
present stage of development. 

But one thing that is overlooked in discussions on the steel busi- 
ness, is that the big steel mill is usually or very often a combination 
of a number of rolling mills built around a supply of metallics in the 
form of pig iron, hot or cold, and a scrap pile, and a series of furnaces 
to convert the iron to steel. 

I have shown here on page 5 some data which I am going to sum- 
marize very briefly. 

One of the mills that is important is the Merchant mill. In other 
words, for producing Merchant bar, rod, etc., for making wire and 
skelp to make pipe. That part of the steel business accounted in 1956 
for something like 26 million tons of finished steel produced or about 
28 percent of the total production of hot rolled steel. 

Now, that type of product, Merchant bars, concrete bars, light 
shapes, wire rods and strip is material that is very much in demand 


by the small businesses. It has a very wide distribution and wide 
use, 
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These new developments especially of the oxygen furnace, which 
is a cyclical operation, would tie perfectly with continuous castin 
and Sendzimir planetary mills, so that you would have a streamlin 
production which would short-circuit the necessity for the very ex- 
pensive investments that you have in the conventional mills. 

Mr. Buarr. Mr. Grahan, is there any such integrated mill in opera- 
tion that. vou know of ¢ 

Mr. Granam. Yes; one in Canada, which I visited. It is the 
Atlas—they don’t have the oxygen converter—it is Atlas Steels, Ltd. 
They make specialty alloy steel, sheet or strip, rather, and they go 
directly from the continuous casting into the planetory mills and 
reduce the slab to dimensions, or rather to thickness that is ready for 
final rolling in one mill. 

Mr. Briatr. They are successful commercial operators? 

Mr. Granam. Very. 

Mr. Buarr. In other words, what you are talking about here is not 
simply 

Mr. Granam. Not theory. 

Mr. Brarr. A test or pilot-plant operation ? 

Mr. Grauam. No, it is not. There are not many of them in exist- 
ence, that is a fact. However, there are quite a good many Sendzimir 
mills, not the planetary, but the very accurate mills for rolling titan- 
ium and precision rolling of steel of various kinds. 

With reference to the practical use of technological developments 
of this kind, capacity is being constantly increased in steel mills. It 
seems reasonable to substitute for the rolling mill, that you have to 
use to make blooms, to go on to the Merchant mill, a completely new 
setup in which you would go directly from the open hearth or con- 
verter into the continuous casting and into these Merchant mills, and 
this is at low capital cost and low operating cost, leaving the large 
heavy rolling mills, blooming mills and all their train of equipment 
for the part of steel making where they are actually needed, struc- 
turals and heavy large sheet and strip, and things of that sort. 

This is a thoroughly practicable possibility putting that on addi- 
tions would cut investment and cut operating costs. 

Now, we don’t know enough about the actual costs of these things. 
We haven’t any base for determining them, but under section 6 of 
S. 215, which refers to the use of the Federal Trade Commissioy we 
could determine the facts on the real effect of applying new technology 
to save investment charges and operating costs. 

Section 6 states that the Federal Trade Commission and the At- 
torney General shall make a joint semiannual report to the Congress 
and such additional reports as they deem appropriate in the public 
interest, and shall submit in connection with their joint or separate 
recommendations, if any, for additional action. 

We just don’t have enough facts about a lot of these things that 
I have been talking about, and we have to take somebody else’s word, 
and I think that from the standpoint of both Congress and the stand- 
point of an administrative agency, it is desirable to learn these facts. 

We have the machinery for obtaining them. We don’t have to 
have them for any specific program to increase prices, but to have 
them, well, stockpiled, let us say, in areas in which we know develop- 
ments are taking place such as I have mentioned. 
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Technological improvement should certainly mean lower costs, capi- 
tal, and operating, and these should be passed on to the consumer. 

I agree in this connection that the major immediate problem is the 
constant increase of prices. I am thinking of the steel industry, but 
it happens in other lines that we don’t follow as closely, perhaps, but 
this is not the only source of concern. 

When a new technological development substantially reduces costs, 
as I have said, and there is no price change, the effect on the buyer 
is just as serious as though he had had a price increase, in a way, 
because he should have the advantage of improved technology which 
is a part of the development of the country. 

Mr. Bua. Just so we understand your point there, Mr. Graham, 
it is that in situations where a new technological development has 
been introduced and significantly reduces costs, you feel the Federal 
Trade Commission should use its general factfinding power to inquire 
into the question of whether that development has been followed by 
a reduction in price, quite apart from the question of whether or not 
an —— for a price increase to the Commission is made under 
the other provisions of the bill? 

Mr. Grauam. Yes, I do, for two reasons: 

One of them is that it is a part of the duty of the Federal Trade 
Commission, as it is set up, to look into facts in the economy, I mean, 
under its section 6 of the Federal Trade Commission Act it has the 
= and authority, and really the obligation to study these economic 

‘acts of industry. 

Two, under any time, whether it is 30 days, 60 days, or 90 days 
which might be set in the law requiring examination of prices, of a 

roposed price change, the Commission would be greatly aided in 

aving a, say a stockpile of information, and that is just not fishing, 
either, a fishing expedition. They would have information that would 
be helpful and would be able then to shorten the time of hearings. 
They would have a better base for holding hearings and for asking 
such additional questions as they may have to ask. 

There is another area in which these technological developments 
could be of value, and that is in enabling—that is page 7. I am 
really short-circuiting there a little bit, Dr. Blair. 

Take the second paragraph of page 7. 

Senator Harr. Thank you. 

Mr. Granam. I am sorry. In order to speed this up a bit I have 
dropped out some of the statement, and I shall read this as it is. 

Senator Harr. This is not to indicate, Mr. Graham, that the full 
statement will not be in the record. 

Mr. GranAm. Yes, I know. I do want to bring this point out here. 

The new technological developments also present an opportunity 
to create a series of relatively small decentralized steel-producing 
units located close to ore bodies not now of much utility to the very 
large steel mills. 

This probably would bring a loud “ha-ha” from the ore producers, 
but there is a lot of ore in these bodies that could be utilized in 
relatively small plants if the plants are commercially practicable, 
which they could be. 

This, of course, presupposes the development of an economical and 
commercially practicable method for reducing various types of ore, 
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iron ore, to a form which could be used as a substitute for scrap in 
the electric furnaces or as feed stock to a cupola to provide hot metal 
for an oxygen converter. Actually there are several direct reduction 
processes in the works. I think Bethlehem has been experimenting 
with one; there are at least a half dozen that seem to give promise 
of reducing the iron directly from the ore, without need of coke. 

One trouble is that they require very high grade ore, but that: is not 
so much a problem today because even in the big conventional mills 
they are sintering and beneficiating their ore, and getting a very much 
greater efficiency and output. 

Actually there are several direct reduction processes in the works, 
and consideration is also being given to the perfection of low-tem- 
erature reduction processes similar to the Krupp-Renn process, 

hat is something that the Germans had years ago. 

A lot of those things have been of no interest in this country be- 
cause they do not fit into a tonnage steel operation. However, they 
might well fit into the small operations. 

I might say we do not realize that not too many years ago we had 
something like 2% million tons of blast furnace, small blast furnaces, ° 
up and down the Alleghenies between New Jersey and Alabama. 
They are all gone. They were not efficient, probably, but the ore, 


much of the ore, is still there. There is one of those furnaces left 
only, the Brooke furnace now owned by Colorado Fuel & Iron Corp. 

Now, if there were a series of these small plants that were reall 
independent, and very few steel mills are really independent today, 
outside of the few that have their own iron ore supplies, and if they 


were making the type of steel that I am talking about, merchant iron, 
they could, at least, sell on their own terms and probably distribute 
in their own market areas and thus provide real competition. 

They would have one supply problem. They have to have man- 
ganese, and most of the ferro-manganese is produced either by United 
States Steel or by Bethlehem. ‘ 

I might mention also that another possible competitive factor in 
steel pricing is, the importation of foreign finished steel, nails, wire, 
fence wire, structural materials, and all which apparently is causing 
some concern to domestic producers. 

The foreign tonnage is not very great, but the price is always 
below, substantially below the domestic prices, and it is always a 
threat, a price-cutting threat. In other words, it may in time—there 
might be volume enough to act as a corrective agent on the price of 
steel. 

I believe that the adoption of a reasonable amount of the new tech- 
nological developments which I have mentioned would, if applied to 
merchant areas of steel mill operation, provide further economies, 
both of capital and operating expense, that would justify decreases in 
prices, especially of merchant steel. 

The only trouble here is that we might again get into the price 
difficulty which Senator O’Mahoney probably well remembers when 
he and Senator Taft interrogated Mr. Fairless in 1948 regarding 
increases in prices of semifinished steel, which were instituted by 
United States Steel and Bethlehem. 

Senator Taft could not understand why United States Steel had to 
raise the price of semfinished steel a few million dollars, and why, 
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furthermore, they did not pass the same increase along to their own 
subsidiaries who were equally consumers of semifinished steel pro- 
duced by the corporation. 

The answer to that puzzle came later when United States Steel 
cut the price of consumer products, nails, fence wire, and so forth, also 
produced by the semi-integrated producers who were in many cases 
their customers, but who were buyers of semifinished steel. 

These producers were thus put into a real squeeze. 

This incident alone exemplifies the need of legislation such as S. 
215, and it also answers one question that I noticed in the transcript 
of record to date: What do you do about the possibility of stopping a 
reduction in price? 

Well, an examination there of the situation in 1948-49 might have 
showed that maybe they should have looked at possibilities of the 
squeeze effect of, on the one hand, increasing the price of the semi- 
finished steel and, on the other hand, cutting the price of the consumer 
products. 

Mr. Fairless, in his statement before the committee, Hearings be- 
fore the Joint Committee on the Economic Report, 80th Congress, 
2d session, March 2, 1948, Increases in Steel Prices, said in part: 


Of course, everything that we make in finished steel products begins with 
semifinished steel. We could take position as many steel companies do, but 
they are not manufacturers of semifinished steel for sale, and they do not sell 
semifinished steel. They use it in their own business. The United States 
Steel Corp. today, and all during the war and all during the past 7 or 8 years— 
incidentally, this is all in quotes—could use in its own operation every pound 
of steel that it makes, that is, every pound of steel that is made, but it should 
be fair to the nonintegrated and smaller steel companies who are dependent 
upon the steel corporation largely, and others within the industry to a smaller 
extent, to furnish them the semifinished steel so that they in turn can make 
a sheet or a strip or a cold finished bar, or the many products that are manu- 
factured from it. 


I just went back to some of the debates that took place when they 
were setting up the Federal Trade and the Clayton Acts, and I 
found a very interesting statement by Warren W. Bailey, a Demo- 
cratic Representative from Pennsylvania, who commented at length 
on the proposed legislation. 

I quote extracts, retaining as closely as possible, the context of his 
statement : 


The people of the United States during the last quarter of a century have 
witnessed a concentration of wealth of power so enormous as to be appalling, 
and this concentration still goes on with hardly a sign of abatement. * * * It 
has marked an industrial change more startling by far than any that has 
ever before been recorded in the history of the world. * * * It is not my pur- 
pose here to detail the frightful process of concentration. Let me, rather, in- 
vite a consideration of the situation in its moral phase. * * * Concentration can 
do more than a thousand times as much as one man working alone. * * * And in 
like manner the concentration of capital is in the direction of economy. The 
harm * * * must be looked for elsewhere. 

And we shall find it perhaps in the special privileges with which certain 
aggregations of capital have surrounded and buttressed themselves. These 
special privileges * * * all possess a common character; they involve the use 
of a private taxing power * * * It should be observed that trusts do not 
attempt to corner the north wind. They seek to get control of things that are 
limited in quantity, and so every really effective trust in the long run must be 
one that is in some form a landlord * * * The steel trust finds its strength 
in the ownership of ore beds. The same is true of the copper trust * * * The 
Strength of a monopoly is in its taxing power. Never in the service it may 
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render. Always in that which it may withhold [italics supplied]. Thus it hap 
pens that a monopoly which today can levy but a trifling tax upon the public 
is tomorrow able to impose a crushing burden of tribute. 

Senator Harr. Thank you very much, Mr. Graham, for a most in- 
teresting and not only an economic evaluation, but a short narrative 
history of steel development in this country. 

Mr, Grauam. I have been up here, Senator, for over 10 years, back 
and forth at these hearings. 

Senator Harr. Do you think we have gained any ground in 10 

ears ? 
. Mr. Granam. Do I have to answer that? [Laughter. ] 

Senator Harr. No. You have answered it already. 

Mr. Grauam. Yes, I think so, Senator. I think at least—I won- 
der lots of times, because I have heard the same stories, I mean I 
have heard the same testimony, but, at least, have a few more facts, 
I believe; yes. 

Senator Harr. Of course, Senator O’Mahoney’s objective, as he de- 
scribes it so often, is to introduce additional facts, and these hearings 
on §. 215 have that purpose. 

Mr. Granam. We have not enough; and that does not mean just 
prying either, but they are facts that administrative agencies such 
as the Federal Trade Commission need to sort of ride herd in an 
economy as big and as complex as ours, that is if the other people 
won’t play ball, and they do not. 

Senator Harr. I think by implication we are a little unfair to 
those whose information we are seeking in this bill. It is not a ques- 
tion of an obligation on their part to play ball and forced to give it 
if they do not play ball. 

For many historic reasons and traditions, due to the nature of 
business, I think it is just not to be expected that delivery of this 
information would be anticipated except under the direction and 
compulsion of a law. Their failure to $0 it voluntarily, I think, in 
my own mind, is not anything that should be regarded critically or 
as suggestive of some evil, malicious method behind the management 
of larger businesses. 

Mr. Granam. Senator, may I say I did not mean to leave that 
inference, but I have in mind cases where we have asked for informa- 
tion, the Congress, and this was a congressional committee in 1948; 
this was information which the industry could well have given us, 
and that was on the distribution. 

It was a time of tremendous shortage of steel to fabricators and to 
concerns that were competing with the integrated fabricating depart- 
ment of large steel, and I do not mean just United States Steel, but 
United States Steel and others. 

The Martin steel subcommittee asked, all individually, the steel 
producers to submit certain information which would show the amount 
of certain kinds of steel that went to (a) their own subsidiaries, 
their own fabricating subsidiaries, and (6) that went to others, 
because we had considerable information to the effect that there was 
not a fair distribution of steel as between independents and others. 
In other words, there was no open market distribution of very critically 
needed steel. 
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I sat in committee meetings, and I sat in meetings with the repre- 
sentatives of the industry entirely, and they said, in effect, “Well, if 
you want it, come and get it,” and we have not gotten it. 

They did not want to give it to us, and they finally said, “We will 
tell you what we will ee We will put this information together 
and we will turn it over individually to Price, Waterhouse, an account- 
ing firm, and Price, Waterhouse will give you the summaries of it.” 

n other words, Price, Waterhouse would know what each individual 
company ae up. 

Now, that was under—maybe there was a good reason why they 
should not, for business secrecy, individually give out those figures. 
But they really told us there in the Senate committee that we could 
not have it except under those terms. 

Now, they did send that information, and it was put together, but 
it was not—it did not tell the story except in global terms, of all the 
companies, 

Prior to these meetings, these last meetings, these meetings we had 
in which Senator Martin really had to force them to come in, three 
or four of the smaller steel companies sent the information in that we 

uested. They were not afraid to send it in. 
o I say there are some of these instances in which they might well 
have cooperated a little better than they did. 

Senator Harr. My only point is, where you stand or whose shoes 
you are wearing; even some of the detailed operating figures of gov- 
ernmental offices not far from here are subject to the same reluctance 
of disclosure, for many reasons—“It won’t be understood,” “It isn’t 
needed,” “You have all you need to know.” 

So we must be understanding of the other fellow when we consider 
this type of legislation. 

Mr. Granam. Yes, sir; I agree with you. 

Senator Harr. And realize how it would look on us, too. 

Mr. Dixon, any questions ? 

Mr. Dixon. I do not have any questions. 

Mr. McHvaun. No questions. 

Senator Harr. Dr. Blair? 

Mr. Buarr. Just one or two very brief comments. 

It seems to me, Mr. Graham, that what you have done is to describe 
for one industry—and an important industry, steel—a type of 
phenomenon which, as I gather-—— 

Mr. Grauam. A type of what? 

Mr. Buiarr. Phenomenon. 

Mr. Granam. Yes. 

Mr. Buarr (continuing). Which, as I gather, you think that the 
Federal Trade Commission, if this present bill is passed, should give 
some attention to in the course of the conduct of its hearings. That 
phenomenon is the nature and extent of technological change in the 
industry involved. As I gather, the burden of your testimony is that 
without such information the Commission and the public may be 
misled in interpreting price advances, wage advances, and other cost 
advances. 

In addition to those factors, there must also be considered the ex- 
tent to which costs are being affected by fundamental changes in the 
technology of the industry itself. 
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Would that be a fair summation ? 

Mr. Grauam. That is correct; yes, sir. 

Senator Harr. Questions for Senator Dirksen ? 

Mr. Peck. Just one question, Mr. Chairman. Thank you. 

Sir, on page 2 you mentioned—I am quoting you here now— 
that up to the 1950’s there had really been very little basic change in steel 
technology, most everything bigger and faster with better control of quality. 

It is this quality control to which my attention has been attracted 
because, in my opinion, I cannot think of anything a great deal more 
important. 

Would you mean to suggest, sir, that the effort to control quality 
has in any way been slackened ? 

Mr. Granam. No, sir. 

Mr. Pecx. You would not? 

Mr. Granam. It has increased, as a matter of fact. 

Mr. Peck. It has increased ? 

Mr. Granam. Yes. 

Mr. Peck. Do you agree, sir, that good quality control without a 
price increase is a savings to the purchasers of the steel products? I 
am thinking now particularly of sheet steel. 

Mr. Grauam. Well, it is a saving two ways. It is a saving actu- 
ally to the mill if you have control equipment, sensitive control equip- 
ment to prevent waste, I mean scrap waste, because your mill actually 
saves money because if they have rolled steel and it turns out to be 
improperly rolled—a large part of this is in the adjustment of the 
rolls so that the product is uniform in thickness. 

Mr. Pecx. To the users, sir, of sheet steel—and right now I am 
thinking particularly of the home appliance industry, the plumbing 
equipment industry and the automobile industry—who buy sheet steel, 
and apply a finish, the consistent quality of that steel, sir, is of primary 
importance 

Mr. Granam. Correct. e 

Mr. Peck. Once the finish has been applied, the steel is useless ex- 
cept, perhaps, for scrap. Mr. Graham, I just wanted to know if you 
agreed with me and with others that the quality of this sheet steel, if 
maintained and assured, is of major interest math major saving to the 
consumer ? 

Mr. GrauAm. Yes, I do. 

(At this point in the proceedings, Senator Kefauver entered the 
hearing room.) 

Mr. Peck. Is the primary thrust of your argument in behalf of 
Senate bill 215, sir, that such a procedure as is contemplated by this 
bill would aid in the evaluation of the cost saving and technological 
improvements now being used, so as to properly evaluate prices of 
steel ? 

Mr. Granam. Yes, I think so, sir; yes; and it provides a base for 
considering as they come along the desirability or rather the similar 
savings to the public in new technology. 

Mr. Pecx. It is just a matter then of substituting a new procedure 
for that procedure which can now be found under section 6 of the 
Federal Trade Commission Act? Section 6 of the Federal Trade 
Commission Act authorizes the Commission now to hold industry 
investigations. 
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Mr. Grauam. That is correct. However, it does not direct them, 
and this has this difference. 

Mr. Peck. It gives them the authority to do so—— 

Mr. Granam. It does, yes. 

Mr. Peck (continuing). If they so choose. 

Mr. Granam, Yes. 

Mr. Peck. And you contemplate that this mandate would be pref- 
erable to the authority now granted with discretion to the Federal 
Trade Commission ? 

Mr. Grauam. Well, as I would understand it, it does not supplant 
or substitute. 

Mr. Peck. It would not, sir. It would supplement. 

Mr. Granam. It would supplement it which, I think, probably is 
very desirable. 

Mr. Peck. Making it mandatory rather than discretionary? 

Mr. Grauam. Yes, under certain conditions. 

Mr. Peck. Thank you very much. 

Mr. Granam. Because, after all, I would like to add this, and this 
is that there are priorities in all the work that the Commission does. 

While it may be very desirable, and they might want to go ahead 
and make these studies, they have other investigations, and they have 
other things of a high priority. 

However, a situation, as envisaged by this bill, where you wanted 
actually to check up on costs, it would be a high priority item, and 
they would have to go ahead and do it. In other words, it would be 
a way of getting things done sometimes. 

They might have staff difficulties, but then they would have to be 
in position to go ahead and really staff to do this kind of work. 

Mr. Peck. Thank you very much, sir; and, thank you, Mr. 
Chairman. 

Senator Harr. Are there any questions for Senator Wiley ? 

Mr. Kirrrin. I said a second ago that I did not have any. I just 
want to direct one question at you, Mr. Graham. 

Have you said that the rather costly procedures that are used by 
the steel industry at this time have any direct effect on the inflation 
that we have in this country ? 

; _ Guanan. You say costly procedures; just what do you mean 

y that? 

_ Mr. Kirrrie. You were saying here that it is possible for the steel 
industry to produce steel at cheaper prices if they would use some of 
these echenclnginel advances. 

Mr. Granam. Yes. Maybe I’m mistaken—I do not want to be mis- 
understood there. 

I think within the types of steel that they are producing today, or 
rather within the framework of their practices and procedures and 
all, they are producing steel pretty effectively and efficiently, and I do 
doubt that the costs are as high as they seem to imply they are, even 
with the present equipment replacement costs as high as they say. 

What I do say there is that within the areas in which these tech- 
nological developments could be very useful, in the area of 28 percent 
of the steel that is produced, that is, in production of the merchant 
steel, gradually the substitution there of these new procedures would 
salt down their present costs, investment costs at any rate. 
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It would level them down, and the public should have some = 
advantage in it. We would just like to see some prices come down 
when they make some economies. 

Mr. Kirrrm. Thank you. 

Senator Harr. Mr. Graham, Senator Kefauver, who returned but 
did not have an opportunity to hear your full statement, will enjoy 
reading that portion of this testimony, I am sure. It is a most ex- 
cellent presentation, Senator Kefauver, and I am sure the committee 
appreciates it very much. Thank you. 

r. Granam. Thank you. 
(The prepared statement of Mr. Graham, in full, is as follows:) 


Some New TECHNOLOGICAL Factors THAT AFFECT COSTS OF PRODUCING IRoNn 
AND STEEL 


Presented by Earl A. Graham 


My name is Earl A. Graham. I reside at 305 North Oak Street, Falls Church, 
Va. My present occupation is consulting industrial engineer and economist. I 
was retired from the Federal Trade Commission in 1957 having passed the 
obligatory retirement age of 70. I am now 73 years of age. 

Before my retirement I worked for 15 years in Government service, the 
greater part of it as an economist for the Federal Trade Commission in charge 
of the section on metals, mineral resources and heavy industries. In this con- 
nection, I was the economist in the preparation of the complaint and in proceed- 
ings brought by the Commission against Luria Bros., scrap brokers, and various 
steel company consumers of iron and steel scrap, and I took part in interagency 
conferences dealing with the matter of steel capacity as related to the Marshall 
plan and the sale of steel and scrap iron and steel to European countries under 
that plan. I formulated and set in motion the project for determining, as ac- 
curately as could be determined, the iron ore situation in the United States 
with respect to domestic reserves and demand, the results of which are embodied 
in the iron ore report published by the Federal Trade Commission. 

I was detailed by the Federal Trade Commission as a consultant to the 
Wherry Small Business Committee of the 80th Congress and testified before that 
committee July 16, 1947, on problems arising out of the steel shortage of the 
postwar period and the effects of integration on the less well-integrated steel 
producers. During 1948 and 1949 I was a consultant to the Martin Steel Sub- 
committee of the Wherry Small Business Committee and was continuously 
engaged in the problems of supply of steel to various segments of our industry 
and in studies of the capacity/demand relationships of that period of extreme 
shortage of supply to which I shall refer later. 

I was invited, in 4 consecutive years, by the faculty of the Industrial College 
of the Armed Services to lead seminars on the iron and steel industry, to discuss 
problems of supply of metallics and technological developments in the produc- 
tion of iron and steel. 

Prior to these introductions to Government “‘bureaucracy” I had considerable 
contact with problems of the iron and steel industry as an industrial engineer 
with Sanderson & Porter, a firm of consulting engineers in New York, and 
earlier as a public utility engineer and manager in commercial contacts with 
the industry. 

As a matter of fact, although not an “old iron puddler,” my earliest 
experiences with a steel mill go back to the days when the iron puddlers were 
really an important factor in the production of iron. As an engineer with the 
Westinghouse Electric Corp., I was sent in 1907 up to the Clairton Works 
then recently acquired by the newly formed United States Steel Corporation. 
This was an oldtime mill with practically all equipment steam engine driven 
but Westinghouse had put in some motors. They were giving trouble and it 
was my job to locate this trouble. I well recall the appearance of this mill 
with its great steam engines and the enormous amount of hand labor that 
went into all of the mill operations. The same thing seemed to be true at 
the Homestead mill which I later visited. While on the test floor at the 
Westinghouse East Pittsburgh shops I also worked on the then new Ilgner 
flywheel motor generator sets which provided the technical base for the electrifi- 





3 g2S2 





e = 
e down 


1ed but 
1 enjoy 
10st ex- 
nmittee 


llows :) 


NG Iron 


Church, 
mist. I 
sed the 


rice, the 
1 charge 
‘his con- 
proceed- 
various 
ragency 
Marshall 
*$ under 
xr, AS ac- 
1 States 
mbodied 


; to the 
ore that 
p of the 
ed steel 
eel Sub- 
nuously 
ndustry 
extreme 


College 
discuss 
produc- 


iderable 
ngineer 
rk, and 
‘ts with 


earliest 
rs were 
vith the 

Works 
oration. 
» driven 
2 and it 
his mill 
yor that 
true at 

at the 
r Tigner 
electrifi- 





Lo 


ee TT 


rrr rr rere 


ADMINISTERED PRICES 5577 


cation of the rolling mills themselves, and the later developments of high-speed 
steel rolling. 

It is almost as difficult to visualize the changes that have taken place in 
steel production facilities and methods in the 52 years since my first contact 
with it, as it is to stop an oldtimer from reminiscing. 

Up to the 1950’s there really had been very little basic change in steel tech- 
nology—mostly everything bigger and faster—with better control of quality. 
Of course, the costly byproduct coke ovens had replaced the wasteful beehive 
ovens and electric furnaces had come into general use. Materials handling 
was vastly improved and continuous high-speed rolling of sheet and strip had 
greatly reduced manpower requirements. Similarly, continuous tinning and 
galvanizing had further eliminated labor. But these essentially Were all im- 
provements or changes in detail, not in basic technology. 

One important development, growing out of basic theoretical research by, of 
all things, a professor who never puddled iron, was the proposal to increase 
the wind rate on a blast furnace and by a double seal on the furnace top raise 
the top pressure and prevent the dust from flying over the landscape. The 
professors, now several, and Arthur D. Little figured it would also substantially 
increase the capacity of a given blast furnace. United States Steel and the 
industry, as represented by the American Iron & Steel Institute, wouldn’t have 
it, according to reports. At any rate, the exigencies of World War II and its 
unprecedented demand for hardware led the Government to tie the new system 
to a big—then the biggest—furnace which Republic Steel accepted as Furnace 
No. 5 at Cleveland. Its operation more than justified the theoretical calcula- 
tions of some 20 percent increase in capacity for a given furnace size. In other 
words, a blast furnace of 1,200 tons nominal capacity should produce over 1,400 
tons daily. The Republic furnace had some 6 or more years of continuous 
operation before being blown down and it has produced over 1,600 tons daily, 
as I recall from the data. 

In my work with the Wherry Small Business Committee I soon found in 
1947 and in 1948 and 1949 that the steelmaking capacity of the industry, making 
allowance for operating at better than 100 percent capacity, was insufficient to 
serve the real demands of industry for steel. The steel industry was resolutely 
opposed to increasing capacity to produce iron and steel. The industry posi- 
tion as stated by Mr. Sykes, then president of Inland Steel Co., and supported 
by Mr. Tower, then head of the American Iron & Steel Institute, was that ingot 
production of about 76 million tons would satisfy requirements in 1950 and per- 
haps 78 million tons in 1955 and that the then capacity of 90 million tons was 
more than adequate. Louis Bean in his appearance before the Steel Sub- 
committee contended vigorously that production of 100 million tons was re- 
quired to support full employment of the labor force in the period 1947-50. 
Mr. Bean was derided by steel industry spokesmen but again the “long-haired 
theorist” was correct. Ingot production in 1950 was nearly 97 million tons 
and in 1955, 117 million tons with capacity at nearly 126 million tons compared 
with the industry’s “comfortable” 90 million tons capacity. Some of the mem- 
bers of this committee well remember the arguments in this matter. 

The industry’s real position, although not so expressed as I recall, was that 
added capacity would cost money, that the long-term operating rate, break-even 
point, was 70 percent of capacity, as stated by Mr. Sykes and that the industry 
could not make money at a rate of 60 percent of capacity, stated as the historical 
average. Mr. Gardner, who I believe follows next on the agenda, showed 
some rather remarkable figures on steel industry break-even points in his 
testimony of October 30, 1957. Of course they vary company by company, but 
the trend appears to be in the direction of lower break-even points. 

In considering the possible effect of adding capacity, a manager would likely 
consider at least one policy factor and two cost factors. 

Considerations involving policy might (I don’t say they do) involve the 
prospect that any substantial increase in capacity might result in such industry 
overcapacity at times as would cause price cutting. However, they just don’t 
do it that way. When demand drops, United States Steel cuts off furnaces 
and the others follow suit. 

The cost factors are those of investment and operating costs. One can 
sympathize with the managers of an enterprise when they are faced with these 
fiscal problems but it is easy to lose sympathy when the industry apparently 
thinks only of additions in terms of high cost traditional equipment. 

Pig iron and scrap were in short supply. It was possible, however, to add 
substantial capacity through top pressuring suitable existing blast furnaces. 
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The investment would be much lower than required to build new furnaces, 
Since the coke rate was substantially reduced under top pressuring and there 
would be no significant increase in manpower to obtain the increased output, 
here was an opportunity to obtain increased metal capacity on an economy 
basis. The industry as a whole failed to convert to top pressuring even where 
practicable and there was less increaese in pig iron capacity than needed to 
meet requirements safely and to avoid increases in scrap iron prices. 

The only other important technological developments that were approaching 
commercial practicability in the late 1940’s was the rise of oxygen in open 
hearths and continuous casting. Both developments already showed promise 
but much had to be done, especially to produce tonnage oxygen cheaply. At 
any rate, the steel capacity buildup to take care of the Korean situation pro- 
duced certificates of necessity and quick writeoffs. The Defense Act of 1950 
provided a good vehicle to set up incentives to utilize new technological de- 
velopments that might have saved substantial investments and consumption of 
scarce materials. There is no evidence that such possibilities were seriously 
explored. It appears in fact that the enormous writeoffs sanctioned under the 
certificates of necessity went for high-cost installations of conventional iron 
and steel making facilities. 

Industry leaders contended for some years that it cost $300 per ingot ton 
to build a steel plant—just what kind of a plant, how big, and where, were not 
stated. The cost was later raised to $350 per ingot ton, still a nice round 
figure with little demonstrated validity but with widespread public agreement 
by large and small steel producers. 

What would be the.effect on such estimates of the substitution for conventional 
facilities of technological developments that have now proved their commercial 
worth? Chief amongst these for “tonnage mills,” or, in fact, for almost any 
integrated mill are: Ore sintering or beneficiation, coal cleaning, top pressuring 
blast furnaces, oxygen converters or open hearth oxygen top lances. 

Other technological developments which at present appear to fit more definitely 
into smaller operations but which also show great economies both of capital 
and of operating costs are: continuous casting, Sendzimir planetary mills. 

Continuous casting and a planetary mill fit together for a continuous stream- 
lined operation. Atlas Steels, Ltd., Welland, Canada, has such an installation 
which I have visited. 

Technological changes which do not appear to fit within the “tonnage steel” 
concept tend either to be summarily dismissed or to be explored inadequately 
or in the wrong frame of reference. 

Overlooked also is the fact that a big steel mill often is a combination of a 
number of rolling mills, built around a supply of metallics in the form of pig 
iron, hot or cold, and a scrap pile, anda series of furnaces to convert the iron 
to steel. 

Some of these rolling mills are inherently “tonnage mills.” Plate, rail, 
structural sheet, and strip, continuous galvanizing, and tin mills represent this 
class. 

The merchant bar, rod, and skelp mills by contrast are inherently what might 
be called “low tonnage mills.” Actually, in the aggregate, these mills accounted 
for about 28 percent of steel shipments of rolled steel products in 1956 as 
reported by the American Iron & Steel Institute, as shown below : 
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Million 
net tons 


Percent 
——_—_—— a rebated 
Total production, all hot rolled iron and steel.........-..----.------------- 89.3 100 
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1 Could also be produced in a small tonnage mill equipped with planetary mill reducing slabs from con- 
tinuous casting. 
2 Well adapted to production by continuous casting. 


There is no reason why, for example, small tonnage mills as indicated in 
the table above could not rely on oxygen converters with their rapid cycling 
output of steel to be fed through continuous casting machines to provide billets, 
slabs, ete. for conventional merchant bar and rod rolling mills. The Sendzimir 
planetary rolling mill could also provide continuous rolling for the production 
of basic strip steel. 

As you will note from the table, this kind of business accounted for 25.5 
million net tons of steel out of total production of hot rolled iron and steel 
of a little over 89 million tons. Expensive factors in the addition of capacity 
to a steel mill are such items as soaking pits and heavy blooming mills and their 
entire train of accessory equipment, all this to roll a 25-ton ingot down to a 
4inch billet, when this capacity could be used to much better advantage to 
roll heavier structurals, plate, slabs, etc. To replace for merchant mill require- 
ments this expensive train of equipment you would need no ingot molds, no 
soaking pits, no blooming mills and all the accompanying buildings and acces- 
sories; merely the continuous casting shop and the merchant mill equipment 
which you would have anyhow. If you were short of open hearth or electric 
steelmaking capacity, you could substitute the much lower cost oxygen converter. 
This has a further advantage that if for any reason demand drops off sud- 
denly, the oxygen converter can be taken out of service much more quickly 
and at less expense than would be required to shut down an open hearth. Here 
are substantial savings in investment and in operating costs which could release 
both steelmaking and rolling mill capacity normally tied up for light stuff so it 
could be used on the heavy tonnage mills. 

When you are talking about a 28 percent factor in the business, it seems to 
me reasonably clear that some of these new developments are worthy of care- 
ful scrutiny, and that here perhaps is one direction in which costs could be 
cut substantially and consequently the price of steel. 
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It should be borne in mind also that the products of the merchant mills plus 
strip are most in demand by the relatively small processors or converters of 
steel. It was the experience of the steel subcommittee of the 80th Congress that 
most of the troublesome shortages lay in this area of production. 

In 1947 at the height of the gray market-daisy chain system of steel distri- 
bution, I called on numerous manufacturers in the Ohio Valley, Chicago, Wis- 
consin areas in an effort to determine the nature of the impact of steel shortages 
on processors. 

I found as I had reason to suspect that the worst sufferers from the steel 
shortage were the smaller concerns and those that were in a line competitive 
with their steel mill suppliers. In the latter class the executive vice president 
of a large fabricating concern said brightly, “Oh, yes, they take care of me very 
well.” When I asked about price, his face clouded and he said, “I don’t mind 
the base price, which they don’t raise, but it’s the extras that they raise and 
which I can’t explain to my customers when they know there has been no 
change in the base price.” 

The new technological developments also present an opportunity to create 
a series of relatively small decentralized steel producing units located close 
to ore bodies not now of much utility to the very large steel mills. This, of 
course, presupposes the development of an economical and commercially prac- 
ticable method for reducing various types of iron ore to a form which could 
be used as a substitute for scrap in the electric furnaces or as feed stock toa 
cupola to provide hot metal for an oxygen converter. Actually there are sev- 
eral direct reduction processes in the works, and consideration is also being 
given to the perfection of low temperature reduction processes similar to the 
Krupp-Rem process. 

Prior to the centralization of iron and steel production in Pittsburgh and 
surrounding areas there was a substantial iron ore industry along the Alleghe- 
nies which accounted for about 2.5 million tons of iron and continued in opera- 
tion well into the 20th century. The last remaining merchant furnace of this 
era, E. & G. Brooke, still in operation, was acquired by Colorado Fuel & Iron 
Co. a few years ago. There probably isn’t any chance for the development of 
a line of independent plants, as suggested above, but it would be one way to 
start competition if the plants were really independent with respect to supply 
of iron ore and other raw materials, and providing it did not cost too much to 
beneficiate the ore to a usable state for direct reduction of other nonblast 
furnace type of reduction. The only other means for providing real competi- 
tion at the present moment is through importation of steel products. That this 
matter is causing concern is indicated by the various press comments recently and 
by a recent application for relief through the escape clause of the Tariff Act 
as filed by four semiintegrated steel producers before the Tariff Commission. 
I was a consultant in this case for the importers, and was very interested in 
the decision of the Tariff Commission which was to the effect that the domestic 
steel producers were not seriously injured by this competition since they were 
earning 12 to 14 percent on net sales. 

The question at issue in this matter, of course, is the steadily increasing 
price of iron and steel and the adoption of some means to require the very large 
and highly concentrated companies to place their proposals for a price increase 
before a duly qualified government agency so that these proposals can be 
examined under the white light of publicity. 

Given the adoption of some such means as embodied in §S. 215, one question 
that arises is the effect on the cost of producing steel and presumably on the 
price structure of technological developments in the steel industry. There is no 
doubt that there has been a substantial gain in the efficiency of production in 
many companies since World War II. It would be strange, indeed, if the 
improvements that have been made in the facilities, in the speedup of operations, 
and in increased efficiencies of blast furnace and open hearth operations should 
not have provided offsetting economies to increased costs of labor. The industry 
spokesmen—Mr. Blough in particular—would have us believe that the increased 
productivity is more than offset by increased wages; hence prices must go up. 
It would be interesting, indeed, if they would only go down a little, to show 
that we are on a two-way street. 

I believe that the adoption of a reasonable amount of the new technological 
developments mentioned above would, especially if applied to the merchant mill 
area of steel mill operation, provide further economies both of capital and of 
operating expense that would justify decreases in prices, especially of merchant 
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steel. The only trouble here is that we might again get into the price difficulty 
which Senator O’Mahoney probably well remembers when he and Senator Taft 
interrogated Mr. Fairless in 1948 regarding increases in prices of semifinished 
steel instituted by United States Steel and Bethlehem. Senator Taft could not 
understand why United States Steel had to raise the price of semifinished steel a 
few million dollars and why, furthermore, they did not pass the same increase 
along to their own subsidiaries, who were consumers of semifinished steel 
produced by the corporation. The answer to the puzzle came later when United 
States Steel cut the price of consumer products—nails, fence wire, etc.—also 
produced by the semiintegrated producers who were buyers of semifinished 
steel. These producers were thus put into a real squeeze. 

Mr. Fairless, in his statement before the committee (hearings before the 
Joint Committee on the Economic Report, 80th Cong., 2d Sess., Mar. 2, 1948, 
Increases in Steel Prices.) said in part: 

“Of course, everything that we make in finished-steel products begins with 
semifinished steel. We could take position, as many steel companies do, but 
they are not manufacturers of semifinished steel for sale, and they do not sell 
semifinished steel. They use it in their own business. The United States Steel 
Corp. today, and all during the war and all during the past 7 or 8 years, could 
use in its own operation every pound of steel that it makes, that is, every pound 
of steel that is made, but it should be fair to the nonintegrated and smaller 
steel companies who are dependent upon the steel corporation largely, and 
others within the industry to a smaller extent, to furnish them the semifinished 
steel so that they in turn can make a sheet or a strip or a cold-finished bar, 
or the many products that are manufactured from it.” 

It may be interesting to go back to the debates which took place in 1914 
during the consideration of thhe Federal Trade Act. Warren W. Bailey, a 
Democratic Representative from Pennsylvania, commented at length on the 
proposed legislation. Extracts from his statements which seem to be pertinent 
to our problems today follow: 

“The people of the United States during the last quarter of a century have 
witnessed a concentration of wealth or power so enormous as to be appalling, 
and this concentration still goes on with hardly a sign of abatement. * * * It 
has marked an industrial change more startling by far than any that has ever 
before been recorded in the history of the world. * * * It is not my purpose here 
to detail the frightful process of concentration. Let me, rather, invite a con- 
sideration of the situation in its moral phase. * * * Concentration in itself is 
not a bad thing. * * * A thousand men working together cann do more than a 
thousand times as much as one man working alone. * * * And in like manner 
the concentration of capital is in the direction of economy. The harm * * * 
must be looked for elsewhere. And we shall find it perhaps in the special 
privileges with which certain aggregations of capital have surrounded and 
buttressed themselves. These special privileges * * * all possess a common 
character; they involve the use of a private taxing power. * * * It should 
be observed that trusts do not attempt to corner the north wind. They seek 
to get control of things that are limited in quantity, and so every really effective 
trust in the long run must be one that is in some form a landlord. * * * The steel 
trust finds its strength in the ownership of ore beds. The same is true of the 
copper trust. * * * The strength of a monopoly is in taxing power. Never in 
the service it may render. Always in that which it may withhold. [Italic 
supplied.] Thus it happens that a monopoly which today can levy but a trifling 
tax upon the public is tomorrow able to impose a crushing burden of tribute.” 


Senator Harr. The next witness is Dr. Joel Dean of Columbia 
University. 

We have received from you a written statement, Dr. Dean, and as 
very likely you know, the record will include this statement in full. 
If - care to omit any portion of it, it will nonetheless appear in the 
record. 

_I would suggest to you, sir, that you explain the Joel Dean Asso- 
ciates to us at the outset. 
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STATEMENT OF JOEL DEAN, COLUMBIA UNIVERSITY AND JOEL 
DEAN ASSOCIATES, NEW YORK 





Mr. Dean. Joel Dean Associates is a firm of consulting economists 
of which I am president. 

My name is Joel Dean, and I reside at 14 Hopke Avenue, Hastings- 
on-Hudson, and in addition to my association with the consultin 
firm, I am professor of business economics at the Graduate Schoo 
of Business of Columbia University. 

(A sketch and list of Dr. Dean’s publications may be found on 
p. 5838.) 

Mr. Dean. My statement has four parts. 

Senator Harr. Dr. Dean, may I ask if your presentation is as a 
faculty man, or on behalf of persons who have retained Joel Dean 
Associates ? 

Mr. Dean. These views are my own views. They are the views of 
an economist who not only teaches school, but has opportunity to ob- 
serve the operation of our economy on the fighting front, so to 
speak. 

"aii Hart. Thank you, sir. 

Mr. Dean. My statement has four parts: 

First, the inflationary problem, and the objectives of S. 215. 

Second, an analysis of the probable effects of the bill, its good 
features and the anti-inflation effects, antimonopoly effects, income 
distribution effects. 

Third, some administrative problems which I foresee, and 
Fourth, some alternative remedies. 



























I, INTRODUCTION 





A. Inflation problem 


The subcommittee has before it an important aspect of what is per- 
haps our Nation’s most urgent problem for the next 50 years, namely, 
how to promote maximum sustained economic growth. Inflation can 
be a serious threat to achieving sustained growth. 

Insofar as the problem is demand-pull inflation, it can be regarded 
as technically solved, with some practical reservations. Monetary 
and fiscal methods for abating an excess of demand are well under- 
stood. Difficulties of gaging intensity and timing of the forces at 
work make this solution hard to apply; but major inflation of this 
type is avoidable. Application of Laie tools in this field may be 
hampered, however, by partisan politics, pressure group obstruction, 
or distraction of public attention. 

Insofar as the problem is cost-push inflation, it is unsolved, because: 

1. A cost-push may create inflation during recession or even in & 
fairly serious depression. There are historical parallels to our recent 
experience: France in the 1930’s; United States of America in 1933-34. 

2. 'To abate demand by monetary-fiscal methods may create avoid- 
able unemployment without stopping the price rise. 

3. Direct controls of wages and prices are not workable in peace- 
time, and would have very undesirable side effects. 

For the purpose of this subcommittee, we need not attempt to 
determine whether union monopoly power or management pricing 
discretion came first in the development of cost-push inflation. Your 
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interest is in searching out remedies which will interfere as little as 
ssible with the functioning of our marvelous competitive system. 

Ie is to this end that I will direct my comments upon the proposed 

bill S. 215. 

B. Objectives of bill 8S. 215 

What is the bill designed to accomplish? I think we can usefully 
distinguish three areas in which it may be intended to have beneficial 
effects. 

1. Anti-inflation—It is hoped that the bill may help brake the 
“cost-push spiral.” 

2. Antimonopoly.—It is hoped that the bill will counter the mo- 
nopoly power in certain highly concentrated industries. 

3. Income redistribution.—Implicitly, at least, the bill aims to dis- 
tribute future national income differently than will otherwise be the 
case. 

II. ANALYSES OF PROBABLE EFFECTS OF THE BILL 


A. Good features of the bill 


This bill has some good features : 

1. It wrestles with the central problem of a cost-push inflation, 
namely that in industries sheltered from the full blast of competition 
management may not sufficiently resist labor’s demands for wage in- 
creases that are in excess of productivity increases. 

2. It leaves collective bargaining free of outright governmental 
intervention and participation, relying on price notification and pub- 
licity to strengthen the resistance of management to union wage 
demands. 

3. It attempts to leave the pricing decision where it belongs in a 
free enterprise economy, avoiding direct governmental control of 
prices and of wages. 

4, It avoids the creation of any additional administrative agencies. 


B. Anti-inflation aspects of the bill 


As to the anti-inflation effects of the bill the big questions are: 

1. Do management’s policies significantly influence inflation ? 

2. Will the bill affect the appropriate sectors of the economy ? 

3. What criteria will distinguish between price increases that are 
inflationary and those that are not ? 

4. Will notification and publicity work as a control technique? 

In tackling the first three of these questions we shall assume that 
publicity could effectively control the selected prices. 

1, Management policies as an influence on inflation—This bill im- 
plies that manufacturers’ pricing policies can have an important 
influence in causing or preventing inflation. This proposition fre- 
quently has been put forward, but never has been proven. The in- 
ability of individual managements to stem inflation by executive fiat, 
on the other hand, has been frequently demonstrated. For example, 
during the — postwar inflation leading manufacturers, spurred by 
Presidential exhortation, tried fruitlessly to stem the inflation by use 
of their pricing discretion. Ford, General Electric, and International 

arvester were among the victims of this abortive effort. 

In this regard, I would distinguish two things, between (a) man- 
agement’s effect upon inflation by the degree of resistance manage- 
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ment offers to union wage demands, and (b) management’s effect 
a inflation by its pricing decisions in the light of given costs, 

either squeezing profit margins nor preventing increases in margins 
can be quantitatively important in stopping an inflation spiral, in 
my opinion. Profits before taxes normally run between 8 and 11 

ercent of sales and 4 to 6 percent after taxes. I think the only way 
in which a bill that restricts management’s pricing discretion might 
restrain inflation would be to stiffen management’s attitude toward 
wage hikes. But, because wage increases will surely be an acceptable 
justification for price increases, this bill, in my opinion, will add 
nothing to management’s resistance to wage demands. 

2. Selection of industries which will be affected.—This bill also 
implies that control of a relatively small number of key prices will 
restrain advances in the overall price level. This doctrine of selective 
controls is founded on the premise that some prices are strategic or 
critical and that these can be identified. 

In a demand-pull inflation such as we experienced during World 
War II, selective controls failed because the pressure of excess pur- 
chasing power popped out in the uncontrolled sector and also perhaps 
because there was no effective control of labor prices. Selective price 
controls seem to offer more promise in a cost-push inflation. But they 
still operate on symptoms rather than on causes. Moreover, even if 
we presume that there are strategic prices in cost-push inflation that 
could make selective controls effective, it seems to me that this bill 
will not necessarily strike at such strategic prices. 

If there are strategic prices they derive their importance from 
the fact that they enter early and often into the cost structure of 
producers. Thus labor prices are strategic prices; if they all move 
together, they would instantly and significantly affect the cost of every 

roducer. Thus steel is frequently singled out as strategic, perhaps 

ecause it significantly affects the cost of more producers than does 
any other manufactured commodity. Consumer goods, on the other 
hand, do not directly affect the’ cost of any producer. Consumer 
goods prices influence the cost-push spiral only in a relatively slow 
and roundabout way by providing workers with an additional in- 
centive to seek wage increases. Even then the effect on the inflation 
spiral is considerably diluted because not all consumers are workers. 
Price control by publicity, however, will tend to have greater effect 
upon consumer goods than upon producer goods. The main reason 
why publicity could restrain price increases is fear of adverse effects 
on sales. But this force works primarily on manufacturers of con- 
sumer products. 

Automobile sales for example, can suffer from publicity because 
buyers’ knowledge is imperfect and purchases are emotional. Steel 
sales, on the other hand, are unlikely to suffer because pricewise pro- 
fessional buyers of steel have little to learn from publicized price 
increases and no emotional involvement in the inflationary process. 

Thus, we see that the prices which are strategic for inflation control 
are not the same prices which are most. sensitive to control by pub- 
licity. Moreover, both groups may be different from prices selected 
by this bill; namely, prices of large firms in highly concentrated 
industries. 

3. Criteria for justifying price increases.—This bill implies the 
existence of (1) criteria, (2) facts, and (8) judgment required to 
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distinguish in public hearings between (a) price increases that are 
justified and (6) those that are unnecessary and unwarranted. 

As to criteria, what will be the tests of justifiable cost-price relation- 
ships? Who will formulate them? Will they be spelled out in 
advance ¢ 

Among the possible tests are the following four: 

(a) Public utility tests.—Prices equal to cost plus a rate of return 
equal to the company’s cost of capital. 

(0) Trend-of-improvement test.—Price increases that maintain the 
preinflation trend of the company’s rate of return on investment. 

(c) Cost pass-through test.—Prices increase enough to cover direct 
pass-along of cost changes that are outside the company’s control. 

(d) Preinflation cost-price formula test.—Price increases that con- 
form to company’s preinflation cost-plus formula. 

As to facts required to apply these criteria at the hearings, require- 
ments need to be established. Costs underlie all these criteria and 
cost data are meaningless without specification of what costs are 
relevant, how they are measured and how allocated. Witness our 
experience with the “cost justification” section of the Robinson-Pat- 
man Act. These cost rules can’t be written without much study and 
consultation with the affected firms. 

Using these facts to apply the criteria will require discriminating 
judgment to pick out unjustifiable price hikes. Who will exercise 
this judgment? The Congress? The FTC? Or the general public? 

Changes in price of any product or service can reflect three forces: 

(a) Changes in the general level of prices (inflation) ; 

(6) Changes in the demand and saa conditions peculiar to that 
product, or adjustments in relative prices, or 

(c) Arbitrary decisions by firms or organizations exercising dis- 
cretionary contro] over the price of the product or service. 

The general public cannot in practice distinguish between these 
three forces for each of thousands of products made by highly con- 
centrated industries. The publicity contemplated under this bill 
will not enable the public to make these distinctions. 

4. Publicity as a price control technique.—Even if selective price 
controls by notification and publicity were fully effective, i.e., kept 
the selected prices from rising, this technique would share some of 
the disabilities of fiscal policy and tax policy as a means of controlling 
inflation. ‘These classic anti-inflation controls operate successfully 
to shut off a demand-pull inflation, but they take time to institute; 
hence the impact of any given dosage is delayed and uncertain. The 
technique proposed by this bill appears at first blush to be more selec- 
live, more certain and more immediate. 

These superiorities, however, are likely to prove illusory. Although 
more selective, this bill would not select the right prices. Whether 
publicity will work at all is unknown; how fast public opinion 
would be mobilized is entirely guesswork. This is not a perfectionist 
quibble; the essence of inflation control is the timing and dosage of 
restrictive medicine. Nothing is really known about either for this 
hew wonder drug. 

Up to this point I have assumed that the net effect of the proposed 
publicity would be to restrain the rate of price increase in the selected 
industries. Next I would like to point out some reasons for believing 
that the net result of this bill in the long run will be to speed up 
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increases in prices and wages, unless the bill leads to compulsory 
controls. 

The effect will be inflationary for four reasons (as I see it) : 

(1) American management is amazingly adept at achieving what 
it is motivated todo. At present, the focus of management thinking 
in the area of pricing is upon demand analysis, improvement in com- 
petitive position relative to rivals and relative to substitutes, outside 
the industry. Management now devotes more time to ways of making 

rice reductions possible than to techniques of justifying price 
increases. But if this bill is passed, getting and publicly justifying 
price increases will become an important executive assignment in 
many corporations (as it has in public utilities). 

Mr. Drxon. You say management now devotes more time to ways 
of making price reductions possible than to techniques of justifying 
price increases. 

Would you say that the record of the prices and practices in the 
steel industry justify that statement ? 

Mr. Dean. I think so. My point is that the vast portion of man- 
agement’s time in that industry as well as in industries that I am 
more familiar with is spent in technological advances, decisions about 
capital expenditures to embody these labor-saving and cost-reducing 
and product-improving research and machinery advances and in 
cheaper and better selling, all for the purpose of gaining a competi- 
tive advantage which generally takes the vm of a direct or indirect 
price superiority ; a better product for the same price, a more attractive 
package for the same price, or a lower price. 

Mr. Drxon. My question is prompted by the fact that since 1946, 
only for a very short period in 1948, I believe, were prices decreased 
on finished products. Then shortly thereafter those prices were raised 
because the large integrated companies were putting their fabricators 
in a vise and squeezing them. Prices were raised after a hearing 
before a congressional committee. 

I know of no price decrease of ahy substance at all that has occurred 
in the steel industry since 1946. 

If the steel companies had been very busy, as you point out here, it 
looks like some way or another they might have discovered some area 
to exercise this judgment you are talking about and would have 
reduced prices. 

Mr. Dean. I suppose that you and I may not be quite talking 
about the same thing. 

My point is that now management’s attention and energies are 
focused as far as pricing and other strategies are concerned on get- 
ting the best of competitors inside the industry and outside the in- 
dustry, trying to find ways to give the people more for their money, 
lower prices or better products. 

Now, in doing so, they have to run uphill against wage rate 
increases and however fast they try to run, it may be that the esca- 
lator is moving even faster, and they may be standing still or slipping 
backward, as evidenced by the final pricing outcome. 

But my point is that they work under a situation in which manage- 
ment is rewarded for its success in getting approval of price in- 
creases, either at a public utility commission hearing or at the bar 
of public opinion. 
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I would say the insensitivity to management would be changed 
and management’s effort would be correspondingly shifted. 

Mr. Dixon. You are familiar with the fact, are you not, that be- 
tween 1953 and 1959 the steel industry managers, after paying the 
labor increases that were necessary, were able to raise their profits 
from $7.50 to $20 per ton ? 

Mr. Dean. I am not familiar with that fact. 

Senator Kerauver. All right, let’s continue with the statement. 

Mr. Dean. Yes, sir. 

(2) Price leadership and conscious parallelism in pricing will be 
facilitated in many industries. Price followership will tend to be 
made more prompt and more faithful because communication of 
pricing intentions will be improved, because the price leader will be 
more clearly designated and more permanently established perhaps 
(by the reputation of his “Price Justification Department”) and 
because the notification requirement itself will tend to hasten the 
reactions of rivals to price increases. 

(3) The overall effect of public justification of pricing decisions 
will be a tendency toward cost-plus economic system rather than a 
profit-and-loss system. ‘The Government’s own experience with cost- 
plus pricing should provide ample proof that this is not the way to 
reduce prices. 

(4) The reaction of the public to price notification procedures will 
weaken the battle against inflation because the spectacle of the Fed- 
eral Government tilting ineffectually with windmills will tend to 
destroy confidence in the Government’s ability to control inflation. 

For these reasons it seems to me likely that when the dust settles, 
and both management and the public have adapted to the changed 
environment, the net effect of this bill will be to make price increases 
larger and earlier than they would otherwise be. 


0. Antimonopoly aspects of the bill 


The bill seeks to limit the pricing discretion of large firms which 
are in concentrated industries. These criteria are intended to select 
firms with greatest market power, i.e., greatest discretionary control 
over prices. 

The legislative and judicial history of antitrust shows plainly that 
neither size nor industry concentration ratio is an adequate index of 
market power, even when the market (that is, the “line of commerce”) 
is correctly defined. For the Federal Trade Commission to conduct 
the extensive economic studies that would be required to find out 
which corporations do in fact have greatest market power will tie up 
more of the Commission’s resources than supporters of this bill 
planned. 

But even if the proposed public hearings were successfully di- 
rected at industries and firms with substantial market power, and 
even if some temporary price restraint results, this bill would not 
get at the source of market power. Unlike the Sherman and the 
Clayton Act, it seeks only to restrain the use of this power, not to 
extirpate it. 

We should note also that this bill does not even touch upon the area 
of the most important monopoly power at the present time, namely, 
organized labor. 
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D. Income redistribution aspects of the bill 


The bill seeks to restrain price hikes only in selected industries, 
It seeks to prevent these prices from going “out of line” with other 
prices. Thus, at least implicitly, it is an attempt to regulate relative 
prices, with a corresponding redistribution of income. Presumably 
the shareholders, managers, and workers in those industries that are 
subject. to the bill would, in the long run, receive a smaller share of 
the total national income than would otherwise be the case. In its 
income distribution aspects as well as in its anti-inflation and anti- 
monopoly aspects, the bill is undesirable I believe for the following 
reasons: 

1. The bill attempts to bring about a stable average price level 
(which almost everyone agrees is desirable) by impeding flexibility 
in the adaptation of individual prices to their demand and supply 
conditions (which almost everyone agrees is undesirable in a free 
economy). For example, an increase in the price of a product rela- 
tive to other prices has two desirable effects: 

(a) It discourages consumption of a product which is in short sup- } 
ply as indicated by its price; and 

(6) It encourages expansion of production and of capacity which, 
in the long run, will have the effect of bringing the price down, and 
is the only thing that will bring the price down. 

The longrun development of our economy is regulated by a sort 
of thermostat of relative prices and profits. Working like your home 
furnace control, this thermostat signals for entry and expansion to 
eliminate shortages, and signals for exit and contraction when ¢a- 
pacity is excessive. Tinkering with this price-profit thermostat is 
dangerous even if done by experts. Tinkering by the general public, 
through goldfish-bow] pricing, might be catastrophic for the growth 
and balanced development of our economy. 

9. If effective in changing relative prices, the bill will distort the 
allocation of capital, labor, and management, flowing it away from 
industries that need it most. Bad allocation, although a hidden cost, 
could be a big one. This injury is cumulative as well as hidden and 
could take many years to correct. 

8. Any redistribution of income that results would be capricious. 
When prices are restrained in one sector of the economy and purchas- 
ing power is adequate to support inflation, it’s hard to predict where 
the price pressure will pop out. If income shifts are desired, there 
are more effective and predictable ways of achieving them. 


FE. Effects on resiliency of the economic system 


1. Price flewibility.—The price notification procedure would im- 
mediately introduce greater inflexibility in the pricing practices of 
the affected industries. Companies which might otherwise adjust 
prices upward and downward in response to fluctuating demand will 
be motivated to avoid downward adjustments because of the difficulty 
of reestablishing higher price, later on. Price notification would 
especially tend to discourage experimental and informal price changes 
that give buoyancy to a competitive structure. 

2. Cyclical fluctuations—(a) The combination of delay and ex- 
pense of price notification would give companies an incentive to mint- 
mize the number of price increases, perhaps having one large in- 
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crease instead of four small ones. If so, this might reduce somewhat 
the effectiveness of price in dampening cyclical fluctuations of pro- 
duction and employment. 

(db) Requiring advance notification of price increases would facili- 
tate stocking up and thus induce and reinforce inventory cycles, 
thereby promoting short-run cyclical instability of the economy. 

The third part of my statement covers administrative seekiied 


Ill, ADMINISTRATIVE PROBLEMS 


Any significant economic legislation encounters practical difficulties. 
This bill is no exception. To make certain that the benefits of the 
legislation will clearly warrant the cost and complexity, the subcom- 
mittee should be aware of some of the administrative problems 
arising from (1) number of products, (2) product modifications, (3) 
structure of prices, (4) justification costs, (5) processing costs. 

1. Number of products—The number of products whose prices 
would be subject to notification and hearings is indefinite but vast. 
For example, the Western Electric Co. sets prices on over 50,000 
products and about 150,000 piece parts. Would. a change in the price 
of each of these involve notification and a possible hearing? Could 
any index numbers of the average level of a company’s prices be so 
constructed as to be a practical criterion of price change ? 

2. Product modifications.—Except for a few basic commodites, 
the product itself won’t hold still. Modifying and improving the 
product is a major dimension of modern competition. Price notifica- 
tion might in some instances be avoided by product deterioration. 
Product improvement might in some cases be discouraged if it en- 
tailed notification and hearings. In any event, the administrative 
task of distinguishing between (1) a true increase in price of a con- 
stant product and (2) a price change brought about solely by a prod- 
uct improvement, would be difficult and arbitrary in many industries. 

3. Structure of prices—-Many companies have an elaborate web 
of prices reflecting differences in terms of sale and levels of distribu- 
tion. For example, distributor discounts, quantity discounts, service 
differentials, financing discounts. Would a change in any one of 
these dimensions of a company’s internal structure of prices require 
notification and hearings? If not, how could it be ascertained that 
an “undesirable” price increase was not hidden by a change in the 
discount structure ? 

4, Justification costs —The nuisance and publicity harm of a price 
notification hearing will be about the same whether the increase is 
big or little. Management may find the best way to live with such 
a law is to put in for 10 percent blanket price increases for all prod- 
ucts routinely, thereby reserving its previous discretion to use as much 
or as little of the 10 percent as competitive considerations dictate. 

In the latter days of OPS some managements opened up pricing 
discretion in this way. 

5. Processing costs—The cost of having the Federal Trade Com- 
mission and the Attorney General hold hearings as proposed by this 
bill will be high. Important work in administering the antitrust pro- 
gram will be sacrificed. In view of the scarcity of people with the 
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requisite training and the handicaps of the Federal salary scale, this 
loss cannot be avoided by merely increasing appropriations. — 
In closing, I would like to suggest some alternative solutions: 


IV. ALTERNATIVE SOLUTIONS 


The approach taken by this bill cannot, I believe, efficiently attain 
any of its three objectives: (1) anti-inflation, (2) antimonopoly, (3) 
income redistribution. What alternatives ought to be studied? 

Our big economic problem is, I believe, to maintain an expanding 
economy and full employment without having inflation. Taking the 
long view, it is important to solve this problem with a minimum of 
Government interference by adopting Government actions which 
will catalyze the self-adjusting processes of a free economy. The 
cures suggested by this approach are long-range and hence not very 
dramatic or very effective in handling today’s inflation. But they 
are radical in the sense of going to the cause of the disease rather 
than treating its symptoms. Some of the more promising of these 
alternative remedies are the following: 

1. Preserve and intensify competition, chiefly by facilitating new 
entry and expansion of relatively small firms, and by encouraging 
research and capital investment because of its beneficial effects upon 


substitute competition and upon efficiency. What is called for is not 
more trust busting or union busting, but instead a constructive ap- 
proach to develop new competition that will erode and control the 
market power of existing companies and unions. 

2. Tear down the barriers to imports. Imports widen the arena 


of competition and thereby beef up the competitive restraints on mar- 
ket power of both management and labor. Free international trade 
can also check inflation directly. 

8. Reduce and eventually eliminate farm subsidies and price sup- 
ports, These subsidies are inflationary and distort relative prices and 
distribution of income and allocation of capital, labor, and talent 
among industries. 

4. Reexamine tax laws with a view to changing their impact on in- 
flation and upon competition. Specifically, I refer to changing tax 
laws to promote voluntary spinoffs and to avoid forcing privately 
held companies into the arms of mergers as a result of owners’ estate 
taxes, as a consequence. 

5. Encourage easier movement of labor both among occupations 
and among geographical areas. This would increase the antiflation 
effect of any given level of unemployment and would speed the auto- 
matic adjustments of a competitive economy to changes in relative 
prices. 

6. Commission competent independent scholars to make specific re- 
search studies of some of the controversial and complex issues in- 
volved in pricemaking decisions: 

(a) Price elasticity of demand.—For individual products, 
what amount of change in sales is likely to accompany a given 
change in price, if all other factors are held equal? Existing 
studies are few of price elasticity of demand are out of date, and 
in some cases suspect because commissioned by big corporations. 

(0) Substitute competition—Explore the role of substitutes 
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and imports in reducing the market power and pricing jurisdic- 
tion of large firms in highly concentrated industries. 

(c) Management’s resistance of wage increases—Find out 
what factors account for the difference among industries among 
companies in the degree of resistance to wage increases. Try to 

find out what might be done to strengthen management’s re- 
sistance in checking a cost-push inflation, especially whether pub- 
licity about management’s pricing policies would help to stiffen 
resistance. 

(d) Criteria for inflation control—Examine alternative cri- 
teria to discriminate between inflationary and noninflationary 
price increases. 

Now may I say, Mr. Chairman, that I appreciate very much the 
er ‘a submitting this analysis to you gentlemen. I hope it will 

e ; 

I will welcome any questions that you care to ask. 

Senator Kerauver. Thank you very much, Dr. Dean. We appreci- 
ate your paper and your appearance here. 

Mr. Dixon, any questions? 

Mr. Dixon. Dr. Dean, on page 3, following (2) and (3), you imply, 
to me at least, that the Federal Trade Commission will have to exer- 
cise judgment in proceedings contemplated by this bill. 

As I understand Senator O’Mahoney’s explanation of the bill, the 
Commission would primarily be responsible for conducting a public 
6 after which it would have to make a report setting forth 

dings. 

What is your judgment there, sir ? 

Mr. Dean. I may misunderstand the bill. I am carrying it a ste 
further in saying it seems to me that if this is going to do any good, 
somebod will have to exercise judgment and this judgment may be 
by the Commission—the Federal Trade Commission in its reports 
to Congress. 

It would seem to me very difficult to require a Commission to just 
say I had a hearing and the man said this. If the report is to have 
any significance to the members of Congress, I think the Federal 
Trade Commission would be tempted to exercise judgment. 

In any event, the public would be expected to do so. Otherwise, 
the clear light of publicity would not do its job. 

Mr. Drxon. On page 6, under the antimonopolistic aspects of the 
bill, you make this comment in a criticism of antitrust. You say: 
The legislative and judicial history of antitrust shows plainly that neither size 
nor industry concentration ratio is an adequate index of market power, even 
when the market * * *, that is, the line of commerce * * * is correctly defined. 

I have specific reference to the recent decision in the Bethlehem- 
Youngstown merger case. The judge in that case did not seem to 
have any difficulty. Would you agree that the judge was able to lo- 
cate the market and to render a decision that seemed to pretty well 
dispose of that matter, sir? 

Mr. Dean. I am not dissenting from the judge’s opinion in this 
case, of course. I am saying that at least, among economists and I 
believe also among the judiciary, there is a problem in trying to say 
that the concentration ratio and the size of the company are absolute 
and unequivocal indexes of market power. 
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If they were, we would not have so much fighting about this in the 
courts and Judge Weinstein would not have gone to so much trouble 
to clarify his position. 

I submit that it is still a very contentious ground, at least. 

Mr. Dixon, In connection with this bill, Senator O’Mahoney has 
repeatedly said that he is not wedded to the language that is now in 
the bill. What he is trying to do is do something about inflation 
and to set up requirements that would get to the heart of the prob- 
lem. He has asked for suggestions that would strengthen the bill or 
make the bill clearer. 

Do you have any suggestions different than the requirements that 
are set forth in the bill today to make it more meaningful in encom- 
passing those industries where the economy generally is sensitive to 
price increases ? 

Mr. Dean. You will recall in the close of my remarks I did suggest 
some alternatives. Perhaps they go beyond the scope that you have 
just requested. 

In my analysis I sought to point out (a) that the criteria that are 
here used may not pick out even the industries or the companies 
which have greatest market power; () that products where the 
market power is greatest are not, in my view, likely to be the same 
as the products that are critical or strategic in a cost-push inflation, 
and (c) that if the reliance is to be placed upon the spotlight of pub- 
licity, the products which will be most sensitive to that kind of con- 
trol are likely to be consumer products, products which are least likely 
to be critical or strategic for a cost-push inflation. 

Mr. Dixon. That is all. 

Senator Keravver. Dr. Blair? 

Mr. Buair. I will just summarize my reaction in the form of a 
comment, Professor Dean and if you care to, you may comment on 
my comment. 

It seems to me that Professor Dean has more or less assumed the 
nonexistence of the two conditionsewhich gave rise to the bill. These 
conditions were first, the possibility that prices are set in certain in- 
dustries largely apart from the snlhiaincs of the free play of market 
forces to which he refers so frequently in the statement; secondly, 
the possibility that in certain industries prices may increase to an 
extent greater than increases in costs. 

If those assumptions are made, then I would agree with him that 
the difficulties of administering the bill probably outweigh its pos- 
sible gains. ; 

However, if the assumptions are not made, the question then arises 
as to whether the possible gains offered by the biJl might be sufficiently 
important to offset the problems of administration which are outlined 
here. 

Senator Kerravuver. Do you wish to make any brief comment, 
Doctor Dean? 

Mr. Dean. I don’t agree that those have been the assumptions 
underlying my analysis. To the extent that the prices that will be 
selected for scrutiny in this bill are those in which the companies have 
great market power, as you suggest, they may be sheltered from 
competition. : : 

I think I have specifically noted that and raised the question as to 
whether those are the prices that would be: (a) sensitive to this sort 
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of control, or (5) strategic in a cost-push inflation, or (c) significant 
in a demand-pull inflation. 

Mr. Buatr. I was referring to your discussion beginning under the 
heading of (D). 

Mr. Dean. Income distribution ? 

Mr. Buatr. Yes. (D)1 particularly where you state: 

Attempts to bring about a stable price level which everyone agrees is de- 
sirable, by impeding flexibility in the adaptation of individual prices to their 
demand and supply conditions, which almost everyone agrees is undesirable in 
afree economy. 

Then later on that same page you refer to the undesirability of 
“tinkering” with this price-profit thermostat which is likened to the 
play of free-market forces. 

I just submit that it is the very absence of that condition which, in 
my understanding, gave rise to the bill in the first place. 

Mr. Dean. I suppose that you and I then do differ in our appraisal 
of the overall effectiveness of the workings of our private enterprise 
economy. 

It ieee to me that it works magnificently well and that the adap- 
tation of individual prices to the peculiar demand and supply condi- 
tions brought about ie consumer demands as shown by his spending 
his money, that those adaptations are terribly important and that to 
disturb i might seriously cripple our long-term growth and the 


balanced development of our economy. 
In respect to your second point, Dr. Blair, that price increases may 
be greater than increases in cost, I think I am addressing myself to 


that problem by saying: 

(a) it is going to be difficult, administratively to be sure that the 
price increases are in fact greater. because cost accounting is so com- 
plex, and (b) even if you can’t prevent such price increases (that is 
those which are in excess of costs) it seems to me that it would not get 
at the problem of strengthening management’s resistance to wage in- 
creases since the wage increases would be clearly a source of justifica- 
tion for the price increases (being costs). Nor would you have very 
much quantitatively because this extra price increase over and above 
normal margins 1s quantitatively bound to be pretty small. 

Senator Keravuver. I think we understand. 

Do you have any questions, Mr. Peck? 

Mr. Pecx. Mr. Chairman, thank you. I will try to be very brief 
and ask if he can answer as briefly as possible. 

During the last few days of the hearings, sir, we have heard a great 
deal about profits in the steel industry. We have likewise heard 
about various ways of measuring those profits. We have heard men- 
tioned three yardsticks; return on sales; profit per ton on steel; return 
to net worth. 

In the steel industry, sir, which do you believe is the most reliable 
and accurate yardstick for use in our deliberations? 

Mr. Dean. I think return to net worth is the best of those three. 

Senator Keravuver. All right. Any further questions? 

Mr. Peck. Should that be used alone or together with the others? 
_Mr. Dean. I think it would be best to use it together with others 
since you are talking about justifiable changes in prices relative to 
justifiable changes in costs. 
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Mr. Pecx. Thank you very much. Thank you, Mr. Chairman. 

Senator Keravuver. Mr. Kittrie, do you have some questions ? 

Mr. Kirrriz. I would like to ask you about the alternative solutions 
that you have proposed here. 

Among other proposals the subcommittee has received were, for 
example, the cutting down of income taxes and also a decrease in 
Government spending. 

I noticed that you haven’t mentioned any of these. What is your 
feeling about these two proposals? 

_Mr. Dean. I am afraid I have no opinion that is well thought out, 
sir. 

Mr. Krrrrm. Thank you very much. 

Senator Keravuver. Do you think that is important? Do you 
think balancing the budget and cutting Government expenditures 
would have any substantial effect upon the increasing inflation we are 
now experiencing ? 

Mr. Dean. Yes, sir, I think fiscal controls of balancing or over- 
balancing the budget during a period of demand-pull inflation, which 
I think is going to be an important part of our problem, are desirable. 

As I pointed out, one of the problems is you don’t know how much 
the dosage should be and when to apply it and you have political 
difficulties in the timing of it, but I would think it is very desirable 
to approach it that way as well as in other ways. ‘ 

Senator Kerauver. Do you think we are in a period of demand- 
pull inflation now? 

Mr. Dean. Well, if not now, soon. 

/ Seaator Keravver. You are projecting what might happen in the 
uture ¢ 

Mr. Dean. I tried to really avoid making the chicken or egg dis- 
tinction concerning to what extent we have a demand-pull inflation 
and how much we have a cost-push inflation, because I believe the 
mixture shifts, depending partly pn the phase of the business cycle and 
because I think both are important. 

It seems to me that your bill did not require such a distinction in 
order to appraise it. 

Senator Keravver. All right. We thank you very much, Mr. Dean 
for being with us. 

We stand in recess until 10 o’clock tomorrow, when we will meet 
in room 457. 

(Whereupon, at 4:45 p.m., the subcommittee recessed to reconvene 
at 10 a.m., May 1, 1959, in room 457, Senate Office Building.) 
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FRIDAY, MAY 1, 1959 


U. S. Senate, 
SuscoMMITTEE oN ANTITRUST AND Monopoty, 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:30 a.m., in the 
caucus room, Senate Office Building, Senator Estes Kefauver 
residing. 

SP resent Senators Kefauver (chairman), O’Mahoney, and Hart. 

Also present: Paul Rand Dixon, counsel, and staff director; Donald 
P. Mcliugh, counsel; Peter N. Chumbris, counsel for minority; 
Theodore T. Peck, special counsel for minority; Nicholas N. Kittrie, 
— counsel for minority; Horace L. Flurry, assistant counsel; 

eter T. Posmantur, attorney; John M. Blair, chief economist; E. 
Wayles Browne, Jr., economist; Paul S. Green, editorial director; 
and Gladys E. Montier, clerk. 

Senator Kreravver. The committee will come to order. 

Senator O’Manoney. Mr. Chairman, I apologize for delaying the 
opening of the session this morning. It was impossible to do other- 
Wise, 

Senator Kerauver. We invited the members of the Federal Trade 
Commission, and we wanted to be sure that you were here for the 
start of testimony. 

Senator O’Manoney. I note that only two of the five Commission- 
es are present. 

Mr. Kinrner. Mr. Chairman, Chairman Gwynne has another en- 
gagement, and only learned about this this morning, and could not 
be reached last night at 4:45 when I was advised that the committee 
wished the appearance of the five Commissioners this morning at 
10 o’clock. 

However, Judge Gwynne wishes me to advise you that he will be 
happy to make himself available to the committee next week, and 
Commissioner Tait is ill and wishes me to say that he, too, will be 
glad to accompany Judge Gwynne and appear here before the commit- 
tee next week. 

Commissioner Kern is out of town, and we have not contacted him 
concerning the appearance this morning. 

Senator O’Manoney. Mr. Chairman, I wish the absent Commis- 
sioners good health, and I shall be very happy to see them here at some 
convenient time to discuss the problem of what the Federal Trade 

mmission thinks should be done about inflation. 

Senator Kerauver. Very well. We will work out some time for 
their appearance. 
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Commissioner Secrest and Commissioner Anderson, we are glad 
to have you both here. Will one of the Commissioners present the 
statement of the Federal Trade Commission ? 


STATEMENTS OF COMMISSIONER ROBERT T. SECREST, AND COM- 
MISSIONER SIGURD ANDERSON, ACCOMPANIED BY EARL W. 
KINTNER, GENERAL COUNSEL, FEDERAL TRADE COMMISSION 


Mr. Secrest. We have a letter which was addressed to Senator 
Eastland, and I did not know about the hearing until yesterday after- 
noon about 4:30 when I was notified at home. I have had a terrible 
cold and have been in bed all week, so if it is all right, I will ask either 
our General Counsel or Governor Anderson to read it. I would be 
happy to, but I do not think it would be as satisfactory with the type 
of voice I have, as if one of the others read it. 

Senator Kreravuver. All right, Mr. Secrest. 

Mr. Earl Kinter, the General Counsel to the Federal Trade Com- 


mission is present. Either you or Governor Anderson may read the 
statement. 


Mr. Kinrer. I will read the statement. I do wish to add to what 
I said in the beginning with respect to Commissioner Tait. He did 
not get the word on this hearing until this morning and he is ill at 
home, but will be very glad to appear before this committee at the 
time Judge Gwynne appears, and I am sure that Commissioner Kern 
would also want to appear at that time. 


Senator Keravuver. Very well, Mr. Kintner. We will work out 
some time for their appearance. 


Mr. Kintner. This is a letter which is dated May 1, 1959, and is 
addressed to Hon. James O. Eastland, Chairman, Committee on 
the Judiciary, U.S. Senate, Washington D.C., and it reads as follows: 


Deak Mr. CHAIRMAN: This is in response to your request for comments on 
8. 215, 86th Congress, 1st session, a bill to supplement the antitrust laws of the 
United States by requiring that corporations, in industries so heavily concen- 
trated that monopoly or the threat of monopoly is present, file advance notice 
and make public justification before effectuating price increases. 

The proposed legislation would require any corporation having capital, sur- 
plus, and undivided profits in excess of $10 million, where that corporation is 
one of eight or less accounting, as a group, for 50 percent or more of the total 
annual sales in the United States, in any line of commerce, not to increase the 
price of its product in such line of commerce until 30 days after delivery of 
notice of the proposed price increase to the Federal Trade Commission, the 
Attorney General, the Speaker of the House of Representatives and the Presi- 
— of the Senate for publication in the Federal Register and the Congressional 

ord. 

The Federal Trade Commission would be required to call a public hearing 
on the proposed price increase within 30 days after the filing of the required 
notice, at which hearing the Commission and the Attorney General would 
examine the corporation with respect to the reasons and justification for the 
proposed increase and would take testimony on the impact of the increase upon 
competition and the economy of the Nation. 

The Federal Trade Commission, after consultation with, and approval by, 
the Attorney General, would be authorized to establish rules and procedure 
for waiver, both as to waiting requirements and requirements for public 
hearings, in appropriate cases and categories of cases. 

Willful failure to give the required notice would be subject to penalty of from 
$5,000 to $50,000 and any corporation or officer or agent thereof who boycotts, 
intimidates, coerces, or discriminates against any person by reason of his testi- 
mony at a hearing held pursuant to this bill would be subject to penalty of fine 
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andimprisonment. The bill would also authorize private suits to recover treble 
damages for such action. 

As stated in section 1 of the bill, its purpose is to check inflation by providing 
for the public review of pricing policies of certain dominant corporations before 
proposed price increases may be made effective. Aside from any consideration 
of whether such public hearings would have the contemplated deterrent effect 
upon price increases, the bill, as drafted would not accomplish its stated purpose. 
This is so inasmuch as a price increase could be placed into effect on the 31st 
day after delivery of the necessary notice, whereas public hearings of the scope 
required by the bill could not possibly be completed by that time. 

Any possible effectiveness of the procedure proviaed for would require exten- 
sive preliminary investigation so that probing counsel and his advisers would 
have a thorough knowledge of the makeup of the industry and corporation or 
corporations involved and of the costs and other pertinent factors. 

Preliminary determination would have to be made as to the witnesses, books, 
papers and documents to be subpenaed in accordance with the provision of 
section 5 of the bill and a reasonable time would have to be afforded to parties 
involved to gather and produce the necessary materials. There is considerable 
doubt whether the necessary preparations for hearing relative to a price increase 
in a major industry could be completed within the 30-day period allowed, but, 
in any event, the Commission does not believe that it could call the public 
hearings contemplated, any appreciable time in advance of the 30-day period 
provided. 

The hearings themselves wold be lengthy in view of their required scope, that 
is, th examination of the corporations relative to the reasons for and the justi- 
fiability of proposed increases, the testimony on the impact of the increase 
upon competition and the economy of the nation, and the appearance and 
testimony of all persons desiring to be heard. 

It is, therefore, apparent that corporations, despite the 30 day delays, would 
have effected the price increases long before the completion of the required 
hearings. Hence, any psychological effect upon those desiring to raise prices to 
be gained by passage of the act, as presently drafted, would be that of knowledge 
that a price increase would be subject to scrutiny at some time after its effective 
date, rather than in advance thereof. 

Section 3 of the bill would require that within 90 days after enactment, 
the Federal Trade Commission must determine the lines of commerce and 
the corporations to which the section applies and shall publish such determina- 
tions in the Federal Register. Revisions of such determinations would be made 
from time to time. The determination of lines of commerce and corporations 
to which section 3 applies would constitute a tremendous task, one which could 
not be accomplished in any period of time comparable to 90 days, regardless 
of such additional staff members and appropriations that might be furnished. 

The determination of a particular line of commerce in a single restraint of 
trade case is the subject of much controversy and legal maneuvering. Such 
a determination depends, in large measure, upon the evaluation and comparison 
of product characteristics and comparable usages to which similar products 
may be put. Extensive field surveys are often necessary to determine the 
line of commerce in a particular case and there is frequently the requirement 
for scientific, professional or other expert testimony and the necessity for the 
concluding body to resolve substantial differences of opinion. Thus, establishing 
a particular line of commerce is often fraught with the greatest of difficulties 
and requires an extended expenditure of time and money . To expand this 
problem to lines of commerce generally would be a most formidable task and 
would require the use of a large professional staff and a comparatively long 
period of time, a staff considerably larger than that now available to the Com- 
mission and a period of time much in excess of the 90 days provided in the bill. 

Once the lines of commerce had been determined, it would then be necessary 
to ascertain in which of those lines of commerce 50 percent or more of the 
total annual sales in the United States were made by eight or less corporations 
and whether any of those corporations had capital, surplus and undivided 
Profits in excess of $10 million. Only by such a process could the Commission 
determine the lines of commerce and the corporations as required by section 3 
of the act and publish such determinations in the Federal Register. 

This task might well be even more time-consuming than reflected above, be- 
cause of the requirements of section 4 of the Administrative Procedure Act 
relative to rulemaking which provides for notices and procedures in order to 
protect the rights of interested parties. 
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While the statement of purpose of the bill appearing in section 1 relates to 
“basic commodities upon which all American economy depends,” section 3 
of the bill is not so limited but applies to any product in any line of commerce 
of a corporation of at least $10 million net worth where there is the defined 
concentration of sales. If the bill is not intended to have such wide application, 
limiting language would be required. 

The above comments indicate the enormity of the administrative task that 
would be required, with particular reference to the time limits imposed. In 
addition, it would be necessary to continually conduct surveys in order to 
make up-to-date revisions of determinations as to lines of commerce and the 
corporations to which section 3 of the bill applies. 

The number of corporations finally determined to be liable to file notices 
of price increases dves not reflect the number of hearings that would be neces- 
sary since the bill, as drafted, would apply to a price increase for any single 
product. Some of the larger companies sell hundreds, even thousands of prod- 
ucts, and various price increases may be limited to particular products or 
classes of products. 

While the bill makes no specific provision for the issuance of findings of 
fact and conclusions, section 6 does require the Federal Trade Commission 
and the Attorney General to make a joint semiannual report to the Congress, 
and such additional reports as they deem appropriate, and to submit in connec- 
tion therewith joint or separate recommendations, if any, for additional action. 
This section apparently contemplates that the Commission and the Attorney 
General will analyze, reach conclusions and make recommendations concérning 
the particular hearings that have been conducted. There must be a period of 
time for the Commission at the hearings, to make findings and opinions and 
to clear these findings and opinions with each other in order to make the 
required reports and recommendations. Judgments of such serious nature re- 
quire a great deal of preliminary study and are themselves time consuming. 

As is evident from the factors described above, passage of the proposed legis- 
lation would greatly increase the responsibilities and duties of the Commission. 
It is not possible to make even a rough estimate of what the additional costs 
to the Commission would be. However, it is obvious that the additional 
expense would be tremendous. Certainly, it would place a heavy burden on 
the Commission and would undoubtedly require an agency substantially greater 
in size if we were adequately to perform the duties proposed to be required 
and still continue to perform our regularly assigned functions. 

The above comments have related primarily to the administrative implica- 
tions of the proposed legislation. The question of the propriety of such legisla- 
tion is a matter for congressional determination and the Commission has no 
special knowledge or information bearing upon whether the proposal, if enacted, 
would bring about the overall results intended. At the same time, there are 
several consequences to be anticipated from its passage which the Commission 
feels are appropriate to call to your attention. 

By requiring only those corporations with $10 million net worth or more to 
file their proposed price increases and to postpone the effective dates of those 
increases by 30 days, the bill might in a time of high consumer demand create 
a situation in some industries where smaller companies would be able to get 
higher prices than the larger companies which would be subject to the act. 
If the public review actually succeeds in keeping down the prices of larger 
companies beyond 30 days, this situation may continue as long as demand is 
relatively large. 

Another consequence is likely to be the reluctance on the part of corporations 
to reduce prices at times when they might otherwise consider such a step. The 
reason for such reluctance would be to avoid having to justify a corresponding 
price increase at a later date. Thus, increased price rigidity as against the 
lowering of prices may well result. 

The bill covers increased prices of products or commodities. In many in- 
dustries and products or commodities are changed from time to time so that 
the distribution of new or improved products at prices higher than previous 
products would not constitute higher prices for the products in question. This 
observation is particularly pertinent to any consideration of the automobile 
industry where new and different models are produced and distributed at least 
every year. 

Sections 4 and 5 of the bill place joint authority in the Federal Trade Com- 
mission and the Attorney General to conduct the necessary hearings. In any 
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inquiry or hearing procedure, it is preferable to have a single responsible 
authority. 

In view of the time schedules, this report has not been submitted in advance 
to the Bureau of the Budget. 

By direction of the Commission. ’ 
JoHN W. GwyNNe. Chairman. 


That concludes the reading of the letter which I was directed by the 
Commission to present to this committee this morning. 

Senator Krrauver. Do either of you Commissioners, Mr. Secrest 
or Governor Anderson, have anything to add to this statement ? 

Mr. Secrest. I have nothing to add to the statement. We tried to 
make an appraisal of the legislation and point out the difficulties so 
that if the committee should report the bill and enact it into law, 
they should have the background and the thinking of the Commission, 
especially as to the time elements involved. 

We think it would be physically impossible to do the things legally, 
to meet the requirements, in the 30-day period. That is primarily 
what we are pointing out. 

As to the merits of the bill, we have made no study. As a citizen, 
we can take notice of the fact that prices have been increasing ever 
since World War IT, and that we are in an inflationary period. What 
is the best method of solving that is something that is within the 
province of the Congress. 

I was elected a Member of the House in 1932, and for a good many 

ears our primary objective was to increase prices. We passed the 
NRA and the AAA and the Guffey Coal Act, all of which were 
intended to have the opposite effect of this legislation. 

And then, as we approached World War II, we did everything we 
could to set up various agencies to allocate scarce materials and to 
regulate and control the prices, and we did. 

I quit Congress in 1942, as many of you know, and came back to 
Congress in 1948. As we approached the Korean war we had the 
same problems of scarcity of materials, and we attempted to regulate, 
as best we thought we could do, and passed various types of 
legislation. 

In those days, when I was in Congress, I attempted to keep myself 
informed, because I had to say yes or no on every bill which came up; 
but the Commission has not made any study of the overall economy. 
We have made studies of prices in various fields. 

As you all know, we made a study in the antibiotics field and issued 
a report, which I cannot discuss because we have a case in litigation 
in that field, but our studies in pricing have been in a particular area 
or in a particular field where we thought there might be a violation 
of the laws which the Commission administers. 

But as to the overall economy, other than just as an individual 
who lives and pays for groceries, and understands that we are in an 
inflationary period, we have made no study, and have attempted to 
make none, with respect to any particular legislation. 

I have nothing further to add to that. 

Senator Keravver. All right, thank you, Commissioner Secrest. 

Governor Anderson, do you want to add anything? 

Mr. Anperson. Mr. Chairman, I have nothing further to add. 


Senator Kerrauver. Senator O’Mahoney, do you have any 
questions ? 
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Senator O’Mauoney. Yes indeed. 

I have been very much interested in the letter of Chairman Gwynne 
and in the statement of Commissioner Secrest, with which the other 
Commissioner present agrees. 

Recognizing, as I do, the great responsibilities of the Federal Trade 
Commission, I make no criticism of the Commission itself, but I point 
out to all who are present, including counsel, Mr. Kintner, that this 
letter which has been read and apparently approved by the two Com- 
missioners present, and I think all those who are absent, is only a dis- 
cussion of the administrative difficulties of the Federal Trade Com- 
mission. That, of course, we know. 

As a one-time member of the Appropriations Committee, I was one 
who has been striving to secure additional appropriations for the Fed- 
eral Trade Commission so that it could protect the entire population 
of the United States against the illegal activities and the unwise ac- 
tivities of business. 

I have no doubt every member of the Commission present, and 
counsel, agree that there has been a great concentration of economic 
power in the United States. 


Do you, Mr. Secrest ? 

Mr. Secrest. I certainly agree. And the Commission has done as 
much, I think, as we could do with the laws we have, and with the 
funds we have. We are trying some 20 merger cases, which is an all- 
time records, tying up many of our attorneys and our hearing 
examiners. 

We have asked for finalization of Clayton Act orders and for pre- 


merger notification. 

Senator O’Manonry. This committee has cooperated with you—— 

Mr. Secrest. We appreciate it, sir. 

Senator O’Manoney (continuing). In trying to bring about better 
authority 

Mr. Secrest. We appreciate it. . 

Senator O’Manoney (continuing). And more effective action on 
the part of the Federal Trade Commission. 

Mr. Secrest. We appreciate it. 

Senator O’Mauoney. I wonder if you are familiar with the history 
of the famous Cement case. 

Mr. Secrest. Yes, sir, I am familiar with it. I think if there is any 
mention going to be made of it, Mr. Kintner could discuss that, because 
it is a question which is being actively considered and one which will 
come before the Commission. I do not know when, but ee 
are going to have to determine whether or not an order has been 
violated. 

Any discussion I made of that here might disqualify me. If you 
prefer that, or want me to discuss it with that in mind—— 

Senator O’Manoney. I am not going to ask you to go into details. 
I am just seeking to point out the Fact that certainly once before, and 
in this case, members of the Senate have sought to initiate action by 
the Federal Trade Commission for the benefit of the people. The 
Cement case is an outstanding example. 

As I recall the story, Senator Norris of Nebraska in 1931 raised the 
question of price manipulation by the cement industry, and the fixin 
of prices. Three years later, nothing having been done by the Feder: 
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Trade Commission, Senator Borah of Idaho made a similar speech on 
the floor of the Senate to raise this question and point out the im- 
ortance of action by the Federal Trade Commission. Finally, hav- 
ing been prodded by the Senate into the exercise of its powers as 
granted by the law, the Federal Trade Commission did act. fl 

Whether it was in 1931, 1934, 1935, or 1936 that the Commission 
started its punitive proceedings, I know that the final action by the 
Supreme Court of the United States was not taken until 1948. That 
was 17 years after the question was first raised on the floor of the 
Senate by a Senator who is recognized in history as one of the great- 
est Members this body ever had, and 14 years after it was raised by 
Senator Borah, who is likewise recognized as a great public servant. 

Even though the Supreme Court in 1948, after this long passage of 
time, sustained the Federal Trade Commission, I take it from what 

ou have just said, Mr. Secrest, that the Federal Trade Commission 
is now studying the cement industry again on the same score, 

You do not want to talk about it, and I respect your desire not to. 

Mr. Secrest. Mr. Kintner can. 

Mr. Kintner. Senator O’Mahoney, the Commission has an indus- 
trywide inquiry in progress at this time to determine —— 

Senator O’Manoney. I beg your pardon, I did not hear you. 

Mr. Kintner. The Federal Trade Commission has in progress an 
industrywide inquiry in the cement industry to determine whether or 
not there have been violations of the order to which you refer, which 
order terminated the proceedings as you mentioned. 

Senator O’Manoney. That is shot I am referring to. That is 
about 11 years after the order was issued. 

Mr. Kinrner. And as a matter of fact, that cease and desist order 
has been the subject of scrutiny from time to time since its issuance 
and since its approval by the Supreme Court. 

Senator O’Manonry. You were requested to come here this morn- 
ing to discuss with this committee a bill which has been introduced 
for the purpose of making it possible to take preventive action for 
the protection of the people against price increases in highly con- 
centrated industries. If one is to take this letter as a statement of the 
poy of the Federal Trade Commission, one would be almost justi- 
fied in saying that the Federal Trade Commission itself is about will- 
0 resign and abandon its efforts on behalf of the people. 

0 you have any program whatsoever or any suggestion or recom- 
mendation to this committee to do anything to protect the people 
against inflationary price rises by the concentrated leaders of industry 
within the United States? I take it from this letter that you did 
not clearly and diligently study the bill. 

Senator Krravuver. Senator, ran we get an answer to that ques- 
tion of what program they have? 

Senator O’Manoney. i think the chairman is right. Let us get 
the answer to that question first. 

Mr. Kintner. If I may volunteer the first reply, I would say that 
We are doing, as Commissioner Secrest indicated in his brief state- 
ment to this committee, our very best with the funds and manpower 
available, to engage in a vigorous program of enforcing the laws now 
on the books. 

That is not to say that we do not make mistakes or that we might 
not be able to do a little more than what we have done. We are 
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constantly attempting to improve our procedures to get as much 
enforcement as is possible for the taxpayers’ enforcement dollar at 
the Federal Trade Gonseien. 

We have moved quite vigorously in the area of the antimerger law, 
It is an area which presents very serious problems of concentration, 
The existence of those problems is, of course, recognized by the 
Federal Trade Commission, and we have thought, if I may speak 
as a member of the staff with some knowledge of the overall view- 
point of the five Federal Trade Commissioners, that we could best 
serve the public interest in enforcing that antimerger law with vigor 
and with fairness. 

Senator O’Manoney. Do you need a larger appropriation than 
you have? 

Mr. Kintner. That is a question, sir, that we are always asked at 
appropriation hearings, and our answer generally is that we could 
always use more money 

Mr. Secrest. We certainly do. 

Mr. Kintner. In enforcement. 

Senator O’Manoney. Let me ask you this question: Did you re- 
quest for fiscal 1960 a larger appropriation than that which was 
included in the President’s budget ? 

Mr. Kinrner. I believe we did, sir. 

Senator O’Manoney. How much did you ask for? 

Mr, Kinrner. I do not have the figures at hand, but I will be very 
happy to supply them for the record. 

le ile. I would very much appreciate it if you will 
supply those figures for the record. 

Mr. Kintner. We did request of the Bureau of the Budget a sub- 
stantial increase over last year’s appropriation, and the Bureau of 
the Budget concurred in that. 

As a matter of fact, it has been, as I understand it, our plan to ask 
for such increases on perhaps a 3-year basis so that we can absorb 
the increases and train the staff on areasonable basis. 

Senator O’Manoney. What did the Bureau of the Budget do with 
your request ? 

Mr. Kinrner. They granted substantial increases, and I will sup- 
ply for the record a statement of exactly how much was requested, 

ow much was approved by the Bureau of the Budget, and what the 
action of the House was in this matter. 

Senator Keravver. Let it be made a part of the record at this 

oint. 

' (The information requested may be found on p. 5741.) 

Senator O’Manonry. Let me ask you whether or not—and I will 
address this to Commissioner Secrest—whether or not you are fa- 
miliar with the Census of Manufactures. 

Mr. Secrest. To some extent. I am not an expert on it and it has 
been a good while since I have given it any study. I know what it is. 

Senator O’Manoney. I have a copy here of a document published 
by this committee on “Concentration in American Industry.” 

Mr. Secrest. Yes, sir. 


Senator O’Manoney. This is a report of the Subcommittee on 
Antitrust and Monopoly of the Committee on the Judiciary, U.S. 
Senate, 85th Congress, 1st session, pursuant to Senate Resolution 57. 

In this document there is a table known as table 43, “Share of In- 
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dustry Shipments Accounted For by Largest Companies, 1954 com- 
pared with 1947 and 1935, Industries Arrayed in Order of 1954 Value 
of Shipments.” 

The first list includes those in which the shipments were valued 
at $1 billion and over. The second section of this table includes those 
industries in which the shipments were valued at $500 million to 
$999 million. And the third segment covers those industries in which 
the shipments were $100 million to $499 million. 

I have personally made a survey of those three tables. They are 
not very difficult. It requires no expert to examine them. They 
were prepared in the Bureau of the Census by experts, and the tables 
were based upon a manual which is called “The Standard Industrial 
Classification Manual, Volume 1, Manufacturing Industries, Part I, , 
Titles and Descriptions of Industries.” 

This classification of industries is familiar, as I understand it, to 
all industries, and I would think would be completely familiar to 
the Federal Trade Commission, its staff and its Commissioners. 

A I said, I made a survey of this subject and in my opening state- 
ment I summarized it in this short paragraph, after covering various 
categories showing the tremendous degree of concentration: 

Out of the 65 industries— 


65, note— 



























classified by the Bureau of the Census as producing shipments worth $1 billion 
or more, in 26 cases the largest 8 corporations controlled more than 50 percent. 


Out of a total of 252 industries producing commodities the shipments of which 
were valued at $100 million to $999 million, those in which the 8 corporations 
produced 50 percent or more numbered 112. 


So a simple problem in arithmetic showed that in 138 separate 
industries producing comodities at $100 million or more—there were 
atotal of 317 different categories—in these 138 industries 8 companies 
were controlling more than 50 percent. 

I submit to you, gentlemen of the Federal Trade Commission, that 
that does not present the terrific administrative problem which your 
letter sets forth. That is why I said a moment ago that in my opinion 
you have misread section 3 of the bill, which in any event is a measure 
which could very easily be amended to eliminate a good deal of what 
3 fear might be your terrible administrative burden to fight in- 

ation. 


[read from section 3 on page 2, beginning on line 17: 













































































In any line of commerce in which 50 percent or more of the total annual 

sales in the United States are made by eight or fewer corporations, including 
their respective subsidiaries and affiliates— 
I stop there to point out that that language which I have just read to 
this point deals with the specific area within which this bill operates, 
and requires a notice prior to price increase. It is in any line of com- 
ierce In which 50 percent or more of the total are made by eight or 
fewer corporations, including their subsidiaries and affiliates. 

Then it proceeds : 












































No corporation included in such group and having capital, surplus and un- 
divided profit in excess of $10 million shall increase the price of its product 
such line of commerce until the expiration of the waiting period of 30 days. 


The plain meaning of the words in that section makes it clear that 
this reference to capital, surplus and undivided profits in excess of 
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$10 million is entirely subordinate to the statement in the first clause 
which I read first. It does not mean that any corporation having 
capital, surplus and undivided profits in excess of $10 million js 
prohibited from making a price increase without a prior notice, but 
only if that corporation is engaged in any line of commerce jin 
which 50 percent or more of the total annual sales in the United States 
are made by eight or fewer corporations. I would be perfectly will- 
ing to increase this subsidiary amount to $50 million, or even to $100 
million. 

What the authors of this bill want is a preventive law to require 
a pre-price increase notice to an arm of the Federal Government when 
such corporations are among the eight or fewer corporations that put 
out more than 50 percent of the particular commodity. 

I submit to you gentlemen of the Federal Trade Commission, that 
that is not the terrific administrative burden that, according to this 
letter, you have imagined. You have taken the lead of Mr. Blough 
of the United States Steel Corp., who certainly knew more and knew 
better from his experience, than to believe that this bill would require 
150,000 corporations, as he said, to serve pre-price increase notices. 

This committee will entertain any amendment that the Federal 
Trade Commission may desire to submit to lessen the burden of ad- 
ministrative action upon your part. The census of manufactures 
has done the preliminary work for you. You should not throw it out 
the window. 

May I say to you, Mr. Commissioner Secrest, that it is true that in 
depressions, such as the big depression of 1929, when the economy 
descended almost to the point of extinction, the policy of the Congress 
was to increase prices, because prices could not support industry, 
could not support business, could not support the farms; of course 
Congress took action. But this is not the period in which we are 
iow acting. We are operating now in a period when price rises are 
so great that they threaten the solvency of the Government of the 
United States. ; 

i hope that you gentlemen of the Commission and the members 
of the staff of the Commission will be willing to look at this bill 
from the point of view of the problem that the people of the United 
States want solved: that is, the problem of inflation. If we permit 
prices to continue to rise then every commodity which the Govern 
ment buys for the defense of freedom in the world crisis will continue 
to rise; not only what this Government has to pay, but what every 
State government, every county government, every municipal gov- 
ernment has to pay will rise. There are communities from coast to 
coast which want to build schools to educate children, in the exploding 
population that we have, and those schools cannot be built because of 
inflation and of the tight money policy. The school commissioner 
of the State of New York was before the Joint Economic Committee 
only a short time ago—last year I think it was—and testified about the 
school districts in New York which could not afford to pay the in- 
terest. rate that, was demanded upon the loans they had to make in 
order to build the schools that should be built, if the children were 
to be educated. 

1 frankly say to you, gentlemen, I am utterly and completely sur- 
prised that the Federal Trade Commission should venture to come 





t clause 

having 
illion is 
tice, but 
lerce in 
d States 
tly will. 
. to $100 


require 
nt when 
that put 


on, that 
r to this 
Blough 
nd knew 
| require 
tices, 
Federal 
n of ad- 
factures 
w it out 


> that in 
conomy 
Jongress 
ndustry, 
f course 

we are 
rises are 
t of the 


nembers 
this bill 
. United 
: permit 
(Govern 
-ontinue 
at every 
yal gov- 
coast to 
‘ploding 
cause of 
\issioner 
mmittee 
bout the 
the in- 
make in 
en were 


tely sur- 
to come 


ADMINISTERED PRICES 5605. 


before this committee with a puny statement of this kind, “The job 
is too big for us to tackle.” That is your answer. 

We are inviting you to look at this bill, and if you do not like it, 

ive us another one. I have no pride of authorship. But I certainly 
lieve that the Federal Trade Commission should not be in this 
position. 

Section 3 of the bill would require— 

Tam quoting— 

that within 90 days after enactment the Federal Trade Commission must deter- 
mine the lines of commerce and the corporations to which the section applies 
and shall publish such determinations in the Federal Register. Revisions of 
such determinations would be made from time to time. The determination of 
lines of commerce and corporations to which section 3 applies would constitute 
a tremendous task, one which could not be accomplished in any period of time 
comparable to 90 days, regardless of such additional staff members and appro- 
priations as might be furnished. 

How much additional time do you need ? 

Mr. Chairman, I suggest to the witness from the Federal Trade 
Commission that they take this letter back to the Federal Trade Com- 
mission, take another look at the proposed legislation, but take a deep, 
long look at the problem of inflation, and then when we invite Chair- 
man Gwynne to come here, as he has indicated that he is willing to 
come, and the other absent members, when one has returned to town 
and the other has recovered from his illness, that they come up here 
with a considered study of what the Federal Trade Commission de- 
sires to do about inflation. If the Federal Trade Commission desires 
to do nothing about it, as this letter would imply, then suggest to us 
what different course of action we should take. 

If you cannot make an answer to that invitation, you are confess- 
ing publicly, gentlemen, that, for all your history and all your experi- 
ence, you are not in a position now to come to the aid of the people of 
the United States when they need your aid most. 

Thank you, Mr. Chairman. 

Senator Kerauver. Do any of you gentlemen want to respond? 
Commissioner Secrest ? 

Mr. Secrest. I have no response, because if Congress passes this 
bill, the Federal Trade Commission will attempt to enforce it, as we 
enforce every act Congress passes. 

We think the problem of inflation is a big one. We are not mini- 
mizing it at all. We think it is one with which the Congress will 
have to wrestle, and that the Congress will eventually, in the balances 
of public opinion, arrive at an answer. 

We, in commenting on section 3, are in no way attempting to mini- 
mize that problem. We are pointing out there that the line of com- 
merce in an industry is not the industry itself. These figures of the 
Census are wonderful figures, and they point out the problem of con- 
centration. I do not think you will solve this concentration problem 
until the law is amended with respect to mergers, and that in addition 
to premerger clearance, the Commission, to be effective, must be given 
injunctive power. 

We have one case that is already completed, and we are trying 
many others; but. by the time you try a merger case, if they have 
scrambled and merged until you can’t tell what went into which, the 


35621—59—pt. 11 28 

















5606 ADMINISTERED PRICES 





question then becomes that of an effective order. And merger cases 
take a long time to try. 

If we had an injunctive power so that the minute we move on a 
merger we could issue an injunction, then the company merging 
would have every reason to hurry up the trial of the case, because 
they cannot get the benefits of the merger until the trial of the case 
is over. 

So we have recommended many of those things to the Congress, 
and I think they should be done. 

Now as to these industry groups, you can take any one of them, 
cotton, for instance, and there are great concentrations in these, but 
that isn’t the line of commerce. hen you get down to a price 
increase on a washrag, it certainly isn’t the same line of commerce 
as a shirt, though made out of the same cotton, or a necktie, or suit; 
and that is what we are pointing out, that section 3 deals not with 
an industry but with a line of commerce, and when the lines of com- 
merce are narrowed within the industry, there would be many, many 
fields in which 50 percent of sales would not be controlled by eight 
manufacturers. 

All we are pointing out is that the Commission under this bill 
would have to determine the line of commerce in each and every 
single case that a price increase was asked, because until you de- 
termine the line of commerce you don’t know whether they would 
have 50 percent or not. 

Senator O’Manoney. Mr. Secrest, are you trying to talk about 
the bill? 

Mr. Secrest. Yes. 

Senator O’Mauonry. You observe the bill is not written in the 
line of commerce. The bill is written in the line of industries, and 
the Industrial Classification Manual of the Bureau of the Census— 
suppose we tie it to the Bureau of the Census alone, are you still 
unwilling, because of administrative difficulties, to take some action? 

Mr. Secrest. I assume if you erfacted it into law and said that all 
cotton collectively is a line of commerce, and that that would be 
constitutional and legal, it would certainly—— 

Senator O’Manoney. I am asking you now to consider amend- 
ments. I would like the Federal Trade Commission—— 

Mr. Secrest. As far as the Federal Trade Commission goes, Sena- 
tor, we have cooperated with every committee of the Congress in 
drafting legislation. 

Senator O’Manoney. I know you have, and that is why I am so 
surprised that you completely dodge the issue in this answer. 

Mr. Secrest. I did not know we were asked to help draft this bill. 
If we were, I did not know about that. 

Senator O’Manonry. You were not asked to draft the bill; no, 
indeed, you were not. The Congress does not have to surrender all 
of the legislative drafting power to the bureaus. 

Mr. Secrest. Well, I just thought you wanted suggestions as to 
what should be done to the bill to take out these objections and make 
it less difficult of enforcement. 

Senator O’Manoney. If you would do that, I for one would be 
completely satisfied, and I am sure the whole committee would be. 
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Mr. Secrest. We are always glad to do that. Any staff member 
of this committee can confer with our people. We have certainly 
commented on legislation, suggested changes in wording of many, 
many bills. Wethink it is a part of our job. 

Senator O’Manonery. Do I understand, Commissioner Secrest, that 
you are willing to take this bill and go over it with a fine-tooth comb 
and make such suggestions, if you like, instead of coming up here with 
a “nyet” ? 

Mr. Secrest. We were not asked to make suggestions. 

Senator O’Manoney. No, but you are asked now. 

Mr. Secrest. As far as I am personally concerned, any help that the 
Commission can give to a congressional committee—— 

Senator O’Manonry. Do you mean to say you have to have a re- 
quest when you are asked to come before a committee—you have to 
have had a previous request to draft the legislation 

Mr. Secrest. No. 

Senator O’Manonery (continuing). Or else you are unable to make 
suggestions for change? 

jommissioner Anderson, is that your position ? 

Mr. Anperson. Senator O’Mahoney, many of these matters that 
are submitted to the Commission are submitted in the manner of mak- 
ing comments concerning the proposed legislation, and I believe that 
the request that was submitted to us in this matter was in that line, 
and pursuant thereto, these are the comments that the Commission has 
made concerning the proposed draft of the bill, and we have pointed 
out, insofar as the study we have made, that here are some of the 
matter that are of great importance. The one that Commissioner 
Secrest. has mentioned; namely, the line of commerce, is always a 
rather ticklish proposition in any Commission case because it leads 
to two-sided discussion. . 

Senator O’Manoney. Of course. But I say, Commissioner Ander- 
son, we are not here dealing with punitive losldlations, We are not 
here dealing with prosecution. We are not here dealing with any- 
thing requiring the issuance of a cease-and-desist order. We are 
dealing here only with a measure which calls upon a narrow, re- 
stricted group of corporations at the head of the concentrated indus- 
tries of America to give notice to a Government agency before a price 
increase is made, because in those industries these particular corpora- 
tions dominate 50 percent or more of the entire industry. 

Ican understand that if you are thinking about prosecution; you, of 

course, have to think about all the legal curlicues that the defense will 
raise. You are thinking probably of the difficulties that you con- 
tended with in the Cement case which the Commission had to have 
hanging fire from 15 to 17 years before finally it reached the Supreme 
Court. 
_ We are dealing with a matter in which concentrated industry, with 
its vast power, its money power, its leadership power, is able to use 
every weapon in the armory of legal weapons to prevent action by a 
Government agency clothed with the power to punish. But here we 
are dealing with a very simple matter of requiring members of merely 
4small group to give notice before they make price increases, 

So I request you, Commissioner Anderson, just as I have re- 
quested the others, because I include you all, to take a new look 
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at this matter and see what the Federal Trade Commission thinks 
about how the problem of inflation should be handled and how we 
should act in the midst of this terrifically concentrated power in the 
handsof the economic leaders of the country. 

We lose free government unless we find out the way to defend it, 
and that means to defend the freedom of the people and their 
protection from conspiracies for price increase. 

Your evidence here this morning shows clearly that in the Cement 
case, which began as long ago as 1931, you are still working upon 
what you believe to be violations of a cease-and-desist order affecting 

rices. 
Let’s take the blinders off and go to work on a simple question of 
protecting the people of the United States against inflation. If wo 
haven’t written the bill that will do it, let the Federal Trade 
Commission take a try. 

Senator Kerauver. Anything else, Senator O’Mahoney ? 

Any other response? 

Senator O’Manoney. I am through. 

Senator Kerauver. Senator Hart. 

Senator Harr. Mr. Chairman, several times in these hearings refer- 
ence has been made to the existing authority of the Federal Trade 
Commission to assemble and to do much of the work that now would 
expressly be provided as an obligation on the Commission by the 
O'Mahoney bill. 

Perhaps I should know this, or failing that, do the work myself, 
but I wonder if Mr. Kintner could respond to this theme that recurs 


through the hearing that the a ederal Trade Commission Act 
or 


would give the Commission the aut 
except the 30-day period of waiting. 

Mr. Kintner. The Federal Trade Commission, of course, Senator, 
has broad authority to make economic studies in any industry. 

Those studies sometimes have been very long, they are time con- 
suming, and they are necessarily ‘expensive. We have just concluded 
one in the antibiotics industry, which I would estimate, as a guess, cost 
a quarter of a million dollars. 

We have another study underway in the retail food industry, on 
which approximately $150,000 wil be spent in this fiscal year, with no 
figure as to the total amount that may have to be expended to complete 
that inquiry. 

So that necessarily by funds and staff we are limited as to the number 
of these economic inquiries that we may make. 

We try to make them in problem industries and attempt to turn up 
law violations in the process of our economic study if it appears that 
such violations may be likely. 

It is always a question of selectivity as to which inquiry shall be 
made next within the limited means we ave at our disposal. 

Senator Harr. On page 5 of your statement you make the point that 
the propriety of this sort of legislation is for congressional determi- 
nation, and the Commission has no special knowledge or information 
bearing upon whether the proposal would bring about the results 
intended, and yet you do have these isolated instances of industry 
analyses that you have made. 
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If you are not in a position with that background to express an 
— or to claim special knowledge or information, who could we 
turn to 

Mr. Kintner. I think that the committee or the Commission could 
well launch an inquiry which would determine the propriety of this 
approach, but it is one that should be very carefully considered. 

here are many economic factors involved in this approach which 
should be given thoughtful consideration by the Congress, and I as- 
sume that that is the purpose of these hearings here. 

Senator Harr. Your assumption is correct. 

Mr. Kinrner. We have in this instance attempted to set out some of 
the difficulties which we think are involved in this legislation and, as 
Commissioner Secrest has indicated, we are perfectly willing to be of 
continuing help to this committee. 

The basic determination of whether this approach is to be used and 
whether the Trade Commission is to be given this broad grant of au- 
thority is one that the Congress, of course, must eventually make. 

We have pointed out some difficulties with certain language in this 
bill, the line of commerce has been discussed. I have in mind the 
Supreme Court’s recent decision in the Du Pont-General Motors case 
in which automobile paint was held to be a line of commerce, and 
likewise, the fabrics in automobile seats held to be a line of commerce. 

It does present a difficult problem. 

Senator Harr. Thank you, Mr. Chairman. 

Thank you, Mr. Kintner. 

Mr. Secrest. I would like to point out with respect to the general 
economic studies the Commission makes, such as the antibiotic studies, 
that I do not think when one of those is finished there is any fact 
within the limits of the study that the Commission does not have. 
They are based upon information gathered from all manufacturers in 
the industry, and ofttimes as a result of these special studies, legisla- 
tion is enacted. 

I think the chain store study was followed by the Robinson-Patman 
Act. The antibiotics study was followed by complaints against cer- 
tain manufacturers of antibiotics. 

But they are extensive studies in a particular field, and generally 
looking toward a legislative purpose or some overall purpose of the 
Commission’s enforcement activities. 

Senator Kerauver. I think in view of the fact that the other Com- 
missioners are not here but will be coming later, in line with Senator 
O’Mahoney’s request and suggestion that you consider the matter 
further, and not just from the viewpoint of commenting on the draft 
of the bill as presented but what to do in this matter, we might very 
well wait for further discussion of this problem until you do have 
that opportunity, and until Chairman Gwynne and the other members 
of the Commission have an opportunity of coming here. 

Mr. Kinrner. Does the chairman wish to suggest a time for the 
appearance of the other Commissioners ? 

nator Kerauver. We will endeavor to work that out. However, 

I would like to put this report in the record. I think it might be 
helpful to you, Mr. Kintner, General Counsel of the Federal Trade 
mmission, and to the other Commissioners, to read this. It bears 
out facts that I am sure all of you are familiar with anyway. 
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Senator O’Mahoney has requested the staff of the committee, the 
economic staff particularly, to prepare a memorandum on the historic 
role of economic factfinding as it applies to the Federal Trade Com- 
mission and to the predecessor agency, the Bureau of Corporations, 
The economic staff under the direction of Dr. John Blair has pre- 
pared a very splendid memorandum on this which I am not going to 
undertake to read here, but I will place it in the record at this point. 

It points out the outstanding work which the Federal Trade Com- 
mission has done in the past in several instances in protecting the 
public against unconscionable price rises or pricing practices in par- 
ticular industries and in particular lines of industries. 

It points out that in a similar time when the Nation was plagued 
with inflation, back in 1919, the House Appropriations Committee 
invited the Federal Trade Commission to make a recommendation, 
similar to what we are now doing, as to what might be done to try 
to undertake to control advancing prices. The Commission recom- 
mended the collection and current publication of information re- 
specting quantities produced, distribution costs, and distribution 
methods in basic raw materials that directly affected the cost of living. 
This was back in 1919. 

The Commission undertook this work and called upon some of the 
steel companies and others to furnish them with information, which 
threw the matters into the courts. In 1927 the courts finally sustained 
the Commission, but of course by that time economic conditions had 
changed. 

The report does point out that many of the studies of the Commis- 
sion have led to the passage of very worthwhile legislation, such as 
the farm implement study which was said by economists of the Com- 
mission at that time to have saved the farmers $40 million, I believe 
it was, in 1 year on the cost of farm machinery. 

It points out that a study made of the meatpacking industry led 
_to the Packers and Stockyards Act. An investigation made in the 
fertilizer industry led to some worthwhile legislation. An investiga- 

tion made in the public utility field led to the passage of the Securities 
Act, the Federal Power Act, and Public Utility Holding Company 
Act. An investigation made of discriminatory pricing led to the 
Robinson-Patman Act. The Commission’s report on the motor ve- 
hicle industry led to the surrender of certain abusive pricing prac- 
tices, which was very much in the interest of the consumers of the 
Nation. It held down prices very substantially. Then another in- 
vestigation led to the abandonment of certain practices by farm ma- 
chinery manufacturers, including International Hasvouler, which were 
holding prices up. An investigation made in the 1940’s had con- 
siderable to do with the passage of the so-called Celler-Kefauver 
Antimerger Act back in 1950, closing a loophole in section 7 of the 
Clayton Act. 

I think these precedents of outstanding accomplishment by the 
Federal Trade Commission in times past would furnish some light 
on what we are thinking and talking about today, and which Senator 
O’Mahoney has in mind in this proposal. 

This report will be made a part of the record at this point. 

(The document referred to may be found on p. 3745.) 


Mr. Srcrest. In general, directed to the comment, and I have been 
at the Commission some 414 years and was on the Hill 16. 
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It is a miracle to me what the Commission has accomplished 
through the years on a budget of about $6 million, and a personnel of 
less than 800 people. The personnel today I think is only about a 
hundred more than it was in 1920, 1921, and the additional 

Senator Keravuver. We realize that, Mr. Secrest. Let me say that 
Senator O’Mahoney has taken the lead, time and time again, in the 
Appropriations Committee of which he was a senior member for so 
many years, to try to see that you were given more funds, even in 


times when, I must say, you did not fight very hard for funds 
yourself. 


Mr. Secresr. I am aware of that. 

Senator Keravuver. I remember one time the committee practically 
forced you to take $100,000 more than you asked for to try to get 
some work done. 

Mr. Secrest. In a particular field. 

But the Commission has always asked for more than it ever re- 
ceived from the budget or Congress, with possibly one exception, I 
think in about a 10-year period, I know there are some figures where 
the Budget Bureau had reduced the Commission’s request by $10 
billion total, and Congress by about $13 billion total, but it has 
been a problem. 

Senator Keravuver. If there is no objection, I will ask counsel to 
defer questions until you have all had an opportunity to give this 
matter further consideration, and until other members of the Com- 
mission can be present. 

You gentlemen can come back later with the other members of the 
Commission, can you not ? 

Mr. Secrest. Yes. We will try doto that. 

Senator Keravver. All right, if that is agreeable. 

Thank you very much. We will excuse you. 

Mr. Bicks, if you will come around, sir. 









STATEMENT OF ROBERT A. BICKS, ACTING ASSISTANT ATTORNEY 
GENERAL, ANTITRUST DIVISION, DEPARTMENT OF JUSTICE 


Senator Keravuver. The next witness is Hon. Robert A. Bicks, 
Acting Assistant Attorney General, Antitrust Division, Department 
of Justice. We are very glad to have you with us, Mr. Bicks. 

Mr. Bicxs. Thank you, Senator. 

Mr. Chairman, Senator O’Mahoney, Senator Hart, I approached 
the bill much as you have described it. I viewed this measure as a 
bill to which you were not wedded in every detail. Rather, this is 
4 proposal the broad outlines of which you wanted discussed and met 
on the merits. What I would like to do, if I may, is insert my state- 
ment as a whole in the record. I shall then simply treat two points, 
the two points of which your questioning seemed most directed. 

Senator O’Manonry. May I interrupt you, Mr. Bicks, off the rec- 
ord first. 

(Off the record.) 

Senator O’Manoney. Back on the record. 

Mr. Bicxs. Thank you very much, Senator. To be of help to the 
committee, I shall focus on two broad points. 
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First, assuming your flexibility as to the details of this particular 
proposal, what broad principle does the proposal embody? How 
does it propose to treat a particular problem, and what defects do 
we see in that approach? Second, and equally important, what posi- 
tive approach do we have to offer in its stead? at, after all, can 
an antitrust prosecuting agency contribute to the solution of the prob- 
lem with which you and I and indeed most thinking Americans are 
vitally concerned. That problem is: What can we do about inflation? 

Senator O’Manonry. May I add this statement: that our purpose, 
as I have said before, is to seek a means of preventing unwarranted 
action, and action that is dangerous to the economy. 

In making this approach, I am well aware that there is a much 
deeper, wider and more intelligent sense of responsibility among cor- 
porate leaders now than there used to be in the past. 

I feel that in this crisis we should not be dependent upon the enact- 
ment of more punitive laws, laws requiring civil or criminal prose- 
cution, but that we should be concentrating our attention and dili- 
yence on finding the way to get the cooperation from the leaders of 
industry and the leaders of Government in the executive and legisla- 
tive branch to bring about a means of holding inflation where it 
now stands. 

Mr. Bicxs. It is in that context that our position on this bill may 
perhaps be helpfully capsuled at the outset: First, the bill would 
tend to substitute Government inquiry into the reasons for and the 
justifiability of any price increase for our traditional ideal of prices 
set in response to free market forces. Second, one result will be to 


discourage price declines, for companies may well be loath to risk 
price cuts when price rises can take per only at the cost of required 
9 


waiting plus public hearing. Third, by slowing the necessarily fast 
pace of price adjustments, this proposal could spell real anti-competi- 
tive consequences. Fourth, these anti-competitive consequences, plus 
this bill’s brake on declining prices, would be felt, not in narrowly 
marked out areas, but throughout the bulk of this nation’s economy. 

Let me detail the basis for these conclusions. 

First, the bill’s tendency to substitute the pressures of public in- 
quiry for market forces in determining price changes. Antitrust’s 

rime goal, as the Supreme Court put it, in Socony-Vacuum, is to 
msure the determination of prices by free competition alone. The 
fact that prices are fixed at the fair going market price is immaterial, 
for the reasonableness of prices has no constancy due to the dynamic 
quality of business facts underlying price structures. The difference 
between legal and illegal conduct in the field of business relations, as 
the Supreme Court concluded in Z'’renton Potteries— 
cannot depend upon so uncertain a test on whether prices are reasonable—a 
determination which can be satisfactorily made only after a complete survey 
of our economic organization and a choice between rival philosophies * * * 

Senator O’Manoney. I am sure, Mr. Bicks, you won’t object to the 
statement that although in Socony-Vacuum the Supreme Court held, 
as you put it, that antitrust is a prime goal to assure the determina- 
tion of prices by free competition, the Supreme Court did not mean, 
and I am sure you do not mean, that this antitrust goal is a constitu- 
tional provision. 

Mr. Bicxs. Not at all, sir. 
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Senator O’Manoney. It is a mere statutory provision, and there 
is nothing whatsoever in a case like Socony-Vacuwm to prevent Con- 
gress from constitutionally establishing a goal to prevent concen- 
trated industry from flying prices into space, like the space missiles 
that we are now building for a nuclear war. 

Mr. Bricks. Nothing at all, sir. However, it is on just this issue 
of any price increase’s reasonableness—or, as S. 215 puts it, “the 
reasons for and the justifiability of the proposed increase”—that this 
measure’s required inquiry would focus. It is true—and Senator 
0’Mahoney pointed out this bill is no punitive measure—the bill 
enables no Government agency to halt—beyond the required 30-day 
waiting period—unilateral prices rises deemed unreasonable. 
Equally true, however, the bill’s required inquiry into any price rise’s 
justifiability makes small point unless that interested group reaction 
which the inquiry should reflect is meant to influence individual con- 
cerns’ pricing decisions. And it is this interested group’s reaction 
via hearings—rather than the ebb and flow of buyers pressures re- 
flected via markets—which would mold business pricing decisions. 

True, this argument assumes that market pressures are—or can 
be—sufficient virile to mold price decisions. True, in some areas of 


today’s economy, prices seem to move in hardly direct response to the 
apparent exigencies of market demands. And, finally, it 1s true that, 
even where such price movements may be felt to stem from collusion, 
undue competitive restraint, or excessive individual power over mar- 
ket price, still accidents of precedent and proof may delay, and per- 
on even ultimately thwart, effective antitrust remedy. 


his is a point I would like to meet quite directly. There is no 
question here that this assumption is sharply challengeable. The 
assumption I refer to is that market forces can do the job. 

Senator Keravuver. I could not quite hear what you said, Mr. Bicks. 

Mr. Bicxs. I said that really the argument that I was advancin 
(that really what this bill does is substitute group reaction expres 
in a public hearing for market pressures) is valid only to the extent 
that market pressures do—or can—influence pricing decisions. 

Senator Kerauver. What do you think about that? 

Mr. Bicxs. In some areas of today’s economy prices seem to move 
in hardly direct response to the apparent exigencies of market de- 
mands. And finally, it is true that, even where such price movements 
may be felt to stem from collusion, undue competitive restraint, or 
excessive individual power over market price, still accidents of prec- 
edent and proof may delay, and perhaps even ultimately thwart, 
effective antitrust remedy. 

Equally true, however, absence of promise for complete success 
ae not diminish our striving for the ideal, the goal of unrestrained 
individual effort at the heart of our competitive market system. To 
buttress antitrust tools, specific legislative proposals have been recom- 
mended, and some already acted upon by this committee. And, 
within the framework of existing law, we currently press intensive 
inquiries into many of the major market sectors—for example, autos 
and steel—on which this committee also focuses. Though candor 
requires that, at this stage of our work, I offer no promise of early or 
even ultimate remedy in any particular area, nevertheless pressing, 
now, is the question before you, the question whether—however short 
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of our competitive goal we must necessarily fall—is the asserted 
remedy this fill proposes truly worth its cost ? 2 

Especially so, since second, if the persistent failure of post-congres- 
sional admonitions against price hikes be a guide, this bill will not 
likely curb price increases; in fact, just to the contrary, this measure’s 
shift in pricing influence from market reaction to interested groups’ 
hearing views could well encourage that persistent upward push of 
prices the bill seeks to halt. For a business concern may be loathe 
to cut prices if certain of the requirements that, should the price 
cut not spell anticipated benefits, any future rise would have to 
face a 30-day waiting period plus the travail of public hearing. 

Let me cite some examples. The producers of tin cans have in 
recent months reduced their prices. Query: Were S. 215 enacted, 
would these price reductions have been withheld because, should can 
producers wish to raise their prices after, for example, an impending 
steel rise, at a later date, they would be required to notify —— 

Senator O’Manoney. Couldn’t you think immediately of an amend- 
ment that would completely take that out ? 

Mr. Bricks. Senator, that is exactly the weakness of particular 
examples. As each is discussed, the suggestion may be made that 
amendment could meet the problem. That’s really why it’s more prof- 
itable to focus on the general problem. The general problem involves 
the extent to which price cuts, tentative probing price cuts, price 
cuts really where the anticipated benefits of the cut are far from 
certain, will be foregone if the knowledge is certain that if the guess 
is wrong, if the price cut will not stick—— 

Senator O’Manoney. A few words could provide that the restora- 
tion of a price cut would not require any notice. 

Mr. Brcxs. In any situation ? 

Senator O’Manoney. Yes, sir. 

Mr. Bicxs. The third point I would like to dwell upon—— 

Senator O’Manoney. You understand what I mean by that? 

Mr. Bicks. Yes, but of course as you vary the time you really deter- 
mine the significance of the proposal. 

Third, this bill would impede prompt price reflexes to changing 
market stimuli. The result might well be to disadvantage those very 
producers responsible for whatever price flexibility some concentrated 
markets now demonstrate. 

Copper is a good example. Integrated producers run the gamut 
from mining to the finished metal and operate on the margin between 
the cost of production and the selling price of refined copper. How- 
ever, a significant competitive factor is the custom smelter. Unlike 
the producers, he operates on the margin between the price paid to 
independent miners for metal and the price obtained for the refined 
copper. 

The custom smelter buys from hundreds of miners on the basis of 
the price of copper on the date the ore arrives at the smelter. How- 
ever, over 90 days elapse between the time the custom smelter pays 
for the copper and the time needed for smelting and sale. To avoid 
the risk of inventory speculation and to safeguard its processing 
profit, the custom smelter sells each day an amount of refined copper 
equal to copper received at its smelter. 
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Accordingly, to function effectively, the custom smelter must be 
free to adjust his selling price quickly. Highlighting this need for 
price flexibility, though the integrated producers’ price of electrolytic 
copper changed only 3 times in 1958, the custom smelters’ price, in 
contrast, changed 36 times, fluctuating between a low of 23 cents 
and a high of 30 cents a pound. 

Such custom smelters’ operations would be dealt a body blow by 
§, 215’s 30-day notification requirement. However, the producers— 
whose prices presumably reflect the kind of price behavior at which 
§. 215 appears to be directed—would not be adversely affected. 

Finally, the maleffects flowing from this bill would be felt, not in 
limited market sectors, but throughout our Nation’s economy. 

Here the sole = I make is that as you point out, Senator, the 
coverage of the bill is still under consideration by you. You are 
talking about $100 million rather than only $10,000, and this is very 
much under exploration. So I briefly point out that the bill as pres- 
ently worded has quite extensive coverage. I don’t think there is any 
controversy about that. 

Finally, with those defects we see in this proposal in mind, really 
what positively have we got to offer? 

As you said before, Senator O’Mahoney, what can we do about the 
problem? What, if any, contribution can we make to its solution? 

This is a matter which has absorbed the interest of the Attorney 
General since early last fall when he served on an informal Cabinet 
Committee to study the problems of inflation. Specifically, the Anti- 
trust Division looked into two questions: First, could enforcement 
of the antitrust laws be used as an effective instrument of public 
policy in combating inflation? And second, if enforcement could be 
s0 utilized, how could it best be anti-inflation oriented ? 

Our conclusion was that while antitrust law enforcement has some 
limitations on an anti-inflation instrument, and some real ones, there 
are areas where enforcement, if coordinated with a governmentwide 
anti-inflation program, can serve as one effective arm. 

On the one hand, antitrust’s limitations as an anti-inflation weapon 
stem from a number of factors. First is the insulation of significant 
sectors of the economy from the jurisdiction of the Federal antitrust 
laws by specific congressional exemption, or judicial construction. 

Second, comparatively limited resources are available for antitrust 
enforcement. 

And, third, antimonopoly enforcement under section 2 of the Sher- 
man Act makes protracted litigation inescapable and short term re- 
sults difficult to predict. 

I don’t want to gloss over these limitations. I think if we are going 
to be of any help to you in appraising what good or lack of good 
antitrust can do in this area, you ought to know our weaknesses as 
well as our strength. 

_Senator O’Manonry. Mr. Bicks, do you not, in the Antitrust Divi- 
sion of the Department of Justice, have frequent conferences with in- 
dustrial leaders with respect to policies that they would like to 
follows? Do you not discuss, in the Antitrust Division, the effect of 
the antitrust laws, whether or not the Department of Justice will 
enforce the antitrust laws in a particular case? 

Mr. Bicxs. We do. 
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Senator O’Manoney. Is there any reason why in case of price in- 
creases we should not have a method by which such discussions can 
be carried on publicly ¢ 

Mr. Bicxs. I can’t recall the Antitrust Division ever discussing 
with an individual concern the wisdom of its price increase, 

Senator O’Manoney. We are looking here for prevention, not for 
punishment. 

Mr. Bicxs. That is right. I think it might be helpful, if I set 
forth what I thought we could do, and the role we could play. 

Senator O’Manoney. Please proceed. 

Mr. Bicxs. On the other hand, antitrust enforcement can achieve 
prompt and effective short term results in the easing of upward 
pressures on prices. Relevant here are cases attacking illegal price 
restraints of trade which induce inflationary effects. Enforcement 
of this character can be expeditiously procured under criminal and 
civil procedures. Effective remedies can produce immediate results 
in the elimination of the illegal restraints. 

For example, consider United States v. Beatrice Food Company 
et al., (D.C., Nebr.) a criminal suit involving milk sales to Govern- 
ment installations. Immediately after that investigation got under- 
way defendant dairies customarily bidding on these contracts reduced 
the price to the Government installations to a level comparable with 
the price offered other public institutions in the area. In addition, 
they began to quote prices competitive with each other. These results 
have already been obtained, even before the case has been tried. 

Similarly, in United States v. Eli Lilly & Company, et al., (Cr. D. 
N.J.) the price of polio vaccine revealed a marked decline following 
indictment. Here, too, disparate prices are currently quoted by the 
producers revealing characteristics of competitive price behavior. 

And, finally, in the field of housing, a very important factor in the 
cost of living, the Government early in 1957 filed a civil complaint 
and criminal indictment against the Association of Specialty Con- 
tractors in New England. Such tontractors erect shells for dwelling 
house foundations and supervise the pouring of the cement founda- 
tions. Uniform prices had been fixed which had caused an increase 
in building contractors’ costs on dwelling houses of average size by 
$100 per unit. This meant $100 more added to the price of every house 
that was bought. 

Successful conclusion of this case eliminated the alleged restraints 
and permitted contractors to cut costs and the ultimate price of new 
dwellings to the buyer by at least $100 per unit. These are short-run 
results. What, in the long run, can do? 

Looking toward the long-term effectiveness—— 

Senator O’Manoney. May I interrupt there? 

That housing case was initiated early in 1957. When was it 
concluded ? 

Mr. Bicxs. I think it was concluded in late 1958, sir. 

Senator O’Manonery. Thank you. 

Mr. Bricks. Looking toward the long-term effectiveness of antitrust 
enforcement as an anti-inflation weapon, section 7 of the Clayton 
Act offers significant potentialities. Vigorous section 7 enforcement, 
particularly in the growth of infant industries in the early stages of 
their evolution, can shape the ultimate competitive structure of these 
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industries and avoid the expansion of those areas weakened by undue 
concentration. Effective section 7 inforcement today will bring sup- 
ly, demand and price into a more ready competitive relationship 
insuch new and growing industries of tomorrow as chemicals, plastics, 
and electronics. 

I do not mean to suggest that competition can, or should, curb all 
increases in price. Whether or not a market be deemed competitive, 
increases in price may well stem from increases in costs, or increases 
in demands, y. ae , 

However, competition should help keep prices roughly in line with 
costs. 

For one example, consider our successful litigation blocking the 
Bethlehem- Youngstown steel merger. In the trial of that case, inde- 

ndent wire rope fabricators testified they were squeezed since they 
had to pay higher and higher prices for the rope wire they purchased 
from the big integrated steel companies. But the market for wire 
rope was highly competitive and prices could not be increased. To 
make matters worse, these small independents were forced to compete 
with the integrated steel companies who are their source of supply. 
As Judge Weinfeld pointed out in his opinion: 

** * if the independent sells wire rope below his competitor supplier’s price 
for wire rope he may lose his source of supply, thus giving his supplier a form 
of price control over him; and * * * the opportunities for a price squeeze on 
the independent are enhanced, since the supplier may shift his profit between 
rope wire and wire rope in such a manner as to narrow or eliminate the inde- 
pendent’s margin of profit on wire rope. As to this latter disadvantage, for 
several years prior to the trial and at the time of the trial (just a year ago) 
the price of rope wire (the raw material) had been raised several times while 
the price of wire rope (the ultimate product) remained virtually constant. 
In effect the steel producers raised the price of the raw material sold to the 
independent fabricators, but did not raise the price of the untimate product 
which some of the producers, including Bethlehem, sold in competition with 
the independents. The evidence establishes that the independents were caught 
in a price squeeze (United States v. Bethlehem Steel Corporation, 168 F. Supp. 
576, 612-613 (1958) ). 

Senator O’Manoney. I note in your testimony at the hearings on 
the premerger bill, if I remember correctly, you told this committee 
the great difficulties that the Antitrust Division encounters in getting 
such advance information. 

Mr. Bicks. Yes. 

Senator O’Manoney. And because of that you wanted a law to 
make certain that there was prenotification of merger. 

Now, in principle, is there any difference between prenotification 
of merger and prenotification of price increase? 

Mr. Bicxs. Very substantial, I think. 

First, I think that the fact of merger, as that bill was limited in 
coverage, I have in mind now—— 

Senator O’Manoney. This is limited in coverage, too. 

Mr. Bicxs. As presently drawn this measure is not as limited as it 
might be. But limitations, in the bill reported out made that bill 
apply to first a far fewer number of transactions. Second, such 
transactions are not so nearly at the heart of daily individual business 
decisions as price increases. Finally, the bill is specifically related 
to violations of a particular law—section 7 of the Gaston Act. It is 
meant, in essence, to require notice of only those acquisitions that may 
raise real questions under section 7. 
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Our significant need now in the antitrust enforcement area is, for 
means to insure production of information to enable intelligent dis. 
cussions. To meet this need our civil investigative demand proposal 
is designed. 

Second, some systematic study of particular competitive situations 
or even industry competitive situations, such as Senator Kefauver 
referred to in the memorandum he put in this record. 

However, I think that the need for such study and the need for 
ability to compel production of facts involves considerations apart 
from the sort of problems that this bill poses. Production of infor- 
mation should not delay and impede the routine of business decisions, 
as this bill would. 

To return to my statement, one of the salutary results of our suc- 
cessful intervention to prevent the Bethlehem- Youngstown merger 
was that Youngstown was retained as an important noncompeting 
source of supply of raw material to independent fabricators. To that 
extent, the squeeze on the small independents was held in check. 

Thus, our efforts in this field may spell real results. The more 
responsive prices are to competitive forces, the more effective will be 
normal anti-inflationary weapons—such as monetary and fiscal con- 
trols. Thus, effective antitrust can aid an overall Government pro- 
gram against inflation. And it is toward stepping up the pace of 
such efforts that our work is now directed. 

That is, really that last point is the one that Dr. Thomas makes so 
cogently. Traditional monetary and fiscal controls work most ef- 
fectively in areas where prices are more or less responsive to demand 
shifts. It is that aspect of antitrust enforcement that probably in 
terms of today’s problems would be most helpful. 

Senator Kerauver. Thank you very much, Mr. Bicks. We are 
glad to see Mr. Harrison Houghton with you. I don’t know whether 

ou know it or not, but I was associated with Mr. Houghton back 
in the days when I was on the Small Business Committee of the 
House of Representatives. ; 

Mr. Bricks. I did not, Senator. 

Senator Kerauver. Mr. Houghton was very effective at that time. 
He has a fine knowledge of antitrust and small business problems. 

Mr. Bioxs. Harry went through the Youngstown-Bethlehem case. 
That is where I first got to really know him. 

Senator Kerauver. He won the case there. 

Mr. Brcxs. Hedid. That is very true. 

Senator Kerauver. Senator O’Mahoney. 

Senator O’Manoney. No questions. 

Senator Keravuver. Mr. Dixon. 

Mr. Drxon. I have none, sir. 

Senator Kerauver. Mr. McHugh. 

Mr. McHveu. Just one question, Mr. Bicks. 

I am a little disturbed because I gather one of the principal objec: 
tions you have to the bill is the fact that it would interfere with the 
free play of market forces which determine prices. But I think 
earlier in your discourse with Senator Kefauver you did concede that 
there were certain industries where prices did not seem to respond 
normally to the interplay of market forces. 
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If it were possible to pinpoint those areas in our economy, specific 
industries, where it can be said that prices do not seem to respond 
normally to market play, and where presumably you have not found 
any violation of the antitrust laws, there are no conspiracies to ac- 
count for this abnormality or I assume suits would have been brought. 
If we can find that situation and pinpoint those types of industries, 
then would you have any objection to a plan along the provisions of 
this bill, the notification and waiting in those instances? 

Mr. Bicxs. Probably if we pinpointed the particular industries 
you refer to those would be the very industries where we at this par- 
ticular point are concentrating between a third and a half of our 
manpower. So I don’t think I would be prepared to admit that I 
don’t think we can do anything under the antitrust laws. 

Mr. McHvueu. It is true, is it not, though, that as of now in the 
two or three industries which you seem to have in mind, no cases 
have been instituted by the Antitrust Division—— 

Mr. Brcxs. That is right. 

Mr. McHveu. Aimed at this type of market behavior ? 

Mr. Bicxs. Well, I wouldn’t say none. But I certainly would 
agree with you that there is much left to be done. I think it would 
be very misleading to suggest anything else. Nor can I assure you 
what we are going to be able to do—whether we will proceed in court, 
if so, whether we shall prevail, and if we prevail, what al] results 
precisely will be. All I can tell you is what we are trying to do. 
And those efforts would make it impossible for me to ever acknowl- 
edge that antitrust could do nothing about it. 

Mr. McHvuen. That being so, then, would you still have the same 
objection to this bill as you have described, if it were confined to those 
specific industries ? 

Ng Bricks. I don’t think I can assume you any more directly than 
that. 

Senator Keravuver. I think, in following up Mr. McHugh’s ques- 
tions, if free market competition were controlling prices, Senator 
O'Mahoney would never have presented this bill. It is only by vir- 
tue of the fact that there is an area in which the judgment of man- 
agement is controlling prices, as you have stated, apart from the free 
play of competition in the market, which has been giving you so 
much concern, as you point out in your statement. But your re- 
sponse to that question is refreshingly frank. 

Mr. Bicxs. Thank you, Senator. 

Senator Kerauver. Mr. Bicks, sometime I wish that you, with your 
bright mind and using Mr. Houghton’s able experience, would go into 
the question of what we are going to do about this identity of pricing 
in certain concentrated industries. I do not see that it makes very 
much difference to the public whether corporations A, B, C get to- 
gether and raise the price to a certain level by conspiracy, or whether 
it just happens that way. The result to the public is the same. And 
yet one is approachable under the antitrust laws and the other is not. 

That is the big dilemma that we face, and you do too, I am sure. 
er sometimes you will give us your ideas about what we can do 
about it. 

Mr. Bicxs. I would be happy to, Senator. 

Senator Keravuver. Unless you want to do it now. 
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[ Laughter. } 

Mr. Bicxs. I think we will know a little more about that after the 
trial of our 7'ulsa case, Senator. 

Senator Krerauver. That is the oil case? 

Mr. Bicxs. Yes. 

Senator Krrauver. Another way you can help this committee, Mr, 
Bicks, is where we are trying to get information from certain lines 
of industry which you in the Department have had for a long time, 
but on which you haven’t brought any cases. If we could have a 
little better cooperation from you in giving us that information, it 
would be very helpful. 

Mr. Bicxs. I will be happy to talk this 

Senator Keravver. I think you know what I am talking about. 

Mr. Chumbris. 

Mr. Cuumpris. I have just one question : 

Mr. Bicks, do you think it would serve any useful purpose, in view 
of the objectives of this bill, if the labor unions, especially those that 
service the concentrated industries that this bill contemplates, were 
required to give notification of a wage increase just like the concen- 
trated industries are required to give a notification of a price in- 
crease? In other words, if the bill would be amended to contemplate 
that. 

Mr. Bicxs. Mr. Chumbris, I would be happy to discuss problems 
of labor in antitrust laws, but I really don’t know enough about the 
problems of labor-management relations to answer that. 

Mr. Cuumeris. Senator Langer has thought that since the hearings 
have developed so much that the increase in wages has an impact 
on the increase in prices, should this bill bs amended so that if a 
union wants to increase its wages, it would be required to give notice 
just like industry would be required to give notice if the price increase 
is contemplated. 

Senator O’Manonry. Before you answer that, Mr. Bicks—— 

Senator Keravuver. I don’t think he was going to answer it. 

[ Laughter. ] 

Senator O’Manoney. But he started to. I want to point out to 
Mr. Chumbris that perhaps in his question there is an assumption 
that an increase in wages causes a price increase. I know the Ameri- 
can Iron and Steel Institute is doing its very best to convince the 
public that that is so. But the testimony that this committee has 
had, so far as the steel industry is concerned, is that the increase in 
profits, particularly of the United States Steel Corp., are far in excess 
of the wage increases, and that it would be a very simple matter for 
the United States Steel Corp. to absorb the wage increases without 
increasing the price of the product. 

Mr. Cuumpris. Senator Langer, in asking that question, was not 
trying to decide whether the wage increase causes the inflation, or 
the price increase, but he wonders if it would help the bill, if such 
an amendment were added. 

Senator Keravver. All right. 

Mr. Bicxs. I can’t answer that, I just don’t know enough, Mr. 
Chumbris, about what the impact would be on the daily labor-man- 
agement decisional process. 
Senator Kerauver. Mr. Peck. 
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Mr. Peck. Mr. Bicks, you mentioned Sherman section 1 cases and 
Clayton section 7 cases as antitrust tools which might be used to curb 
inflation. 

Would you also consider Sherman section 2 “attempt” cases a useful 
tool for this purpose ? 

Mr. Bicxs. Yes, very much so. 

Mr. Peck. I have in mind a situation such as that in the Klearflax 
case. 

Mr. Brcxs. Yes. 

Mr. Peck. The effort to exclude potential or actual competitors is 
an effort which should be considered, you believe ? 

Mr. Bicxs. That is right. 

Mr. Peck. And it should be just as important to allow competitors 
to exist and not be excluded as it is to eliminate concentration by means 
of section 7 of the Clayton Act? These two antitrust procedures rep- 
resent two very similar approaches to the same problem. 

Mr. Brcxs. Yes, but I could point to much more precise results 
under section 7. ‘There were over 150 mergers in the shoe industry 
before we filed our shoe cases; since then there has been one. That 
is 4 years. 

Second, in steel, you know what the pace of mergers was there be- 
fore Youngstown-Bethlehem. Since then we don’t know of one 
significant merger. 

Mr. Peck. It isa better, more readily used tool ? 

Mr. Bricks. Yes, sir. 

Mr. Peck. Thank you sir. 

Senator Kerauver. Mr. Kittrie, on behalf of Senator Wiley. 

Mr. Kirrriz. Just one question, sir: 

I just want to refer back to something you said about the philosophy 
of this bill. 

You were saying that the prime goal of antitrust is actually the free 
play of competitive powers; it is not really based on the question of 
reasonableness. 

You indicated that this particular bill is based on the idea that any 
manufacturer who would want to raise his prices would have to show 
that it was reasonable, and you thought that this test did not fit in 
with the basic philosophy of the antitrust laws. 

Mr. Bricks. That is right, that the market determined 
reasonableness. 

Mr. Krrrri. Would you say that applying the test of reasonable- 
ness to private corporations we are really applying a philosophy that 
is used in the regulation of the public utilities ? 

Mr. Bricks. I would. 

Mr. Kirrrre. And would you feel, therefore, that this test is com- 
pletely out of place in this partcular field? I mean, would you say 
that applying the test of public utilities to these big corporations, 
although they are as powerful as they are, is completely out of place? 

Mr. Bicxs. Well, I am not sure that it is exactly applying the test 
of public utilities. I prefer to talk in terms of considerations akin 
to those involved. 

But as I tried to indicate to you, I believe it is, yes, I think 
these—— 
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Mr. Kirrriz. This test of reasonable return is really a test we usu- 
ally apply to public utilities and usually have not applied to 
corporations ? 

Mr. Bicxs. That is right. But I think that the conclusion that the 
amount of industry which this bill covers now should be abandoned 
to a public utilities concept is quite a drastic one. 

Mr. Krrrrm. Thank you very much. 

Senator Keravuver. Thank you, Mr. Bicks, and thank you, Mr, 
Houghton. 

(The complete prepared statement of Mr. Bicks is as follows:) 


STATEMENT OF RosBeErt A. BICKS, ACTING ASSISTANT ATTORNEY GENERAL, ANTITRUST 
DIVISION, DEPARTMENT OF JUSTICE 


I appear today, at your chairman’s request, to present Justice Department 
views on 8. 215, the “Price Notification Bill.” Treating this bill, my plan is, 
first, to sketch briefly that problem of inflation the proposal seeks to meet. 
With that problem in mind, second, just how would this bill treat rising prices? 
Third, what difficulties do we envision in this bill’s approach? And, finally, 
what, if any, contribution can antitrust enforcement make to meeting problems 
of inflation, problems with which this committee, and indeed the entire executive 
branch, are vitally concerned. 


I. THE PROBLEM 8. 215 SEEKS TO TREAT 


First, this bill, described by its author, Senator O’Mahoney, in his opening 
statement, “is intended to be a first step to bring inflation under control * * * 
[and] constitute[s] an invitation to the leaders of concentrated industry to 
avoid price increases for the products they manufacture and sell without first 
showing at a public hearing that there is good reason for the increases.” The 
bill seeks “to prevent by the light of advance publicity alone unnecessary and 
unwarranted price increases.” * 

Stated otherwise, as Senator Kefauver put it opening these hearings, “The 
possible need of a bill such as S. 215 aries from the fact that in a number of 
industries competition may not be sufficiently vigorous to provide adequate 
protection to the public interest * * * the vigor of competitive forces has in 
some areas diminished to the point where the public interest is no longer 
adequately protected by the “unseen hand” of competition.” ? 


Il. JUST HOW DOES 8. 215 SEEK TO MEET PROBLEMS OF INFLATION? 


To meet such problems, S. 215 would apply to “any line of commerce in which 
50 percent or more of the total sales in the United States are made by eight or 
less corporations, including their respective subsidiaries and affiliates * * *.”* 
Within such sectors, the bill goes on to specify that “no corporation included 
in such group (presumably the top eight firms), and having capital, surplus, 
and undivided profits in excess of $10 million, shall increase the price of its 
product in such line of commerce” without 30 days’ notice.“ Such notice, ac 
cording to S. 215, must be delivered to the Federal Trade Commission, the At- 
torney General, and officials of the Congress “for publication in the Federal 
Register and the Congressional Record.” * 

“Within 30 days after such notice,” the bill goes on, the Commission would 
be obliged to “call a public hearing on the proposed increase, at which it shall 
be the duty of the Commission and the Attorney General to examine such cor- 
poration with respect to the reasons for and the justifiability of the proposed 
increase. * * *”* Interested parties would “be allowed to appear and give testi- 
mony either for or against the proposed increase. * * *”* 


1Mimeographed opening remarks by Senator Joseph C. O’Mahoney, Democrat, of Ly 
omine. — Senate Judiciary Antitrust and Monopoly Subcommittee on S. 215, Apr. 23, 

59, p. 2. 

2 Mimeographed opening statement by Senator Estes Kefauver, Democrat, of Tennessee, 
Apr. 23, 1959, p. 2. 

#8. 215, p. 2, lines 17-20. 

*Ibid., lines 20-24. 

5Id., p. 3, Hines 1-9. 

*Ibid., lines 15-20. 
78. 215, pp. 3-4. 
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However, the Commission, with the approval of the Attorney General, could 
establish rules and procedures for the waiver of all or part of the waiting re- 
quirements in appropriate cases. * * *’* And, in like fashion, the Commission 
“may in appropriate cases or categories of cases decline to call a public hearing.” ® 

So much for a brief, very brief, sketch of S. 215’s provisions. With these 
provisions in mind, why does this Department oppose enactment of this measure? 


Ill, WHY DOES THE JUSTICE DEPARTMENT RECOMMEND AGAINST ENACTMENT OF §, 215? 


Our position may be capsuled at the outset. First, the bill would tend to sub- 
stitute Government inquiry into “the reasons for and the justifiability of any 
price increase” for our traditional ideal of prices set in response to free-market 
forces. Second, one result will be to discourage price declines; for companies 
may well be loathe to risk price cuts when price rises can take place only at the 
cost of required waiting plus public hearing. Third, by slowing the necessarily 
fast pace of price adjustments, this proposal could spell real anticompetitive 
consequences. Fourth, these anticompetitive consequences, plus this bill’s brake 
on declining prices, would be felt, not in narrowly marked out areas, but 
throughout the bulk of this Nation’s economy. Let me detail the basis for these 
conclusions. 

First, the bill’s tendency to substitute the pressures of public inquiry for 
market forces in determining price changes. Antitrust’s prime goal, as the 
Supreme Court put it, in Socony-Vacuum, is to insure the determination of * * * 
prices by free competition alone.” The fact that prices are fixed at the fair 
going market price is immaterial,” for the reasonableness of prices has no con- 
stancy due to the dynamic quality of business facts underlying price structures.” 
The “difference between legal and illegal conduct in the field of business rela- 
tions,’ as the Supreme Court concluded in Trenton Potteries, cannot “depend 
upon so uncertain a test on whether prices are reasonable—a determination 
which can be satisfactorily made only after a complete survey of our economic 
organization and a choice between rival philosophies * * *.” * 

However, it is on just this issue of any price increase’s reasonableness—or, 
as 8. 215 puts it, “the reasons for and the justifiability of the proposed in- 
crease’—that this measure’s required inquiry would focus. It is true, of course, 
the bill enables no Government agency to halt—beyond the required 30-day 
waiting period—unilateral price rises deemed unreasonable. Equally true, how- 
ever, the bill’s required inquiry into any price rise’s justifiability makes small 
point unless that interested group reaction which the inquiry should reflect is 
meant to influence individual concerns’ pricing decisions. And it is this inter- 
ested group’s reaction via hearings—rather than the ebb and flow of buyers 
pressures reflected via markets—which would mold business pricing decisions. 

True, of course, assumed here is that market pressures are, or can be, suf- 
ficiently virile to mold price decisions. True, in some areas of today’s economy, 
prices seem to move in hardly direct response to the apparent exigencies of 
market demands. And, finally, it is true that, even where such price movements 
may be felt to stem from collusion, undue competitive restraint, or excessive 
individual power over market price, still accidents of precedent and proof may 
delay, and perhaps even ultimately thwart, effective antitrust remedy. 

Equally true, however, absence of promise for complete success ought not 
diminish our striving for the ideal, the goal of unrestrained individual effort at 
the heart of our competitive market system. To buttress antitrust tools, specific 
legislative proposals have been recommended, and some already acted upon by 
this committee. And, within the framework of existing law, we currently press 
intensive inquiries into many of the major market sectors—for example, autos 
and steel—on which this committee also focuses. Though candor requires that, 
at this stage of our work, I offer no promise of early or even ultimate remedy 
in any particular area, nevertheless pressing, now, is the question before you, 
the question whether, however short of our competitive goal we must necessarily 
fall, is the asserted remedy this bill proposes truly worth its cost? 

Especially so, since second, if the persistent failure of post congressional 
admonitions against price hikes be a guide, this bill will not likely curb price 





*S, 215, p. 4, lines 21-25. 

*S. 215, p. 5, lines 4-5. 

U.S. v. Socony-Vacuum Oil Co., 310 U.S. 150, 223. 
NTd., at 223. 

41d., at 221. 

U.S. v. Trenton Potteries Co., 273 U.S. 392, 306-98. 
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increases; in fact, just to the contrary, this measure’s shift in pricing in- 
fluence from market reaction to interested groups’ hearing views could well 
encourage that persistent upward push of prices the bill seeks to halt. For a 
business concern may be loathe to cut prices if certain of the requirement 
that, should the price cut not spell anticipated benefits, any future rise would 
have to face a 30-day waiting period plus the travail of public hearing. 

Let me cite some examples. The producers of tin cans have in recent months 
reduced their prices. Query: Were S. 215 enacted, would these price reductions 
have been withheld because, should can producers wish to raise their prices at 
a later date, they would be required to notify the FTC and be subject to a full 
hearing? 

Much the same query arises in the case of processed cheese, where eight com- 
panies account for 83 percent of industry shipments. The price of Cheddar 
cheese, according to the Bureau of Labor Statistics, fell from 94.9 (1947-49 
equals 100) in August 1957 to 87-5 in April 1958. By November 1958, the price 
had risen back to 91.5. Presumably, that price rise would have been subjected 
to the provisions of 8S. 215. Yet, no sooner had the price been raised but in 
December 1958, the next month, prices were again reduced. 

For a final example, consider tomato catsup, a field where eight companies 
account for 68 percent of industry shipments. These prices declined from August 
1957 to April 1958, but were raised to another peak in November 1958, only again 
to decline in January 1959. 

Query: In such instances, would not most concerns tend to shun such tenta- 
tive and probing price cuts were the knowledge certain that future prices, 
unless exempted at administrative discretion, would be subject to waiting and 
hearings? And, as a corollary, would the necessity for waiting and public 
hearings likely tend to magnify each price rise in order to avoid the rigors 
of such procedures for each of a series of smaller rises? Thus, in a real sense, 
S. 215 could spur the very rigid and higher prices it is intended to curb. 

Third, this bill would impede prompt price reflexes to changing market stimuli. 
The result might well be to disadvantage those very producers responsible 
for whatever price flexibility some concentrated markets now demonstrate. 

Copper is a good example. Integrated producers run the gamut from mining 
to the finished metal and operate on the margin between the cost of production 
and the selling price of refined copper. However, a significant competitive 
factor is the custom smelter. Unlike the producers, he operates on the margin 
between the price paid to independent miners for metal and the price obtained 
for the refined copper. 

The custom smelter buys from hundreds of miners on the basis of the price 
of copper on the date the ore arrives at the smelter. However, over 90 days 
elapse between the time the custom smélter pays for the copper and the time 
needed for smelting and sale. To avoid the risk of inventory speculation and 
to safeguard its processing profit, the custom smelter sells each day an amount 
of refined copper equal to copper received at its smelter. 

Accordingly, to function effectively, the custom smelter must be free to adjust 
his selling price quickly.* Highlighting this need for price flexibility, though 
the integrated producers’ price of electrolytic copper changed only 3 times in 
1958, the custom smelters’ price, in contrast, changed 36 times, fluctuating 
between a low of 23 cents and a high of 30 cents a pound.” 

Such custom smelters’ operations would be dealt a body blow by S. 215’s 30- 
day notification requirement. However, the producers—whose prices pre 
sumably reflect the kind of price behavior at which S. 215 appears to be 
directed—would not be adversely affected. 

Finally, the maleffects flowing from this bill would be felt, not in limited 
market sectors, but throughout our Nation’s economy. S. 215’s scope may per- 
haps be gaged from statistics published in this subcommittee’s 1957 report on 
Concentration in American Industry. Assume for the moment that S. 215’s 
phrasing “line of commerce” be deemed the rough equivalent of the concept 
“product classes utilized in your concentration statistics report.” This viewed, 
that report’s statistics suggest that some 632 out of a total of 1,118 manufac- 
turing industries there listed would fall within S. 215’s requirements. In 
other words, this subecommittee’s report indicates that eight companies account 
for 50 percent or more of the shipments in over half the manufacturing in- 


4% Hearings TNEC, pt. 25, January 1940, pp. 13266-13268. 
%5 Daily Metal Reporter, Jan. 16, 1959, Annual Metal and Steel Number, pt. II, p. 115. 
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dustries in the United States. To be exact, these 632 industries number 56 
percent of the total and account for 55.6 percent of the total value of ship- 
ments in all manufacturing. Thus, to the extent that each of the leading eight 
firms in such industries has a net worth of more than $10 million, this bill’s 
price-waiting and hearing requirements would apply to industries accounting 
for more than one-half of this country’s commerce. 

So much for our objections to this measure and our views as to the mal- 
effects it would engender. 


IV. ANTITRUST’S ROLE IN AN OVERALL PROGRAM TO CURB INFLATION 


In sum, apart from the pending proposal, what, if any, contribution can anti- 
trust make to meeting the problem of inflation at which 8S. 215 is directed? This is 
a matter which has absorbed the interest of the Attorney General since early 
last fall when he served on an informal Cabinet Committee to study the prob- 
lems of inflation. Specifically, the Antitrust Division looked into two questions: 
First, could enforcement of the antitrust laws be used as an effective instrument 
of public policy in combating inflation? And, second, if enforcement could be 
so utilized, how could it best be anti-inflation oriented? 

Our conclusion was that while antitrust law enforcement has some limita- 
tions as an anti-inflation instrument, there are areas where enforcement, if 
coordinated with a governmentwide anti-inflation program, can serve as one 
effective arm. 

On the one hand, antitrust’s limitations as an anti-inflation weapon stem from 
a number of factors. First is the insulation of significant sectors of the economy 
from the jurisdiction of the Federal antitrust laws by specific congressional 
exemption, or judicial construction. Second, compartively limited resources 
are available for antitrust enforcement. And, third, antimonopoly enforce- 
ment under section 2 of the Sherman Act makes protracted litigation inescap- 
able and short-term results difficult to predict. 

On the other hand, antitrust enforcement can achieve prompt and effective 
short-term results in the easing of upward pressures on prices. Relevant here 
are cases attacking illegal price restraints of trade which induce inflationary 
effects. Enforcement of this character can be expeditiously procured under 
criminal and civil procedures. Effective remedies can produce immediate re- 
sults in the elimination of the illegal restraints. 

For example, consider United Statcs v. Beatrice Food Company et al., (D.C. 
Nebr.) a criminal suit involving milk sales to Government installations. Im- 
mediately after that investigation got underway defendant dairies customarily 
bidding on these contracts reduced the price to the Government installations to 
a level comparable with the price offered other public institutions in the area. 
In addition, they began to quote prices competitive with each other. These 
results have already been obtained, even before the case has been tried. 

Similarly, in United States v. Eli Lilly &€ Company et al. (Cr. D. N.J.), the 
price of polio vaccine revealed a marked decline following indictment. Here, 
too, disparate prices are currently quoted by the producers revealing character- 
istics of competitive price behavior. 

And, finally, in the field of housing, a very important factor in the cost of 
living, the Government early in 1957 filed a civil complaint and criminal indict- 
ment against the Association of Specialty Contractors in New England. Such 
contractors erect shells for dwelling house foundations and supervise the 
pouring of the cement foundations.“ Uniform prices had been fixed which had 
caused an increase in building contractors’ costs on dwelling houses of average 
size by $100 per unit. Successful conclusion of this case eliminated the alleged 
restraints and permitted contractors to cut costs and the ultimate price of new 
dwellings to the buyer by at least $100 per unit. 

Looking toward the long-term effectiveness of antitrust enforcement as an anti- 
inflation weapon, section 7 of the Clayton Act offers significant potentialities. 
Vigorous section 7 enforcement, particularly in the growth of infant industries 
in the early stages of their evolution, can shape the ultimate competitive 
structure of these industries and avoid the expansion of those areas weakened 
by undue concentration. Effective section 7 enforcement today will bring sup- 
ply, demand and price into a more ready competitive relationship in such new 
and growing industries of tomorrow as chemicals, plastics and electronics. 


V7_ 
* U.S. v. Concrete Form Association of Central New England et al., Civil No. 57-216-8; 
Criminal No. 57-63-5 (D. Mass.) 
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I do not mean to suggest that competition can, or should, curb all increases 
in price. Whether or not a market be deemed competitive, increases in price 
may well stem from increases in costs. However, competition should help keep 
prices roughly in line with costs. 

For one example, consider our successful litigation blocking the Bethlehem- 
Youngstown steel merger. In the trial of that case, independent wire rope 
fabricators testified they were squeezed since they had to pay higher and higher 
prices for the rope wire they purchased from the big integrated steel companies, 
But the market for wire rope was highly competitive and prices could not be 
increased. To make matter worse, these small independents were forced to 
compete with the integrated steel companies who are their source of supply. 
As Judge Weinfeld pointed out: 

“* * * if the independent sells wire rope below his competitor supplier's 
price for wire rope he may lose his sources of supply, thus giving his supplier a 
form of price control over him; and * * * the opportunities for a price squeeze 
on the independent are enhanced, since the supplier may shift his profit be- 
tween rope wire and wire rope in such a manner as to narrow or eliminate the 
independent’s margin of profit on wire rope. As to this latter disadvantage, for 
several years prior to the trial and at the time of the trial (just a year ago) the 
price of rope wire (the raw material) had been raised several times while the 
price of wire rope (the ultimate product) remained virtually constant. In effect 
the steel producers raised the price of the raw material sold to the independent 
fabricators, but did not raise the price of the ultimate product which some of 
the producers, including Bethlehem, sold in competition with the independents. 
The evidence establishes that the independents were caught in a price squeeze.” 
(United States v. Bethlehem Steel Corp., 168 F. Supp. 576, 612-13 (1958).) 

One of the salutary results of our successful intervention to prevent the 
Bethlehem-Youngstown merger was that Youngstown was retained as an im- 
portant noncompeting source of supply of raw material to independent. fabri- 
eators. To that extent, the squeeze on the small independents was held in 
check. 

Thus, our efforts in this field may spell real results. The more responsive 
prices are to competitive forces, the more effective will be normal anti-infla- 
tionary weapons, such as monetary and fiscal controls. Thus, effective antitrust 
can aid an overall Government program against inflation. And it is toward 
stepping up the pace of such efforts that our work is now directed. 


Senator Kerauver. We are going to hear Mr. Angus McDonald at 
this time, so we will not have to have an afternoon session. 

Mr. McDonald, you have been Waiting patiently for 10 days now. 
We are glad to have as our next witness Mr. Angus McDonald, co- 
ordinator of legislative services of the National Farmers Union. 
Mr. McDonald is a thoughtful student of antitrust problems as they 
affect the farmers of our country. We are glad to have your views. 

I notice in your statement, Mr. McDonald, you have a number of 
tables and charts, all of which will be included in the record. Any 
part that you do not read will also be included in the record. 


STATEMENT OF ANGUS McDONALD, COORDINATOR, DIVISION OF 
LEGISLATIVE SERVICES, NATIONAL FARMERS UNION 


Mr. McDonatp. Thank you, Mr, Chairman. I am appearing here 
in support of S. 215, a bill which would require corporations in in- 
dustries so heavily concentrated that monopoly or the threat of 
monopoly is present to file advance notification and make public justi- 
fication before effectuating price increases. : 

We commend the Senator from Wyoming. We believe this legis- 
lation is much overdue. We have been concerned for many years 
about economic concentration in the durable goods industry and dur- 
ing the last few years, we have become concerned about concentration 
in food manufacturing and related industries. 
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This bill, we believe, represents a very mild approach to the ad- 
ministered price problem. What could be more reasonable than to 
ask a giant corporation, or a small group of giant corporations, who 
control 50 percent of an industry, to appear before a public tribunal, 
such as the Federal Trade Commission, and file advance notice of an 
intended price increase and appear at a public hearing and present 
facts which would justify that increase? We believe that price in- 
creases in industries where it is obvious that prices are privately 
administered and where the law of supply and demand does not 
operate, is a matter of public concern. Although we do not feel that 
the Government should intrude into the area of profits and produc- 
tion, we feel that the behavior of prices during the past few years is 
justification for such a bill. 

We in agriculture, perhaps have more cause to be concerned with 
inflation and administered prices than other segments of the economy. 
aoe the last 10 years, except for a brief period during the Korean 
war, farm income and farm prices have been generally declining. 
Farm prices have declined consistently ever since the period 1947-49 
which happens to be the period selected by the Bureau of Labor 
Statistics to represent 100 points in its index. Let me recite briefly 
prices listed in January 1959, according to the index and on the 
— during the year 1957, as compared with the base period 
1947-49 : 

In January 1959, 100 pounds of white potatoes sold in Chicago for 
66 percent of what they brought during the base period. This 
amounted to $2.66 per hundred pounds. No. 2 corn in Chicago was 
only 64.9 percent of the price it brought during the period 1947-49, 
oats 67.5 percent, rye 59.4 percent, wheat (Hard Red No. 2) in Kansas 
City 81.9 percent Spring wheat No. 1 in Minneapolis 84 percent, 
Prime Steers 92.4 percent, barrows and gilts (200 to 240 pounds) 71 
percent, Choice and Prime lambs, 77.6 percent, heavy hens in Iowa 
(farm) 40.5 percent, heavy and laying hens in New York 53.3 percent, 
and broilers and fryers in North Georgia 52 percent. I have here a 
table which lists these percentages as well as the unit price for Jan- 
uary 1959 and the average price index figures for 1957, which I would 
like to insert in the record. It seems that prices of important farm 
commodities have without exception declined below the 1947-49 
average: 





January 1959 









Year 1957 
Average 
Index Price 
Percent Percent 
White potatoes, 100 pounds MON. 3552 Soe cw does casas 66 $2. 66 £0 
Corn, No, 2, per bushel (Chicago) . ......--------------------- 64.9 1, 185 70.9 
Oats, No, 2, per bushel (Minneapolis) . ..-..------------------ 67.5 . 608 74 
Rye, No. 2, per bushel (Minneapolis) -...--..----------------- 59.4 1.249 61.8 
Wheat, hard red No. 2, per bushel (Kansas City)......------- 81.9 1. 945 94.8 
Wheat, spring No. 1, per bushel (Minneapolis) . -..----------- 84 2.073 93 
Steers, prime, per 100 pounds (Chicago) . ......--------------- 92.4 28. 125 82.3 
Barrows and gilts, per 100 pounds (Chicago) -.---.------ 71 18, 688 78. 5 
Lambs, choice and prime, per 100 pounds (Chicago) - --. 77.6 19. 725 92. 8 
Hens, heavy (lowa farm)’ per pound (Chicago)......... rit 40.5 095 57.6 
ens, heavy and light, per pound (New York) --.-.--.------- 53.3 . 207 59.1 
Broilers and fryers, per pound (north Georgia)...-.----------- 52 14 58.7 
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Farm prices generally have been below prices during the 1947-49 
period. According to the Bureau of Labor Statistics in January 
1959, farm products were 91.5 percent of what they were during the 
base period. All commodities, in January 1959, stood at 119.5 on the 
BLS index: 2 years ago they stood at 116.9; processed foods stood at 
108.8 and 104.3 on the index in January 1959 and January 1957, 
respectively. 

Since the index of manufactured products, particularly in the dur- 
able-goods industries, ranged from 150 to 200 points on the Bureau 
of Labor chart, it is obvious that relatively cheap food has brought 
down the index from 25 to 75 percent below what the farmers paid 
for farm supplies, implements, automobiles, and tractors. Had farm 
prices increased proportionately, the consumers’ index would have 
probably been around 150 to 160 instead of 119.5. Farmers have, in 
other words, been subsidizing the consumer and other parts of the 
economy. 

Let us look for a moment at prices farmers have been paying. It is 
important to emphasize that certain materials, implements and sup- 
plies determine the value of the farmers’ dollar. The real value of 
the dollar determines his ability to increase his efficiency and main- 
tain and expand his farm plant and his ability to support his family 
at a decent standard of living. Iron and steel in January 1959 had 
skyrocketed to 172 points on the Bureau of Labor Statistics index, 
semifinished steel products had risen to 205.1 points or more than 
twice what they were during the 1947-49 period. Finished steel 
products had risen to 187 points, barbed wire to 176.3 and woven wire 
fence to 188.3, and bale ties to 204. 

In January 1959, prices of agriculture machinery in general had 
increased almost without exception by more than 50 percent of what 
they were during the 1947-49 period. Drawn mold-board plows had 
increased by 78 percent; drawn corn planters by 58.5 percent; grain 
drills by 53.4 percent; manure spreaders by 50.3 percent; cultivators, 
mounted, by 55.7 percent; and corn pickers, drawn, by 55.6 percent. 

I have here a table which gives a few more details about price in- 
creases, not only during 1958 but for previous years—back through 
1954. I would like to insert this table in the record at this point: 


Iron and steel prices 
[Index 1947-49 equals 100) 


Iron and steel 

Iron and steel scrap 
Semifinished steel products 
Finished steel products 

Bale ties- --- 

Barbed wire (galvanized) 
Woven wire fence (galvanized) 


Source: Bureau of Labor Statistics, 
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Facts about price leadership in steel, automobile, and other indus- 
tries are well known to this committee. We in the Farmers Union 
have followed very closely over a period of years the hearings con- 
ducted by the distinguished chairman of this subcommittee. We feel 
that there has been ample proof presented to this committee, that 
prices over a wide area of our economy are privately fixed and ad- 
ministered. It is immaterial whether a conspiracy exists in the 
steel industry and other related industries, the behavior of prices 
over a long period of years indicates that prices are not responsive 
to supply and demand and that in some instances, prices increased 
when demand declined drastically. 

Perhaps a word should be said about the history of administered 
prices in the steel industry. During the early part of this century 
after the consolidation which resulted in the great United States Steel 
Corp., prices were more or less openly fixed at the Judge Gary din- 
ners. About this time, the Pittsburgh plus basing point system 
emerged. This was a system of prices applied to the United States 
requiring every buyer of steel or steel products to pay freight to 
Pittsburgh from the point of distribution, no matter where the steel 
or steel products were produced. For example, farmers in the Chi- 
cago area paid phantom freight to Pittsburgh, even though the steel 
was manufactured at the United States Steel plant in Chicago. An 
investigation indicated that farmers in an 11-State area paid over 
$30 million in phantom freight charges a year. 

The Pittsburgh plus basing point system was broken up by the 
Federal Trade Commission in 1924. This was followed by the mul- 
tiple basing point price system which divided the United States 
into a number of areas; a point in each area constituting a basing 
point. Buyers of steel and steel products paid freight from point 
of distribution to the basing point. However, if steel from another 
area was imported into the area, the producers of the steel could only 
collect the amount of freight which was charged in the area into 
which he shipped. Thus you had a system of identical prices 
throughout the United States. This system was rigidly enforced 
by United States Steel until broken up the U.S. Supreme Court in 
the Cement case in May 1949. 

Today the system of matched-identical prices in the steel industry 
still exists with every mill a basing point. This makes possible a 
system of administered prices which operate perfectly, or almost 
ry Investigation by this committee indicates that there have 

n very few violations of the present-day basing point system. 
One exception occurred when United States Steel on July 3, 1954, 
increased its prices on galvanized sheets by $3.50 to $120. Four days 
later Republic increased its prices 50 cents, bringing its prices to $117. 
Then on August 5, 1954, United States Steel came down to $117. As 
far as I know, that is the only instance of price competition that this 
committee was able to find in the steel industry. 
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I will not comment on the exhaustive investigations which this com- 
mittee has held in regard to the automobile industry, except to say 
that it —— the circle of administered prices in that industry is 
almost closed. It appears that automobile prices along with steel 
prices tend to increase even though production may fall as much as 
50 percent, which simply means that demand has fallen as much as 
50 percent. Automobile manufacturers also play the “follow the 
leader” game. On September 29, 1956, Ford increased its prices only 
slightly, when it was expected that General Motors would increase its 
caiaper substantially. Ten — later, Ford acknowledged its mistake 

raising its prices up to General Motors. Ford Co. officials ex- 
plained to this committee that they had raised their prices to meet 
competition. I will not comment on this except to say that unhap- 
pily, farmers are not able to practice this kind of competition. We 
ave to lower our prices to meet competition, not raise them. 

It appears that an economic revolution is going on at the present 
time, including manufacturing and distribution of food products, 
Food manufacturers and distributors are engaged in price wars 
throughout the United States in areas which they do not yet domi- 
nate. This is particularly true in the bread and milk industries, and 
I think it can be seen on the horizon in the broiler industry. In the 
bread industry, administered prices have reached an advanced stage. 
Let us look for a moment at the behavior of prices in the year 1957. 
During all 12 months of the year, wholesale prices of bread in New 
York City, San Francisco, and Chicago were unchanged, except for 
a rise in price on March 1 in New York City. Prices of wheat, on 
the other hand, fluctuated during the entire year. Here is a chart 


which I would like to insert in the record which graphically portrays 
the behavior of prices of wheat and bread by the month during the 
year 1957. 
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(The chart referred to is as follows :) 


1957 BREAD AND WHEAT PRICES-- INDEX. 1947-492100 
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Mr. McDonatp. I would also like to insert in the record a table on 
which the chart is based which shows prices of hard winter wheat 
No, 2 at Kansas City, spring No. 1 at Minneapolis, soft wheat No. 1 
at Portland, Oreg., and soft winter No. 2 at St. Louis. These figures 
relate to changes during every month of the year. It is seen that 


prices in no month on any variety of the wheat were the same as any 
other month. 


1957 bread and wheat prices 
[Index 1947-49 = 100] 




















Jan. | Feb. | Mar.| Apr. | May | June| July | Aug. | Sept.| Oct. | Nov. | Dee, 

All - | 100.1) 99.4) 99.9) 98.3) 94.4) 94.0) 92.4) 90.9) 90.1) 91.9) 94.0) 92.7 
Wheat, hard winter No. 2, | 

Kunsas City 98.5) 97.8] 98.7] 97.6) 91.9) 94.0) 90.5) 88.8) 86.9) 88.8] 91.9] 90.3 
Spring No. 1 wheat, Min- 

nesota._ _- a 95.8) 98.2) 95.3) 94.2) 91.9] 91.6) 94.2) 92.0) 93.7] 95.7] 96.8) 946 
Soft white No. 1, Port- 

land, Oreg____- 110.0} 112.6) 114.3) 114.3} 112.6} 109.1} 101.7] 98.2] 10,2} 101.2] 101.9) 90.9 
Soft winter No. 2, St. 

Louis. _- ----.------| 100.4] 96.1) 95.9) 95.9 on 84.6) 88.1) 89.1 7m 88.6) 90.1) 91.2 

| 














Source: Bureau of Labor Statistics. 


Nineteen hundred and fifty-seven was not an exceptional year in the 
me of bread. For example, bread in Chicago stood at 131.9 on the 

ureau of Labor Statistics index during the period of April 1954 to 
January 1,1959. Thus for a period of almost 5 years, wholesale bread 
prices in Chicago were exactly the same. There was one change in 
April 1954 when bread rose from 124.1 on the index to 131.9 where it 
stayed. 

During this 5-year period there were a few changes in New York 
City bread prices. In every instance but one they increased. Re- 
member that this was during the period of falling wheat prices and 
falling prices of other ingredients that go into a loaf of bread. 

In January 1958, animal fats on the index stood at 96.7; vegetable 
oils at 70 and milk for manufactured use at 87.5. In January 1959, 
they stood at 57.9, 53.9, and 87.5, respectively, on the index, 

January 1954 bread prices on the index stood at 131.1; from Feb- 
ruary to October they declined slightly to 129.5. Then in November 
1955, they rose to 139.1 on the index. In February 1956, they rose to 
144.6 where they stayed until January 1958, when they rose to 149.6. 
In January 1959, they rose to 154.6. 

In San Francisco prices acted somewhat in the same manner. 
January to June 1954, prices stood at 129.6; July 1954 through Janu- 
ary 1956, they stood at 135.8; in January and February 1956, they 
dropped to 130.6 where they stayed until August, when they jumped 
up to 148.8. Prices stayed at this point during the year, then in Jan- 
uary 1959, the Bureau of Labor Statistics, reported that they stood 
at 158. Prices of other bakery products followed somewhat the same 
pattern. For example, cookies in Chicago, during every month of 
1957, stood at 101 on the index. Wholesale prices of crackers acted 
in the same way. 

Senator O’Manonry. May I interrupt you at that point, Mr. Mc- 
Donald, to point out that the census of manufactures, as we have 
analyzed it here, shows that in the bread and related products indus- 
try in 1954 there were engaged 5,470 different corporations; that the 
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total value of the shipments made amounted to $3,067,017,000; and 
that out of the 5,470 corporations, 20 corporations handled 40 percent 
of the entire output, 8 corporations handled 31 percent, and 4 corpo- 
rations handled 20 percent. 

That reveals a concentration the effect of which is also revealed by 
the facts set forth in this table, table 34, at page 220 of this subcom- 
mittee report. 

In 1947 there were 5,985 corporations engaged in the business, and 
the total value of the shipments amounted to $2,403,589,000. 

So the value of the shipments increased by over $500 million, while 
the number of corporations engaged in the business decreased by ap- 
parently 500 corporations. 

The number of corporations engaged in the business was decreas- 
ing, the price of the commodity was increasing, and the concentra- 
tion was increasing, because in 1947 the 20 largest companies han- 
dled only 36 percent of the total, whereas in 1954 the percentage was 40. 

The eight largest companies in 1947 handled 26 percent of the total, 
whereas in 1954 this had increased to 31 percent; and the four largest 
corporations in 1947 handled 16 percent of the total, whereas in 1954 
they handled 20 percent of the total. 

hat shows the concentration of economic power in an industry 
that affects every family in the United States. It shows that in this 
industry, with only a handful of corporations controlling almost 50 
percent, the number of corporations has decreased, and the value of 
the total output has increased. In other words, the cost to the con- 
sumer has increased and without any change in the constant decline 
to the farmer of the price of his commodity. 

This is an industry which is not included in this bill because we, in 
drafting the bill, chose as the standard those industries in which eight 
companies handled 50 percent or more of the output. In this industry 
20 companies were handling 40 percent of the output. 

Mr. McDona.p. It would appear, Senator O’Mahoney, if changes 
are made in the bill, that poe you should include more companies 
than would come under the bill] in its present form. 

Senator O’Manoney. But you see how terrified concentrated in- 
dustry is of the bill ? 

Mr. McDonaup. I note the terror down at the Federal Trade Com- 
mission. 

Let me say if the Federal Trade Commission is unable to compile 
a list of food corporations which would fall under the jurisdiction 
of the bill, I compiled a list one afternoon and took it right out of 
the document that you were quoting from. 

Senator Keravver. You would be glad to do it for them? 

Mr. McDonatp. I will be glad to furnish them a list of companies, 
not that it would be my list but merely a list taken from the Bureau 
of Census, I believe that material is. 

Senator Krrauver. Why not just send the documents down to them? 

Allright, Mr. McDonald, you may proceed. 

Mr. McDonatp. We think it is obvious to any reasonable person that 
there was no competition in bakery’s products in these cities, during 
the period we have described. In other words, the administered price 
system of the bread industry in certain areas is working perfectly. 
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The steel industry, the acknowledged leader in administered prices, 
can produce no better record than this. 

However, domination of the wholesale bread industry in the United 
States by a few corporations is not yet complete. The a baking 


corporations in the country which include Continental Baking Co., 
American Bakeries, and Campbell-Taggart Associated Baking Co. 
have not yet put out of business small Sidnwine in many cities and 
towns throughout the United States. 

They are hard at work though trying to get the job done. The 
weapon used by big corporations to put small entrepreneurs out of 
business is price discrimination. The big corporation selects the 
area that it has decided to take over and then it goes into the area and 
cuts prices to cost, or below, and when the small businessmen have 
gone broke, takes over. 

Here are some facts relative to the size of some of the big fellows 
who are attempting to control the wholesale price of bread in order 
that they can enforce an administered price system to the detriment 
of farmers, small businessmen, and consumers. The Continental 
Baking Co. and its subsidiaries have approximately 88 different 
plants and do more than $212 million business a year in 64 cities and 
30 States. American Bakeries has about 59 plants and does $134 
million of business annually; the Campbell-Taggart Associated 
Baking Co., Inc., operates in 57 cities and in 20 States doing approxi- 
mately $134 million of business annually; General Baking Co. oper- 
ates in 30 States and the Ward Baking Co. operates 23 plants, the 
latter two doing a business of $122 million and $95 million annually, 
respectively. 

rofits of the Continental Baking Co. have increased from 
$4,882,000 in 1952 to $7,762,000 in 1957. Other top bakers showed 
proportionate increases. Statistics of other food corporations show 
substantial profit increases. 

I have distributed a table to the,members of the committee which 
gives the profits of the four top millers from the year 1952 to the 
year 1957; five top baking corporations, three top meatpackers, four 
top dairy corporations, four top retail chains, one top feed company 
for those years. 

int are very much impressed by the statistics represented in this 
table. 

Senator Kuravuver. That table will be printed in the record. 
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(The table referred to follows :) 


Profits after tawes of selected group of corporations—1952-57 


{In thousands of dollars} 












1952 1953 1954 1955 1956 1957 

4 top flour millers: 

EE Pe cacnkstdetonidentsanees $20,436 | $24,808 | $27,913 | $31,737 | $39, 590 $42, 400 

Se 9, 549 11, 468 11, 189 12, 384 14, 057 12, 235 

DUE osc naktinetnnscineinmuscsosace 3, 210 4, 184 4, 855 5, 272 4, 376 4, 007 

International Milling Co-__-- dadeanshe 3, 439 3, 048 5, 128 4, 861 4, 278 4, 862 
5 top baking corporations: 

Continental Baking Co__......-...-..- 4, 882 5, 654 5, 704 7, 737 7,512 7, 762 

American Bakeries. - -.-......-- iaoieden BOD Lc cicccces 4, 506 5, 405 5, 877 5, 832 

Campbell-Taggart Associates Baking 

SEN Si ee ee 3, 307 3, 107 4, 302 4, 768 5, 031 5,470 

General Baking Co___............-.-- 2, 845 2, 207 2, 243 2, 108 2, 412 2, 686 

WOE PRIN COO. «5 cc scccusisaccensed 2, 163 2, 769 1, 539 1, 522 1,314 1, 445 
3 top meat packers: 

BE NG ava bidesdcaiccsanakccuede 22, 654 40, 073 19, 051 22, 893 14, 012 13, 538 

MI I ca ee 7,140 10, 339 5, 064 10, 108 14, 654 2, 634 

eee 3, 683 3, 036 3, 124 4, 571 7, 146 5, 708 
4 top dairy corporations: 

National Dairies_---. 27, 799 30, 837 36, 428 40, 347 41,717 44, 058 

Borden Co. ......-.- 17, 667 20, 264 22, 724 21, 654 23, 603 23, 996 

Foremost Dairies, Inc _ 1, 948 3, 018 6, 102 8, 637 10, 164 10, 533 

CIEE GID ooo ccidedcscnncnausscues 6, 881 7, 232 7, 747 8, 070 9, 028 9, 517 
4 top retail chains: 

i Ee EE Ri ssc dow sebanavededead 27,177 29, 218 30, 396 32, 233 35, 375 41, 876 

SE IU. «cccnesceseensansaanas 7, 332 14, 545 13 984 13, 622 25, 406 30, 907 

EE as tnngacteusckiieadasadaans 12, 110 12, 528 14, 912 14, 368 17, 071 20, 635 

pO eee 5, 054 5, 084 7, 468 7,015 8, 335 9, 690 
1 top feed company, Ralston-Purina- --.-- 8, 513 9, 657 15, 484 12,614 14, 266 14, 570 


Source.—Moody’s Industrial Manual, 1957, 


Mr. McDonatp. We are very much impressed by this data, since we 
have been following closely the iemaek trend of farm prices during 
these 7 years. Apparently farmers’ prices and profits have no re- 
or to food prices and the profits of those selling and process- 
in : 

he administered price system exists also to some extent in the 
milk industry. Although leading distributors are not able to en- 
force an administered price system over the entire United States, they 
have secured dominant market control in a number of areas. Invest- 
gations of this committee and the House Small Business Committee 
indicate that corporations such as National Dairies, Borden, and 
several others administer their prices upward in areas they control 
to compensate them for their losses in other areas where they are 
carrying on price wars. 
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This occurred in the Louisville, Ky., area where National Dairies 
was carrying on a price war. For example, in July and August 1957, 
National Dairies increased prices from 114 to 2 cents a quart in Mem- 
phis, Tenn., St. Louis, Mo., Milwaukee, Wis., and Nashville, Tenn. 
And, in Louisville, Ky., where they were carrying on the price war, 
they decreased their price by 3 cents. All of these cities fall in what 
is called the Sealtest Central Division of the National Dairy Corp, 

Economic concentration has reached an advanced degree in the 
dairy industry. There are eight leading corporations, including Na- 
tional Dairy Products Corp., Borden Co., Foremost Dairies, Inc., 
Carnation Milk Co., Beatrice Food Co., Arden Farms Co., Pet Milk 
Co., and Fairmont Foods Co., which account for $4 billion of all 
dairy products sold, or about one-half. Significantly this figure is 
about the same as the amount realized on the sale of dairy products 
by 1,475,000 dairy farmers, and I have here a table to which I call 
your attention, listing the sales of these top dairy companies for the 
year 1957. 

Below is a table of the dollar volume of sales for the top eight 
distributors and processors of dairy products for the year 1957: 


mettonal Dairy Products OotRs akc k cb dake wa cece wen cceccnn $1, 432, 319, 000 
MOIR 5 a hk bipciaasidc habe macmiedaiaeieaa 931, 221, 000 
RUIN RERUN, ENO ok aera sissnes Ge aap aides laeeesorenah aoa iemearinen 415, 141, 000 
ROA ON RIN OO 555.0 ed Cb cndide ci alnbscconuddceeudtues 368, 640, 000 
UST NE NI ol I ah ee ete aaes 342, 087, 000 
SPIED: FR OS iS sal lasagna Rican 256, 158, 000 
I a a a a act 184, 602, 000 


peeeee: Tents (Mk och leacaotiensadatuscndieensnaw 102, 821, 000 


ist resin i i ie ee it ea sete gigl seni cama Satta 4, 032, 989, 000 


Finally, we urge your committee to give serious consideration to 
this bill and other legislation which will preserve our free enterprise 
system. We think the Congress and the American people must decide 
in a very short time whether they want to continue our free economic 
institutions. The administered priee system, together with such de- 
Vices as vertical integration and price discrimination, will, if not 
checked, make our free economy only of interest to historians. Al- 
though economic control of agriculture and distribution presents diffi- 
cult problems for the oligopolists, they seem to have made consider- 
able headway in different practices and controls which eventually 
will enable them to dictate what the farmer and the worker shall 
receive (if he is not protected by a strong union) and what the con- 
sumer will pay. Although the system of contract farming which has 
taken over the broiler industry and is now invading the hog and 
dairy industries, and cattle feeding and beef production, is not yet 
within the jurisdiction which this bill calls for, it will be, in our 
opinion, only a few years until a few great corporations control the 
prices of these items unless something is done to check present trends. 
As indicated in the first part of this statement, privately administered 
prices which affect the income and the expenditures of every Ameri- 
‘an, and which have little to do with efficiency and supply and de- 
mand, are a matter of public concern. 

Senator Keravuver. Mr. McDonald, I want to congratulate you 
upon a well-prepared and interesting statement, and one backed up 
by charts and figures, one of particular interest to the farmers of the 
United States. We are very grateful to you for the statement. 
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I know that Senator Wiley and Senator Langer have had as one 
of their chief concerns the differential between falling prices to the 
farmer and increasing prices of food products to the consumer. 

Senator O’Mahoney ? 

Senator O’Manonry. Mr. Chairman, I wanted merely to say this: 
that there is a gem of a sentence in the concluding paragraph of Mr. 
McDonald’s statement. I think it is such an excellent sentence that 
it ought to be published by every editor and publisher in the United 
States. I wish I knew how to call it to the attention of all editors 
and publishers. ‘This is the sentence: 


The administered price system, together with such devices as vertical integra- 
tion and price discrimination, will, if not checked, make our free economy only 


of interest to historians. 

Mr. McDonaxp. Thank you, Senator, for that comment. 

Senator O’Manonry. We have proceeded so far down the line of 
a managed economy by the top few in industry while farmers struggle 
along in the old free enterprise system that the Government itself, 
under the Constitution, is in danger. 

I thank you very much for your presentation here this morning. 

Senator Kerauver. The Chairman is very glad to have sitting 
with us at the committee table the Honorable Brooks Hays, an old 


and good friend and a former Member of Congress from the State 
of Arkansas. 


Mr. Chumbris? 

Mr. Cuumpris. Thank you, Mr. Chairman. 

Mr. McDonald, in behalf of Senator Langer I wanted to state that 
he has been vitally concerned with exactly the precise statement that 
you have made here today, the fact that farmers are getting less for 
their,products, and are paying more and more for farm machinery, 
for servicing on the farms and other materials that go with the 
farmer. 

I notice you noted the work which the subcommittee has done. I 
am not sure whether you have had the opportunity of reading Senator 
Langer’s individual views in the automobile report ? 

Mr. McDona.p. Yes, sir. 

Mr. Cuumpris. In it he did not try to come to any conclusion be- 
cause of the fact that the subcommittee, at his request, is going to 
conduct an investigation into the problem of farm machinery and 
farm machinery parts. But in it he raised similar questions that you 
have raised here this morning. 

On his behalf, I want to thank you for the statement that you have 
made. I know it will be of great interest to him, and I know that he 
will read it with great interest. 

Mr. McDonap. Thank you, sir. 

Senator Krrauver. Thank you, Mr. Chumbris. 

Mr. Peck? 

Mr. Peck. No, thank you, Mr. Chairman. I have no questions. 

Senator Kerauver. Mr. Kittrie? 

Mr, Krrrrre. Mr. McDonald, as you know, Senator Wiley has been 
very interested in this area, and I just wonder if, in addition to what 
you have already said, you would really care to say anything about 
this differential between the prices that the farmer gets and the 
prices of the finished products in the market. 
35621—59—pt. 1130 
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Do you feel this is all due to a policy of administered prices or 
do you feel there is anything else that accounts for this? 

Mr. McDonatp. Well, I presume you are thinking of the milk 
industry. 

The : ror in that industry is that the farmer gets about half— 
this varies a good deal—the farmer gets about half what the consumer 
pays. 

how, usually when you have a corporation such as National Dairies 
going into a market, attempting to take over, you have some effect 
on the farmer. 

The farmer’s price during the price war will be administered down. 

My investigations have shown or rather my reading of the material 
which is produced by congressional committees usually shows, that 
after the price war is over the farmer’s price stays down, but the con- 
sumer’s price goes up. So that the results are dominant control of 
the market in the milk industry which is adverse both for agriculture 
and consumers. 

I might say further, Mr. Chairman, that the Government has in- 
truded itself into the marketplace by milk marketing orders, by a 
program of price support which, I believe, has not been seriously 
stated that it was an attack or destruction of the free enterprise sys- 
tem. In other words, our Federal Government does have an interest 
in these matters, and ever since you had the first law in the 1930's 
which gave us price floors under important commodities, you have 
Government in the pricing business. 

This bill, of course, would not go that far at all. This bill would 
merely let the public know what is going on and why, and what these 
people intend to do. 

What they fear is, they do not want to be forced to justify a price 
increase because if they elect not to go down to the Federal Trade 
Commission and give some facts and figures, including labor, what 
they pay labor, and so on, then if they won’t go down there and open 
up their books, to some extent, to justify the price increase, and they 
elect to pay the $5,000 fine, then the public is going to know that they 
are hiding something, and that the price increase is not justified 
anyway. 

On the other hand, if they do go down at a public hearing, where 
I can go and other representatives of organizations can go and ex- 
press our opinion, where the labor unions can go and give their facts, 
then it is all out in the light of day. 

Then the public can look at the facts and determine whether or 
not that price increase is justified or not. 

If they go ahead and increase their price anyway, the only thing 
that they have to fear is public opinion, and that is what these fel- 
lows are afraid of. They are afraid of the opinion and the wrath 
of the American people who may become aroused when they realize 
that one portion of income from the competitive part of the economy 
is being shifted over to the monopoly side or administered price part 
of the economy, with such disastrous results to agriculture and small 
businesses. 

Senator Keravuver. Thank you very much, Mr. McDonald. 

We will stand in recess until Tuesday at 10 o’clock. 

(Whereupon, at 1 p.m., the committee recessed, to reconvene at 
10 a.m., Tuesday, May 5, 1959.) 
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TUESDAY, MAY 5, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10 a.m., in room 222, 
New Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver, O’Mahoney, Carroll, Hart, and Dirk- 
sen. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority; 
Theodore T, Peck, special counsel for minority; Nicholas N. Kittrie, 
special counsel for minority; John M. Blair, chief economist; E. 
Wayles Browne, Jr., economist; Paul S. Green, editorial director; and 
Gladys E. Montier, clerk. 

Senator Kerauver. The subcommittee will come to order. This 
is a continuation of our hearings on S. 215, the price notification bill. 

We are glad to have with us this morning as our first witness Mr. 
Ralph J. Cordiner, chairman of the board of directors of the General 
Electric Co., which I believe has. its principal business at Schenec- 
tady, N.Y. Is that correct? 

Mr. Corptner. New York City, Senator. 

Senator Keravuver. I have been up to Schenectady and I saw you 
had quite an operation up there. 

Mr. Corptner. We do. 

Senator Kerauver. Before starting our hearings, several weeks 
ago we put a letter into the record written by Mr. Eugene Havas 
on the question of administered prices in steel, and published by the 
Washington Post. Simon N. Whitney, the Chief Economist of the 
Federal Trade Commission, has written a letter which appears in 
the Washington Post this morning, commenting on Mr. Havas’ letter. 
I think in fairness we should place Mr. Whitney’s letter in our record, 
also. If Mr. Havas has any further comments, he may make them. 

(The letter referred to may be found on p. 5797. Mr. Havas’ com- 
ments may be found on p. 5800.) 

Senator Keravver. There is also a thoughtful article summarizing 
the hearings before this committee and written by Mr. Bernard Nos- 
siter which appeared in the Post this morning. It will be made a 
part of the record. 

(The article referred to may be found on p. 5792.) 

Senator Dirksen. Mr. Chairman, in that connection, the May issue 
of the First National City Bank, of New York, monthly letter deals 
with administered prices. It is a rather excellent summation, not too 
long, and I suggest that it go into the record. 
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Senator Kerauver. You mean the parts you have marked ? 

Senator Dirksen. Yes. 

Senator Kerauver. Without objection, those parts will be made a 
part of the record. 

(The article referred to may be found on p. 5805.) 

Senator Krrauver. We are glad, Mr. Cordiner, that our hearings 
are honored by the presence of the minority leader, who is a member 
of our subcommittee. Also, the distinguished Senator from Colorado, 
Mr. Carroll, is here, and I am advised by Mr. McHugh that Senator 
O’Mahoney will be here shortly. 

You have, Mr. Cordiner, a young gentleman with you, at the witness 
table. Do you wish to introduce him ? 

Mr. Corpiner. Senator, I would like to present an associate of mine, 
Mr. Lawrence I. Wood, who also is with the company headquarters 
in New York, and a member of the company’s law department. 

Mr. Wood. 

Senator Kerauver. It is very good to have you with us, Mr. Wood. 
I was just telling Mr. Cordiner you look mighty young to be a deputy 
counsel for General Electric. We are glad to see young people get 
along. So thank you for coming down with Mr. Cordiner, Mr. 
Wood. 

Now, Mr. Cordiner, you have quite an impressive looking statement 
here, all of which, with the tables and the exhibits, will be made a 
part of the record. Any part that you overlook reading will be 
printed as if read. You may proceed in your own way. 


STATEMENT OF RALPH J. CORDINER, CHAIRMAN OF THE BOARD 
OF DIRECTORS, GENERAL ELECTRIC CO., NEW YORK CITY, N.Y.; 
ACCOMPANIED BY LAURENCE I. WOOD, LAW DEPARTMENT 


Mr. Corpiner. Thank you, Mr. Chairman. So that we will havea 
basis for our discussion, I would like to read this statement which is 
rather brief, and then will make myself available for further discus- 
sions from members of the committee. 

Senator Keravuver. All right, Mr. Cordiner. 

Mr. Corprner. My name is Ralph J. Cordiner, chairman of the 
board of directors of the General Electric Co. I am here as a result 
of the written invitation of your chairman and I appreciate your 
courtesy in changing the date of my appearance because of my recent 
hospital bout with pneumonia and our recent share owners meeting. 

You gentlemen are engaged in an inquiry which has profound 
implications for the people of the United States. Their economic 
and social progress, their military security and even the maintenance 
of peace and freedom in the world depend to a large degree on the 
effective encouragement of a dynamic and expanding economy here 
in the United States. Hf this economy is poisoned by inflation, stifled 
by oppressive regulation, strangled by excessive taxes, or debilitated 
by dilution of incentives, neither the Nation nor its individual citizens 
will be able to fulfill the magnificent opportunities and responsibilities 
that lie ahead. 
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In addition to the proposed legislation on the subject, we in Gen- 
eral Electric have long been concerned with the problem of inflation 
and economic growth, because these matters can have a profound effect 
on the jobs and income of nearly a quarter million General Electric 
employees and the investments of more than 400,000 owners of Gen- 
eral Electric. From this, you can see that General Electric has a 
legitimate concern with the problem of inflation and the solutions 
proposed for it. I do not say that I speak with the unanimous sup- 
port of all these hundreds of thousands of people, but I am attempting 
to speak as best I can in their behalf. 

First let me comment on S. 215, the price notification bill, to which 
General Electric is o We are opposed because it would have 
injurious effects on the business health of nearly half a million sup- 
pliers, distributors, and dealers who derive some or all of their income 
from business relationships with General Electric. It would affect 
the millions of customers who choose to buy our products, and the 
economic life of the 134 communities in 29 States in which General 
Electric has factories and laboratories. I would next like to suggest 
some approaches to the problem of inflation which we believe to be 
constructive and considerably more effective than the approach taken 
by this bill. 

S. 215 states that— 


inflation is undermining the purchasing power of the Nation at a time when both 
the domestic economy and the peace of the world depend in great measure upon 
stabilized purchasing power. 

Stability of general price levels and the reduction of inflationary 

ressures would be of clear benefit to the economy and the Nation. 
Fndeed, we in General Electric believe it is essential to continue econ- 
omic growth and national security.. Buta law along the lines of S. 215 
would not reduce inflationary pressures. It would increase them, make 
them infinitely harder to control, and do tremendous economic damage 
in the process. 

Inflation is a complex matter involving the interaction and relation- 
ships of a great many economic factors. <A full and final explanation 
of it has eluded the best minds in the world. When people are baffled 
by a pressing problem, there is an unfortunate tendency to search for 
an appealing oversimplified “explanation,” or to seek a scapegoat to 
blame in order that an appearance of “doing something” may be 
created. This price notification bill would wrongly make it appear 
that “big business” is the source of inflation. Making “big business” 
the scapegoat would mislead the public into thinking that inflation 
can be cured by subjecting a few large companies to a new form of 
price freezing and, in effect, a type of control. 

I fully recognize that the language of the bill does not give to any 
agency of Government the authority or power to prohibit price 
increases, but this does not to my mind alter its fundamental character. 
The purpose of the bill is to hold down prices; its effect, however, as 
I will show later in my testimony, would be price rigidity and in- 
flexible markets, 

Such a bill would be a major step on the road toward Government 
controls over all of economic life. As the Office of Price Adminis- 
tration’s experience very clearly demonstrated during the war, it is im- 
possible to freeze one price without eventually controlling all prices. 
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The road from so-called voluntary restraints to mandatory controls 
is very short. And the logic of economics quickly makes plain that 
price control is unworkable without controls over all the other ele- 
ments of the economy. 

During World War II, as Vice Chairman and Director of Produc- 
tion Scheduling for the War Production Board, I had occasion to be- 
come thoroughly familiar with the ugly realities of a controlled 
economy—with the evasion, distortion, inefficiency, hardships, in- 
equities, and immorality which they spawned. I must urge that the 
Congress look very carefully at any proposed price freezing measure 
so that there will be no illusions, either among the legisaltors or 
among the people you represent, as to what this country would be 
getting into. General Electric opposes S. 215 because in our opinion 
it is based on fallacious doctrine and its total effect would be harmful 
to all citizens. 

The causes of inflation are varied and complex. To some extent the 
inflation currently in our economic system is the aftermath of our 
country spending so much more than tax receipts during World War 
II and the Korean war. 

But the continuing additions to this already severe inflation can and 
should be arrested. This can be accomplished only through broad 


en 


public understanding of the causes of inflation, and through the | 


resulting pressure by the public on all concern to do what is in the 
common interest. 

Inflation cannot be stopped at the price end. It has to be stopped 
at the cost end, that is, at the source. <A start should be made at 
understanding and eliminating some of the more important sources. 

One is Government spending that exceeds the country’s willing- 
ness to pay taxes. This cuts the value of money and causes higher 
prices. 

Another is the imbalance of economic and political power possessed 
by labor union officials. This results in unwarranted wage settle- 
ments that raise costs and prices, and thereby jeopardize sales and 
jobs and the economy in general. 

(At this point, Senator O’Mahoney entered the hearing room.) 

Senator O’Manoney. Mr. Chairman, I wonder if I might inter- 
rupt at this point. 

r. Corptner. Mr. Chairman, I would ask, please, that I be per- 
mitted to finish my statement, which will be brief, as you see, and 
then I will take questions. 

Senator O’Manoney. I shall not ask questions under those circum- 
stances, but I do want to say that the paper which you are reading 
is based upon a false conception of the bill before us. There 1s 
nothing in this bill that calls for price freezing; there is nothing in 
this bill that calls for price control. You are shooting at a strawman. 

Senator Keravuver. Allright, Senator O’Mahoney. 

You prefer to finish your statement Mr. Cordiner, and then we will 
ask you questions. 

r. Corpiner. Thank you, Mr. Chairman. 

Another source is the increasing amount of tax dollars collected 
from the public through business. This results in increased prices 
that are too often thought to be the price of the goods but which also 
include the taxes the lawmakers do not choose to collect directly and 
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visibly from consumers. There are 151 identifiable taxes hidden in 
the price of a loaf of bread. 

Still another cause of inflation is the Government’s diversion of the 
Nation’s productive resources into what might be called nonproductive 
uses. The Government makes sizable payments to people or businesses 
who in turn produce things that neither enter the channels of com- 
merce nor contribute to future production. For example, the incomes 
from the jobs created by defense expenditures are used to bid against 
civilian goods, produced by fewer resources because of Government’s 
needs. As a consequence the prices of civilian goods are subjected to 
inflationary pressures. 

These are some of the major sources of inflationary pressures, and 
they will not submit to any legislation such as S. 215, which attempts 
to suppress the symptoms of inflation instead of curing its causes. 

S. 215 would presume to halt inflation by requiring certain com- 

anies to give advance notification of intent before increasing prices. 

hey would be required to seek to “justify” their intended price in- 
creases in public hearings. This approach to the problem of inflation 
prompts some interesting questions regarding the underlying assump- 
tions and theories of the bill. 

1. Is it assumed that the companies affected by this bill are causing 
inflation by excessive profits? 

The sponsor of the bill in introducing a previous version in the 
Senate said—from page 9452 of the Congressional Record of July 2, 
1948 : 


Congress is face to face with the issue: the people or the profiteers. 


I presume that we in General Electric, being one of the companies 
affected by the bill, are not classified as “people,” but as “profiteers.” 
So that there will be no misunderstanding of the facts, the General 
Electric Co. in 1958 made less than 6 cents on the sales dollar, and 
has not made more than 6.1 cents on the dollar since 1950, when our 
efforts and customers’ response were sufficient to produce a profit of 8 
cents. To call this profiteering and hold such profits responsible for 
national inflation is, I submit, an economic fallacy. 

2. Is it assumed that companies in industries affected by this bill 
have the ability to “administer” prices in a manner not responsive 
to market supply and demand ? 

If so, the assumption is false, because these companies are just as 
much subject to competitive market conditions as any other, and their 
method of ascertaining the prices at which they can sell is the same 
as that used by practically all businesses, large and small. 

Apart from auctions, commodity and stock markets, and a few other 
such specialized pricing arrangements, almost no prices are deter- 
mined by the momentary fluctuations of supply and demand. Bar- 
bers, restaurateurs, hotel operators, and hundreds of other businessmen 
all use some sort of listed or catalog prices. That is to say, they post 
a list or menu or catalog price and leave it there for a while to test 
whether it brings in sales volume and profits at the optimum level. 
The actions of customers determine how long that price offering lasts, 
and in what direction it will change. This is the normal pricing 


practice throughout business, and if it is wrong then everybody is 
wrong. 
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General Electric recognizes that a price can be established, in the 
final analysis, only by the customer through his act of paying it, 
The vendor’s part in pricing is, therefore, simply a price offerin 
until such time as the customer accepts it. As you know, Genera 
Electric is engaged in business in numerous markets with many 
products and services. We are a decentralized company with re- 
sponsibility for profitable operations residing with each of our hun- 
jred or more business components. Naturally, each of these business 
components must adapt its pricing practices to the requirements of 
the customers it serves and the actions of the marketplace in which 
it competes. These practices are often widely different. 

For example, in the mass-produced standard items such as appli- 
ances or small industrial products built to stock, our distribution and 
dealer-customers need, want and expect some kind of standardized 
catalog price. In the heavier type of apparatus where the building 
of a single specialized piece of equipment is common practice, pricing 
is arrived at in terms of the specific function the equipment will 
deliver or some such similar functionalized basis. But in all instances, 
the price is completely subject to the force of competition in the 
marketplace and the value the customer believes he is receiving. 

Although our prices must, in the long run, cover all the costs of 
doing business and yield a rewarding profit for each product line we 
offer, we believe that the decisive determinant in pricing is the value 
of the product to the customer. 

3. Is it assumed that prices can be, and I quote again, “justified” 
in a public hearing? 


The only true “justification” for a particular price is in the value 
of the era to the customer. This is something that in the end is 


decided by the buyer, through his personal decision. It cannot be 
decided by a Government bureau or by public hearings which would 
inevitably invoke a flurry of propaganda charges and countercharges 
that have almost nothing to do with the question of product values 
and appropriate prices, , 

The public-hearing approach to price control would eventually 
force companies into a position where they had to justify prices on 
the basis of cost, rather than the more important but less tangible 
elements of value to the customer. The end result will be cost-plus 

ricing, cost-plus thinking, and cost-plus management, and we all 
cnow the wasteful practices that have occurred under cost-plus con- 
tracts which result in higher rather than lower prices. 

4. Is it assumed that it would be desirable that prices be held rigid! 

Rigid prices would produce a rigid, unprogressive economy. In- 
flation has to do with the rise of general price levels. The goal in 
combating inflation is stability of price levels, not rigidity of indi- 
vidual prices. The interplay or flexibility of prices, rising and falling 
in response to market change, is essential to the task of adjusting 
the allocation of resources to match the desires of people for goods 
and services. 

Suppose the bill were passed. On the basis of practical experience, 
what would be some of the likely consequences? If this bill were 

assed, it would do exactly the opposite from what its sponsors say 
it is supposed to do. 
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In the next few minutes I intend to show that: S. 215 would hurt 
the consumer, it would hurt small business, it would feed inflation, 
it would lessen competition, it would be discriminatory and confusing 
law, and it would discourage economic growth. 

Let us examine these consequences one at a time. 


WOULD HURT CONSUMER 


S. 215 would hurt the consumer. It would suppress innovation 
and, as happened during wartime regulations, it would induce many 
companies to concentrate on efforts to cut quality in order to stay 
in business under the pressure of rising costs. 

Under direct regulations, industry has little choice in the matter. 
Faced with the pressures of rising costs in the areas of unregulated 
materials, labor, construction costs, and so on, little attention could 
or would be paid to new ideas and constructive product innovation. 
I believe it is safe to say that the creation of price rigidity, as pro- 
posed here, would again have the same direct effects that it had under 
the Office of Price Administration. The great engine of research 
and development would slow down. Product quality in general 
would decline. Major innovations would be less likely to appear. 
Much of the progress that consumers have experienced over the past 
10 years in improved products and services would again be denied 
to them. 

Further, the war and postwar experience tells us that the consumer 
would be hurt in other ways. All of us recall how the squeeze of 
regulations produced the shoppers’ nightmares of black and grey mar- 
kets, frustrating shortages, careless service, extra charges for many 
features and services formerly included in the basic price, and all 
the other dreary consumer frustrations of a regulated economy. The 
contrast between East Berlin and West Berlin, one a regulated eco- 
nomy and the other a free economy, is a vivid demonstration of what 
happens to the consumer when the competitive incentive of a free 
market is replaced by the restrictions of a regulated economy. 

The sponsor has said this bill will restrain price increases. Do you 
think you would see any price reductions under such circumstances ? 
Price ceilings become, in effect, price floors. What seller would want 
to reduce prices if it meant that he would have to go through public 
hearings, and disclose competitive information, if it should again 
become necessary to restore his prices to the original level? Simi- 
larly, when placing a new product on the market, the tendency would 
be to offer it at prices unrealistically high enough just to be on the safe 
side, therefore avoiding the necessity of disclosing cost and profit in- 
formation to competitors who are always waiting to copy innovations. 

With innovation suppressed, quality deteriorating, extra charges, 
shortages, very few price reductions, and cost-plus thinking forced 
on business firms, this bill would be no favor to consumers. 


WOULD HURT SMALLER BUSINESS, TOO 


It is presented as a bill which would restrain the operations of the 
larger concerns, and it would. But the businesses which would be 
hurt first and worse would be the smaller businesses. I predict that, 
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if this bill becomes law, it would over a period of time produce a 
wave of business failures and mergers that would result in severe 
hardship to millions of people. 

Consider the small businessman who, because of low volume or low 
efficiency, has higher costs than his more efficient competitors. His 
is the first company to be caught in the squeeze between rising costs 
and a rigid price ceiling. Normally, he would not raise his prices 
before his better known competitors had raised theirs, for the simple 
reason that people will not pay more for his less well-known product. 
What dunia he do? 

Should he wait until his more efficient competitors decide to go 
through the price-notification process and the public hearings? They 
would not feel the squeeze as urgently as he does, and would delay 
their decision as long as possible. Marginal companies could go broke 
while waiting for price relief under these circumstances. 

Or assume that he is just within the notification category. Should 
he notify the Government that he is going to try to raise prices, and 
is ready to undergo a public hearing on the subject? Then, to justify 
his price increase, he must publicly reveal how high his costs are, 
how narrow is the margin between survival and business death. His 
competitors, eager for this information, would be in the front row of 
the hearings—perhaps asking a few well-aimed questions themselves. 

This is not a pretty picture if you have any concern for the small, 
up-and-coming businessman, and I do have such a concern. I do 
not see why laws must be passed that will put marginal companies 
in such a predicament. Yet this is what will happen under a system 
of price notification. It is inevitable. 

Theoretically, this bill would only affect the prices of the 500 or so 
largest companies. I understand it has been proposed that this bill 
might be amended to reduce the number of companies directly affected 
by its provisions. But actually the number of companies directly 
affected is not of prime significance. As I have pointed out it is 
the indirect effect on all companies of an affected industry, as well as 
their vendors, distributors, and dealers, which constitutes the full 
impact of this proposed legislation. The number of companies di- 
rectly affected is unimportant except as a measure of the degree of 
discrimination. When there is a lid on prices, and labor costs go up, 
every manufacturer must make up the difference somewhere, and the 
pressures on supplier companies, the pressures to stop research, re- 
duce advertising, and cut employment and undertake other austerity 
measures, will be terrific. Again: small business will be hurt first 
and worst, and all businesses and all consumers will suffer. 

Or consider the plight of distributors and dealers who handle prod- 
ucts on which there is a price regulation. Their markups are usually 
related to the manufacturer’s sale price to them. If this price is 
rigid, their markups will tend to be fixed. But their uncontrolled 
costs, particularly labor and salary costs, continue to rise. They are 
caught im a squeeze, and we may, therefore, expect to see a wave of 
failures and mergers in the wholesale and retail businesses, too, if 
this bill is made a law. 

Special consideration should also be given to the rising effectiveness 
of foreign competition, particularly from England, Europe, and 
Japan. In an increasing number of lines, these countries with their 
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efficient postwar plants and their shockingly low pay scales are able 
to undersell U.S. producers even here in the United States. Their 
representatives would be certain to attend the public hearings at 
which domestic producers would be obligated to reveal valuable price, 
cost, and — information in order to “justify” any price increases. 
With such information, foreign competitors could select their targets, 
know exactly what losses or low margins they would have to take in 
order to capture the business, and the U.S. companies and their jobs 
would be sitting ducks. 

S. 215 would hurt small business. It would produce a wave of 
failures and mergers among the small, marginal companies that 
would be squeezed first by the price ceilings which would result from 
this price notification bill. It would produce severe pressures on 
suppliers, distributors, and retail dealers, and it would hand tremen- 
dous advantages to foreign competitors. 


WOULD FEED INFLATION 


S. 215 is said, by its sponsors, to restrain inflation. To the con- 
trary, it is our belief that the bill would feed inflationar pressures, 
drive some of them into hidden channels, and make inflation more 
difficult to contro] than ever. The way to control inflation is not 
to clamp a lid on prices, but to reduce the cost pressures that are 
creating inflation. To use a familiar figure of speech, inflationary 
pressures build up like a head of steam. To reduce the steam pres- 
sure, you do not tighten the lid of the kettle; you turn off the heat. 

As I have already said, this bill would over a period of time force 
cost-plus pricing and cost-plus management, with its attendant lax- 
ness about costs, because the only way to “justify” higher prices to 
public bodies and public hearings is to show an increase in costs. 
This is an inflationary pressure. 

You would have practically no price reductions in the industries 
affected, because a businessman is most unlikely to risk reducing his 
prices when the law makes it so very onerous for him to raise them 
again if that should become necessary. Without price reductions, 
without price flexibility, you eliminate one of the strongest weapons 
we have against inflation. 

Moreover, you would have the hidden inflation that was so pre- 
valent during the war and postwar period of price controls. Quality 
and service deteriorate. ‘The customer buys what looks like the same 
sa but he gets less and less for his money. That is hidden in- 

ation. It is a destruction of the purchasing power of the dollar. 
That is precisely what this law is supposed to prevent, but it would 
encourage such hidden inflation which is even more difficult to con- 
trol than the obvious kind. 

This bill would cause a serious squeeze on profits. A squeeze on 
— is a squeeze on taxes. Corporate income taxes paid to the 

ederal Government more than equal the profits of the companies 
directly affected by this bill. In addition, there is double taxation 
on the earnings paid to share owners as dividends. Thus, another 
big loser under this bill would be the Government—Federal, State, 
and local. This bill would reduce tax revenues, thus adding to Gov- 
ernment deficits and feeding the fires of inflation. 
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Because this bill reduces the profits of larger companies directly | 
affected—and also reduces the profits of all the smaller businesses | 
associated with them as suppliers, dealers, and distributors—it would 
depress business investment which depends on profits. Without busi- 
ness expansion, and with many companies suffering losses in the man- 
ner I have outlined, you simply have a smaller tax base in this coun- 
try. A smaller tax base means less tax revenues. Less tax revenues 
mean Government deficits, and deficit financing means inflation, as 
Senator O’Mahoney pointed out on the opening day of these hearings, | 


WOULD LESSEN COMPETITION 


S. 215 is presented by its sponsors as a supplement to the antitrust 
laws, but in point of fact its effect would be to lessen competition. 

In order for a businessman to obtain a price increase, he would 
have to justify the increase at a public hearing. Such justification 
would, in all probability, mean that he would have to disclose cost 
and profit data and other closely guarded competitive information. 
At present, it is virtually impossible to discover information of this 
kind from competitors. In many circumstances the antitrust laws 
make it unwise to exchange price and cost information. Yet this bill 
would encourage the revelation of such data to competitors, under 
Government auspices, On the other hand, if the bill were amended | 
to make such data confidential to the FTC, then the very purpose of 
the bill would be defeated; that is to say, the pertinent information 
would not receive the exposure to publicity that the bill is supposed to 

rovide. 

" In addition, this bill would create price rigidity; price ceilings be- 
come price floors. But price flexibility is one of the major character- 
istics of competition. Here again, this bill or any other form of leg- 
islative restraint on price flexibility would lessen competition. 








. 
WOULD BE DISCRIMINATORY AND CONFUSING 





It violates sound rules of jurisprudence and moves contrary to an- 
titrust principles. 

It is discriminatory. It selects about 500 manufacturing corpora- 
tions and makes them subject to different kinds of regulations, differ- 
ent laws, than all other companies. This is a very dangerous 

recedent. One of the fundamental rights of citizens in this country 
is equality under law. When the Congress passes laws that arbitrarily 
penalize some companies and citizens, but not others, it is on a road 
that has alarming implications. 

As must be plain to everyone, the law also compounds the problem 
of vagueness in trade regulations, which are already so complex that 
the businessman needs attorneys at his elbow for just about every 
decision he makes. What isa price increase? Is it a change in catalog 
price, or a change in discounts, or what rules will apply? Does it ap- 
ply to new products? To improved products? To model changes! 
To changes in warranties, service, other subsidiary features of the 
sale? Other witnesses have cited this problem in detail. The difficul- 
ties of administering such a law fairly and that moral temptations to 


evasion, loophole management, and bureaucratic tyranny must surely 
be considered. 
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WOULD DISCOURAGE ECONOMIC GROWTH 


lirectly | 

sinesses |}, 215, or any price regulation bill, would discourage economic 
t would | growth, and this would have evil consequences on employment, levels 
ut busi- f of living, and national security. 

16 Man- The price ceilings would squeeze profits, as the bill intends them 
iS coun- | to; not only the profits of the large companies directly affected, but 
venues | also their thousands of suppliers, distributors, dealers, and smaller 
tion, as | competitors who are caught under the same price regulation. 


>aT Ings, In an effort to keep their heads above water, all these companies, 


large and small, would be forced to squeeze out every single element 

of cost that did not contribute to the immediate, short-range problem 

of staying solvent until some price relief could be obtained. And you 

gentlemen know what costs are eliminated in such circumstances— 
all the costs associated with expansion and future progress, 


ntitrust 
ion, 


, y . 

Pabie You would see a reduction of research and development. At Gen- 
na oa eral Electric research and development is a major source of new 
wen othe products, new industries, and new employment. Approximately one- 


“of this third of the company’s employees work on eee we did not make 

ot ee before World War II. Here are 80,000 jobs literally created by re- 

t] * bill search, development, and creative investment. Such investments 
ae would be discouraged by S. 215. 


Confidence in the future of our economy would be impaired. Invest- 
ment capital would be scarce, and business plans would certainly re- 
flect greater caution. 

In these circumstances, the economy would lose momentum in a 
relatively short time and serious unemployment would ensue, if the 


1 of leg- 


h ess | Because of the squeeze on profits, you would also see a slackening 

pose of | of modernization and expansion; of new employment; of hiring and 

cote | training young people; of market development activities. I have al- 
dto ready mentioned the likelihood of a wave of failures and mergers 

aes among small, struggling companies, 

ings be- There would, along with these actual economic events, be a psycho- 

aomalae logical depressant if the country were clamped under price regulation. 


y toan- | Process were allowed to goon. 
I deeply urge that the Congress turn aside from thoughts of eco- 
sorpora- | nomic regulation as a solution to inflation, and that it take on the 


s, differ- admittedly difficult, but highly essential task of getting at the roots 
ngerous of inflation by means which are consonant with the principles of a 
country } tee society. ; ; 
pitrarily I understand that this committee has from time to time expressed 
1 a road an interest in suggestions from witnesses before it as to positive ap- 
proaches to coping with the problem of inflation. It is because of this 
sroblem | terest that I have the temerity to bring before you a number of 
lex that ideas which we feel would constitute constructive steps in this 
ut every direction. 
1 catalog We in General Electric do not pretend to have a full and final ex- 
yes it ap- planation of the causes of inflation. Nobody does. But there is wide 
changes? | %gteement on certain major sources of inflation, and with respect to 
s of the | these we have a number of suggestions as to the most realistic and 
, difficul- | “nstructive approaches that might be taken. They are not startling 
ations to | "unusual ; but they are, we believe, sound. ' ; 
st surely The approaches I am going to suggest have to do with actions by 
Government, unions, and management. These are by no means the 
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only people who can help to control inflation. Farmers can help, 
The educators, who may teach sound or unsound economics, can help, 
Many other groups can help. But we would like to suggest some ap. | 
ane by Government, unions, and management because they play 
eading roles in economic life. 


BY GOVERNMENT 


Although there are many causes and contributors to inflation, it is 
our considered opinion that the Federal Government is a major source 
of inflationary pressures in the United States. The following specific 
actions by the people’s representatives in the Federal Government 
would help to reduce inflationary pressures. 

First, amend the Employment Act of 1946 to include stability of 
the value of the dollar as one of the primary objectives of national 
policy. Unless inflation is arrested, the United States cannot expect 
to achieve the other purposes of that act—maximum employment, 
production, and purchasing power—on a sustained basis. 

Then this policy objective—stability of the value of the dollar— 
should be applied in considering every new legislative proposal and 
administrative action affecting the economic life of the Nation. In- 
flation cannot be arrested by any single piece of legislation, such as 
the proposal before us here. The danger of adding to inflationary 
pressures pervades most, if not all, of the actions of Government— 
appropriations, taxes, administration of public debt, regulation of 
business and labor, and provision of necessary services as well as 
those that are unnecessary or extravagant. 

Second, manage Government expenditures. As long as the Federal 
budget is unbalanced, deficit financing through bank borrowing 
directly and artifically inflates the money supply. This is virtually 
the same as printing extra money with nothing to back it up. Even 
if the budget is balanced by matching extravagant spending with 
high taxation, inflationary pressures continue for two reasons—the 
additional taxes add to the costs of doing business and force prices 
up, while resources that should be used for private investment and 
private consumption are withdrawn to meet Government demands. 

In a sense I firmly believe that the problem faced by the Federal 
Government is not unlike the one confronted by every businessman, 
every professional person, and, yes, the home owner himself. When 
expenses outrun available income certain very unpleasant, very un- 
peer very difficult, but highly necessary decisions to cut expenses 

ave to be made. We must, nf do, set. up priorities and rigorously 
face up to eliminating the lowest on the list no matter how important 
they may appear by themselves. 

ow, I firmly believe our Federal Government is faced with the 
same sort of situation if fighting inflation is our main concern here. 

I do not pretend to be an expert on the Federal budget. Neverthe- 
less, there are some clues as to where the Congress might find further 
opportunity to reduce it. Defense spending is the largest single item 
in the budget. While General Electric is firmly for spending every 
penny that is required to maintain the national security, it is difficult 
to imagine, however, that there are not further economies that might 
be found in the defense budget. 
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But defense spending has gone down $1.1 billion since 1954, while 
nondefense spending has gone up $10.3 billion in the same period. 
Here is the real opportunity for the Congress to do some pruning and 
make a really effective attack on inflation. 

The President’s budget contemplates an expenditure of $4.490 bil- 
lio during fiscal 1960 for farm price and income stabilization. I 
do not know what items within this figure can be considered essential 
and what nonessential—but is the retention of every one of them more 
important than fighting inflation ? 

et us look at veterans benefits; the budget contemplates spending 
$5.088 billion during the next fiscal year. Again, I do not know what 
items in this total can truly be deemed essential. But again is every 
one of them worth more than fighting inflation ? 

For housing loans and grants, I understand the Senate has ap- 
proved a measure authorizing spending of some $2.7 billion over the 
next 6 years. Must all this spending take priority over fighting 
inflation ? 

A small, but nonetheless costly program, is the 4-year, $465 million 
plan for Federal aid to airports passed by the Senate. Is all of this 
imperative, I wonder, or might not the need to control inflation sug- 
gest that some of this proposed spending be cut back ? 

There are other areas I could mention, such as proposed Federal aid 
for area redevelopment, for education generally and educational tele- 
vision, and for community facilities. Does the need for substantial 
Federal outlays for these programs inevitably outweigh the need to 
control inflation ? 

I need not tell you of the opportunities to reduce Federal spending, 
because you are daily more aware of the opportunities than I. But 
any country that must spend 30 percent of its total income to support 
its Government has, in my opinion, too much Government. Cut back 
that percentage, and you have gone a long way toward curing 
inflation. 

The third step recommended to the Government is to revise the tax 
structure to permit greater incentives for saving and investment, 
permit more realistic depreciation allowances, aden the impact of 
corporate income and excise taxes on prices, and eliminate the dis- 
criminatory effects of the present system of excises. The proportion 
of the taxes that are levied on the people through business should be 
reduced because channeling taxes through the price structure inevit- 
ably raises all the costs of doing business, and thus raise all prices. 
The burden of necessary Government expenditures could be borne 
with less risk of inflation if the growth of the private economy were 
stimulated, instead of being inhibited by a patchwork tax structure. 
_ Fourth, keep the economy competitive. The antitrust laws are 
important in the preservation of competition, and vigorous competi- 
tion is the most effective antiinflationary measure in the arsenal of 
free enterprise. The difficulty with S. 215 is that it is aimed at 
large companies simply because they are large; it would hamper them 
simply because they are in business; it would impede them without 
regard to the propriety or impropiety of their conduct, or to the 
contribution which they make to the economy and its impact, as we 
have seen, would be upon the whole economy. It is a demonstrable 

fact that large producers in every industry contribute immeasurably 
to our national walfare. 
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In the competitive struggle with Russia, in which she is trying 
desperately to reach our economic jugular, I submit there is no 
greater asset in our economy than the daily strength, vigor and force 
of the productive might of the business enterprises of America, be 
they large or small. 

We have an effective, well-enforced code of antitrust principles 
which have evolved over a period of six decades. ‘Those laws insure 
against restrictive or collusive practices designed to minimize or 
restrain competition. I suggest that the continued effective enforce- 
ment of those laws will be the greatest safeguard to competitive vigor, 
and that that vigor and strength will help assure our own economic 
progress and our success in our international competition with the 
Communist world. 

Fifth, modernize national labor policy. Unions today are not 
what they were when the Wagner Act was passed 25 years ago, and 
they are not what they were 12 years ago when the Taft-Hartley Act 
was passed. As recent events have clearly indicated, they are well- 
entrenched and well-heeled institutions that wield enormous immuni- 
ties under law which may once have been appropriate to a young and 
struggling movement, but are not appropriate to the unions of today. 
The public, the employers, and nonunionized workers still need more 
legal protection against secondary boycotts and organizational picket- 
ing, and the whole question of compulsory union membership must 
some day be faced by the citizens of this country. 

The reason I bring up this matter of labor legislation under the 
hearing of inflation is, of course, that union power has been used to 
force up wage costs much faster than the long-term average increase 
in productivity in the national economy, and this is highly inflation- 
ary. Union power has also been used to enforce featherbedding, 
inhibit productivity, close off and distort markets, and create un- 
warranted strikes. All these abuses of union power are inflationary, 
and the Nation should be protected against them. 

® 


BY UNIONS 


I do not expect the unions to look to the chairman of General 
Electric for ideas as to how to control inflation, but there are valuable 
actions that unions could undertake toward this end. 

First, unions should encourage productivity and stop featherbed- 
ding. Most union officials publicly support the fact that automation 
and technological change is the real source of this country’s ever- 
increasing productivity, and that their members have profoundly 
benefitted from the increased output of goods. But in reality, many 
unions are found firmly in opposition to actual changes in method 
or machinery which will increase productivity. They wage endless 
propaganda war against automation, they endeavor to throw as many 
economic obstacles as possible against new machinery, and they ac- 
tively encourage an emplyee attitude of resistance to changed 
methods and increased productivity. 

This is not true of all unions, but it is true of many of them, and 
this is inflationary because it adds needlessly to the cost of produc- 
tion and distribution. A more progressive pare for the modern 
union would be to encourage technological change and encourage an 
attitude of productiveness among the members, because increased pro- 
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ductivity is the source of real economic advance for their members 
and everyone else. And it is a major weapon against inflation, 

Unions can also help to control inflation by more responsible bar- 
gaining. Instead of making wild and inflationary demands which 
could not possibly be met without hurting everybody, union officials 
should consider the national interest, and should recognize that it 
is possible for unions to price their members out of a job. The rising 
effectiveness of foreign competitors, with their new, efficient facilities 
and their low pay scales, makes this much more than a theoretical 
possibility. Union officials must fact up to the facts of the market 
place and recognize that jobs, in a similar manner as products, are 
vulnerable to the forces of competition and customer evaluation. 

Union officials can also help to contro] inflation by avoiding the use 
of violence, coercion, and intimidation as substitutes for reasonable 
collective bargaining. Coerced contracts are almost always infla- 
tionary. 

BY MANAGEMENT 


Business managers can also make important contributions to the 
control of inflation. 

Their most important job, as far as inflation is concerned, is to 
increase the productivity and efficiency of the busimesses they manage. 
Government and unions can do much to prevent the introduction of 
further inflation into the economic system. But the only way to make 
up for the inflation that has already been introduced, and to avoid 
future inflation, is to increase the real productivity of the economy. 
And this is a job that must be done company by company, person by 
person. 

(At this point, Senator Hart entered the hearing room.) 

Mr. Corpiner. There are hundreds of ways to increase productivity : 
Through increased mechanization and electrification; through im- 
proved manufacturing layout, product designs, materials selection, 
data processing, marketing, management methods, and organizational 
patterns; through investment in research, development, and modern- 
wation; and through encouragement of more productive attitudes 
among employees at all levels, up to and including the executive level. 
This increase in productivity is management’s major contribution to 
the fight against inflation. 

Management must also stand firm against inflationary demands 
from unions. To stand firm in these circumstances is not an anti- 
union position, It is proemployee, propublic, and helps to protect 
the jobs of the union members themselves. Too many of us in 
management have caved in under union pressure, and then, of course, 
had to attempt to pass along the additional costs to our customers 
because we have no other source of income. 

Simultaneously, businessmen must study this problem of inflation, 
and invest the necessary time and money to inform their employees 
and the public about it, so that there will be informed public support 
for the arresting of inflation. 

Finally, businessmen must keep their prices responsive to the mar- 
ket. As much as possible, the advances in productivity should be 
passed along to the consumers through the price structure, so that 
everyone can share in this advance. 
35621—59—pt. 11——31 
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COST AND PRICES IN ELECTRICAL INDUSTRY, 1939-59 


Here is a chart, and you have it attached to your paper, here is a 
chart which summarizes the electrical industry’s continuing efforts 
over the past 20 years (the period of general inflation) to bring to 
its customers the benefits of advancing productivity. We are proud 
of this record, and feel it is a genuine contribution to the long fight 
against inflation. 

(The chart referred to is as follows:) 


COSTS AND PRICES — 
IN ELECTRICAL INDUSTRY 
1939-1959 


AVERAGE HOURLY EARNINGS 
UP 206% 


”_ MATERIALS and PARTS 
UP /76% 


ELECTRICAL MACHINERY 
PRICES UP //8% 


ELECTRICAL APPLIANCE 
PRICES UP 4/% 











KWHR ELECTRICITY 
PRICE DOWN 2/% 


Mr. Corpiner. In the past 20 years, hourly wage rates in electrical 


manufacturing have gone up 206 percent. The costs of materials 


and parts (based on General Electric’s experience) have gone up 146 | 


percent. In spite of these great increases in costs, the prices of 
electrical machinery and equipment—which includes a high labor 
and salary content—went up 118 percent, which is only about half 
as much as the increase in wage rates. 

The prices of household appliances, where we have had the ad- 
vantage of mass production and mass distribution economies, have 
risen only 41 percent in the past 20 years. And the price of electricity, 
which is the real product of our electrical machinery that is bought 
by consumers, has gone down 21 percent since 1939. Actually, the 
price to residential customers has declined by -35 percent. This is 
an amazing achievement, one to which we were happy to contribute. 
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Electricity is just about the only item of household use that has actu- 
ally gone down while just about everything else was going up in price. 
Between the reduction in the cost of electricity, and the comparatively 
slight increase in the costs of appliances (while the general cost of 
living index was going up 208 percent), electrical living has now be- 
come available to practically every family in the United States. 

Some may ask why we have not been able to do as well in holding 
down the prices of the electrical machinery, such as turbine genera- 
tors. This is because the main thrust of the effort has been to lower 
the price of electricity and electrical products for consumers. The 
two bars on the right, on the chart that is attached, are the most 
significant to consumers. One reason that the price of elecricity 
could go down 21 percent is the contribution of the electrical manu- 
facturers in concentrating great effort on the design of ever more ex- 
pensive but more efficient and automatic power-generating equipment 
that burns less fuel per kilowatt-hour. You see, the main cost in 
making electricity is not the machinery, such as turbine generators, 
but the cost of fuel year after year. In 2 years a modern turbine 
generator will consume its original cost in fossil fuels. In fact, an 
electric utility could not afford a turbine as a gift if it were as little 
as 10 percent less efficient than the best that are being produced 
today. By reducing the amount of fuel needed per kilowatt-hour, 
it is possible to reduce the cost of electricity. 

The alternative would be to produce less expensive and less efficient 
turbines, which would result in more expensive electricity. But 
householders do not buy turbines. They buy appliances and elec: 
tricity. Here is where to measure the real achievement of the elec- 
trical industry—the manufacturers and the utilities—in fighting in- 
flation and bringing the benefits of advancing productivity to the 
consumer. 

Gentlemen, this brings me to the conclusion of this statement on 
S. 215 and on what we believe to be more constructive approaches 
to the problem of inflation. 

May I urge again that the Congress consider very carefully the 
consequences of adopting a measure which would very quickly brin 
on the whole range of Government economic regulations, and wit 
it an end to the free competitive economy that has made our country 
preeminent in the world. i 

Senator Kerauver. Mr. Cordiner, thank you very much for a very 
comprehensive and well-prepared statement. We thank you for your 
eens here. 

am advised that Senator Dirksen will have to leave before long 
to handle some of his duties as minority leader. > 

Senator Dimxsen. Mr. Chairman, I was going to ask Senator 
Q’Mahoney a question. Can you hear me, Senator ? 

Senator O’Manoney. Proceed, I can hear you. 

_Senator Dirxsen. I notice, in section 3, the bill provides “in any 
line of commerce,” and so forth, “if there shall be a price increase 
in the price of its product.” 

You use the term “product” as singular. Does that mean any one 
product being manufactured ? 

I was thinking General Electric—how many thousands of things 
do you manufacture Mr. Cordiner? 
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Mr. Corprner. We make, I will have to guess—— 

Senator O’Manoney. Am I not answering this question, Mr. Cor- 
diner ? 

Mr. Corprner. I beg your pardon. 

Senator Dirxsen, He answers this, and then you can answer the 
original question. 

enator O’Manoney. What was the nonoriginal question ? 

Senator Dirksen. That was a question of Mr. Cordiner as to the 
number of products that he made. 

Senator O’Manoney. Yes. 

Mr. Corprner. Over 200,000. 

Senator Dir«sen. 200,000. 

Mr. Corpiner. We have in terms of catalog numbers 112 different 
household refrigerators by catalog number, and incandescent lamps 
that are stocked, including fluorescent lamps, over 3,000 different 
separate models. So while we make 200,000 products, I would guess 
that we probably have catalog numbers, voltage changes, color changes, 
that might run 5 million, if that is the question you have in mind, 

Senator Dirxsen. Now, my question to Senator O’Mahoney— 

we O’Manoney. Yeu understood your question in the first 
ace. 
. Senator Dirxsen. Do you envisage in this language, if there is an 
increase in the price of a single product, that this whole machinery 
of hearings shall come into play ? 

Senator O’Manonry. This whole bill is based upon the Census of 
Manufactures, not upon anything that any member of this committee 
or any member of this staff dreamed up. It is based upon the report 
of the Bureau of the Census of the Department of Commerce, which 
has found that there has been an amazing and appalling concentra- 
tion of industrial power in the United States. 

Senator Dirksen. Yes, but I want a responsive answer. 

Senator O’Manoney. Pardon me, I will come to it. 

This concentration of industrial power is resulting in the expansion 
of the area geographical and otherwise, economic, which is controlled 
by the management of big business. 

Senator Dirksen. Yes, but—— 

Senator O’Manoney. It is this concentration which is destroying 
little business, it is this concentration which is enabling those man- 
agers to fix prices, to agree upon prices, to agree upon methods of 
carrying on business that has led the Department of Justice time 
after time to bring antitrust suits without avail to stop this tendency. 

But the Bureau of the Census has published a manual which de- 
termines the answer to your question. 

Senator Dmxsen. No, it doesn’t. If you will forget your stump 
speech for a moment, I want an answer to the question. ‘ 

The bill says, “No corporation shall increase the price of its prod- 
uct.” I want to know what that means. Does that mean increasing 
all along the line, say 200,000 products, or does it mean increasing 
# price on incandescent globes? What does that mean ? 

Senator O’Manoney. Since you speak about increasing the price 
of incandescent globes, I would like to call to your memory the report 
written by Corwin Edwards who was at one time Economic Adviser 
to the Department of Justice and Economic Adviser to the Federal 
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Trade Commission, and is a well-known and well-respected leader in 
the field of professional economics. 

His report contains information taken from the files of General 
ar the Electric, which showed the manner in which that company agreed 

with other companies to reduce the quality of the globes. This is so 
| interesting that you brought this in that 1 feel that I must 
to the Senator Dirksen. Yes, but I just want an answer to my question. 
‘ Senator O’Manoney. If you will just let me finish. 

Here is this report, Monograph No. 1 of the 78th Congress, 2d 
session, a study made for the Subcommittee on War Mobilization 
of the Committee on Military Affairs. It was headed by Senator 
Kilgore, who later on was chairman of this committee. 


, Cor- 








Terent a . 
lamps Mr. Corwin Edwards says on page 16: 
Terent The cartel arrangements concerning electric lamps illustrate the impunity 
guess with which quality may be degraded under international cartel agreements 
The American market has been reserved for the American manufacturing com- 
anges, panies, General Electric and Westinghouse, and markets in other parts of the 
mind, world have been allocated. Protected from foreign competition, American man- 
> — ufacturers have attempted to increase their business by reducing the durability 
e first of their light bulbs. They were able to find an excuse for their action in the 
fact that the efficiency of a light bulb is in inverse ratio to its length of life; 
_ but they were careful not to inform consumers of the decision to sacrifice 
> 1S an durability, nor to allow an opportunity for the buyer to choose between more 
ninery efficient and more durable bulbs. 

In order that the record may not be interpreted as meaning that 
sus of this was merely a charge, I want to read from the files of the Gen 
mittee eral Electric Co. 
report Senator Dirksen. Is this in response to my question ? 

~ ‘9 ° 
which Senator O’Manoney. Yes, indeed. 
entra- A General Electric engineer wrote to executives of the company : 

Two or three years ago we proposed a reduction in the life of flashlight lamps 

from the old basis on which one lamp was supposed to outlast three batteries, 

: to a point where the life of the lamp and the life of the battery under service 
ansion conditions would be approximately equal. Some time ago, the battery manufac- 
rolled turers went part way with us on this and accepted lamps of two-battery lives 

: instead of three. This has worked out very satisfactorily. 
We have been continuing our studies and efforts to bring about the use of 
: one-battery life lamps. I think you will be interested in the attached analysis 
roying which Messrs. Prideaux and Hgeler have worked up covering the various points 
, man- involved in going to the one-battery life basis. If this were done, we estimate 
ods of this would result in increasing our flashlight business approximately 60 percent. 
e time I don’t wonder, Mr. Chairman, that the head of General Electrie 
dency. should appear here with these wild charges against the possible re- 
>a nae 5 ; ; 
ch de- sults of S. 215, when it contains not a word nor a line nor a paragraph 
that gives to the Federal Trade Commission or any branch of Govy- 
stump ernment the power to prevent a price increase or to effect a price 

‘ rigidity. 
| prod- But let me go on. 
easing Senator Dirksen. First, I would like to have an answer. 
easing Senator O’Manonry (reading) : 

; If this were done we estimate that it would result in increasing our flashlight 
> price business approximately 60 percent. We can see no logical reason either from 
report our standpoint or that of the battery manufacturer why such a change should 
‘dviser not be made at this time. 


‘ederal Messrs. Parker and Johnson now have this matter up with the battery man- 
edera ufacturers, and I would urge that every assistance be given them to put it over. 
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My point is to prevent big business from ye things over, and 
I would say, Senator Dirksen, that in this bill, it is clearly provided— 
that within 90 days after the enactment of this law the Federal Trade Com- 
mission shall determine the lines of commerce and the corporations to which 
this section applies, and shall make such revisions of its determinations from 
time to time as the public interest requires, and shall publish such determina- 
tions in the Federal Register. 

My purpose in this bill is to put a restraint upon the gigantic cor- 
porations that do control the production of industrial commodities 
that all the people of the United States need. 

Senator cians. Will the Senator yield at this point ? 

Senator O’Manoney. It is utterly misrepresenting to say that this 
bill reaches into the realm of small business. It does not, and I will 
accept any amendment designed to make it more clear than it is. I 
think it is already clear. 

I yield to the Genntor from Colorado. 

Senator Dixsen. You can’t yield, because I have the floor. 

Senator Carrotu. I want to implement your question. 

Senator Dirksen. John, let me get back to my question. 

Senator Kerauver. Senator Carroll, Senator Dirksen has the floor, 

Senator Dirksen. Just let me follow, please. 

Section 3 indicates to whom this bill applies: the corporation has 
to be in commerce. GE is in commerce, that is admitted. It has to 
have capital and surplus and undivided profits in excess of $10 mil- 
lion; that is admitted. 

Senator O’Manoney. More important than that, it first has to have 
a line of commerce in which 50 percent or more of the total annual sales 
in the United States are made by eight or fewer corporations, in- 
cluding their respective subsidiaries and affiliates. 

Senator Dirksen. That is right. Assume that applies to GE, so 
we assume right now that this bill applies to them. If this bill 
became law ° 

Senator Keravuver. Senator Dirksen, would you yield at that point! 

Senator Dirrxsen. Let me finish this question. 

There isn’t any question that this applies to them. 

Now, the general counsel of GE is going to have to take that pro- 
vision of the law and say, “That says that our corporation, since it 
applies to us, shall not increase the price of its product.” 

If this applies to a price increase to every product, just be pre- 
pared to add 5,000 people to the Federal Trade Commission staff and 
we will keep right busy around here. 

I just want to know what the answer is. 

Senstor Carroiu. Will the Senator yield at this point for clarifica- 
tion ? 

Senator Dirksen. I wanted to make the question clear. 

Senator Carrot. I think your question is a good one, but on page 
1 of the bill, reading on line 7: 

(2) a few dominant corporations have control over the production, the distribu- 
tion, and the price of basic commodities upon which all American economy 
depends. 

I should assume, therefore—I haven’t made up my mind about this 
bill—that the Federal Trade Commission would determine what are 
the basic commodities upon which all American economy depends. 
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It may not necessarily be electric light bulbs nor any part of the 
200,000 commodities of GE, but they might include steel and indus- 
trial electrical machinery. 

So I think if we get far into the field of 200,000 commodities, I 
would agree with the Senator from Illinois we would really be get- 
ting way off. But as I understand the purpose of this bill as set 
forth in line 7, it refers to the price of basic commodities upon which 
all American economy depends. 

Senator Dirksen. John, section 1 is the customary constitutional 
stump speech. It is like the preamble to the Constitution. 

Senator O’MAnoney. The Senator calls the preamble to the 
Constitution of the United States a stump speech. 

That is the trouble in this country today, when industrial leaders 
like the present witness, and cio in the Senate and the 
House, refer to the preamble of the Constitution of the United States 
as a meaningless stump speech. 

Senator Dirksen. Don’t put words in—— 

Senator O’Manoney. Don’t beat that old bag of bones. [Laughter.] 

Senator Dirksen. Mr. Chairman, now, Joe, don’t put words in my 
mouth, because I didn’t say the preamble was meaningless. But you 
are a lawyer. 

Senator O’Manoney. I am not putting words in your mouth, 
Senator. 

Senator Dirrxsen. You know the preamble does not apply when it 
comes to interpreting the specific provisions of the Cosatitetion: 
This stump speech in this bill is going to be absolutely meaningless 
when you get down to section 3, which says: 


No corporation * * * shall increase the price of its product. 


Now, you tell me what that means. You haven’t told me yet. 

Senator O’Manoney. Again I have told you precisely what it says. 
In the census of manufactures, the Bureau of the Census—— 

Senator Dirksen. That is all beside the point. 

Senator O’Manoney (continuing). Has issued a manual which is 
entitled, “Standard Industrial Classification Manual.” That is the 
manual upon which this census classification was based, and then 
in section 3, the very last sentence, I read again: 

Within 90 days after the enactment of this law, the Federal Trade Commis- 
sion shall determine the lines of commerce and the corporations to which this 
section applies, and shall make such revisions of its determinations from time 
to time as the public interest requires, and shall publish such determinations in 
the Federal Register. 

As Senator Carroll has pointed out, the second clause in the stump 
speech, section 1, reads: 

*** a few dominant corporations have control over the production, the 
distribution, and the price of basic commodities upon which all American 
economy depends. 

That is not a stump speech, that is a finding of the Census of Manu- 
factures, under this administration. It is not a finding by any leftist 
Member of Congress or by any wild person who wants to attack 
business. 

I say to this committee, and I say to Mr. Cordiner, that my pur- 
pose for years has been merely to carry out the constitutional power 
of Congress to regulate commerce in the public interest. have 
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introduced legislation in times past, and Senator Borah, of Idaho, a 
leading Republican, joined me in the introduction of these measures 
to provide that all corporations and all labor unions affecting com. 
merce among the States and with foreign nations should receive their | 
charters from the Federal Government. 

y 





When you talk about the abuses of labor, you are not talking about f 
this bill. When you are talking about the abuses of big business, ] 7 
say to you that the records of the Federal Trade Commission and § 
of the Department of Justice are full of them. 

We cannot cover the whole waterfront in one law. If we are going | 
to correct the situation, the inflation which affects this country, we 
have to do it step by step. I want to say, Mr. Chairman, that there 
are many statements in this presentation by Mr. Cordiner with which 
I thoroughly agree. There is no doubt about it that Government [ 
spending is a cause of inflation, and I would be very: happy, and have 
been very happy, to cooperate in helping to reduce Government 
spending. 

Senator Dmxsen. I have only one observation before I assume 
another chore: A court isn’t going to interpret the Census of Manu- 
factures. That is not going to be before the court. If I read my 
Constitution right, it says that all legislative power shall be vested 
in the Congress. It is the exclusive lawmaking body, and you are 
asking us to approve here legislative language and when it goes on 
the law books people doing business have no choice except to look 
at it and say, “What does it mean ?” 

So I read you these simple words, not over two syllables long, and 
i take me around Robin Hood’s barn a half a dozen times, and I 

aven’t received an answer yet. 

But you can’t put this on the books, and I trust it never will go on 
the books, so that there is no doubt as to how I feel, without making 
this clear as to what it means. 

Senator O’Manoney. You can’t make a man do anything against 
his will, there is no doubt about that. I don’t expect to convince 
Senator Dirksen at this table, but I want the record to show that this 
bill is before the committee, and in executive session, no doubt, if we 
come to an executive session of this measure, amendments will be 
acceptable. I want the mistakes in this bill, if they are there, to be 
corrected; if there are any uncertainties of language, I want them 
corrected. I want to do something to halt inflation, to put brakes 
upon inflation. 

The witness before us makes no suggestion except the suggestion 
that Government spending should be reduced, and with that I agree. 
But when the administration asks for expenditures for foreign aid, for 
military assistance, for other objectives made necessary from the point 
of view of President Eisenhower by the terrible world dilemma in 
which we are engaged, then I say to the witness that we cannot discuss 
ye bill as though we were in times of peace. We are not in times 
of peace. 

Mr. Saulnier, the Chairman of the President’s Council of Economi¢ 
Advisers, sent a letter to this committee with respect to this bill in 
which he referred to times of peace. We are not in times of peace. 
The only reason that the President has sent a $77 billion budget to 
this Congress is because we are in danger of war, shooting war, and 
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we are engaged in an economic war. Unless the leaders of industry, 
like Mr. ee will come forward with their suggestions as to 


how inflation shall be controlled, Congress must do the best it can 
without their intelligent advice. 

Senator Carrot. Mr. Chairman, I wonder—— 

Senator Dirksen. I am sorry I didn’t get an answer to my question. 

Senator O’Manoney. You were given your answer. 

Senator Carrotu. If the Senator from Illinois will wait, I would 
like to clear the record. 

Here we have the title to the bill which clearly expresses the legis- 
lative intent. There is this item on page 1, lines 7 and 8, as I have 
already indicated. All we would have to deal with is on lines 20 to 
93, in section 3, which the Senator from Illinois mentioned, “No 
corporation * * * shall increase the price of its product * * *.” 

This doesn’t mean that General Electric will have to give notice 
on 200,000 items. The purpose of the bill is to deal with “the price 
of basic commodities.” 

Senator Dirksen. Who will say what a basic commodity is? 

Senator Carrott. The Federal Trade Commission, because this 
bill delegates the power to it. 

Senator O’Manonry. And we, by amendment, could shape the 
direction of their minds if it were desirable, and, of course, I am al- 
ways desirous of making any changes that will bring the Senator 
for Illinois over to my side. 

Senator Kerauver. I think this colloquy has been useful in show- 
ing what the bill applies to, and what changes might be made in it. 

Section 3 as now written is the applicable section. I think it 
might be interesting to know which are the lines of commerce in 
which General Electric is one of the eight companies that produce 50 
percent or more of the products. 

I have here a summary of product classes in which General Electric 
is one of the four leading producers, taken from the Federal Trade 
Commission report, published in 1957. It is entitled, “Report of the 
Federal Trade Commission on Industria] Concentration and Product 
Diversification,” and it lists the value of shipments of all product 
classes in the 1950 Annual Survey of Manufactures, together with the 
four leading producers in each class and the value of shipments of the 
four leading companies taken as a unit. The summary table shows 
each class in which General Electric is one of the four largest 
producers. 

This runs to about four pages, and some of the principal items 
are pressed and blown glassware, four companies produce 66 percent ; 
steam engines and turbines, four companies produce over 75 percent; 
vacuum cleaners, four produce 72 percent; refrigerators, 59 percent, 
and condensing units, 84 percent; transformers, over 68 percent; arc 
welding machines, over 66 percent; parts and accessories for electrical 
— over 76; locomotive and parts, 89 percent, and on down 

é list. 

I will direct that this be put in the record. 

(The summary referred to may be found on p. 5822.) 

_ Senator O’Manoney. Mr. Chairman, may I request that there be 
inserted in the record the marked paragraphs from pages 16 and 
17 of Monograph No. 1 of the Committee on Military Affairs of the 
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U.S. Senate, 78th Congress, 2d session, part of which I read into 
the record earlier this morning? 

Senator Keravuver. Without objection that will be done. 

But I think Mr. Cordiner should have an opportunity of comment- 
— it at this point if he wishes to. 

enator O’Manoney. Yes, of course. 

(The material referred to may be found on p. 5837.) 

Mr. Corprner. Thank you, Mr. Chairman, I was going to ask for 
that privilege, since the company’s name has been used in the state- 
ment of this document which would infer that we were conducting 
ourselves very irregularly. 

Let me say that in our lamp business, since that reference has 
been made with particular reference to that part of the company, 
that for many years, it is known by the customers and is known by 
the public, and has been that it is our intention to make a lamp that, 
an incandescent or fluorescent lamp, fluorescent in the beginning and 
now they burn to about 10,000 to 20,000 hours, but an incandescent 
lamp in your home which fifty years ago cost about a dollar fora 
60-watt lamp that your wife now can buy in some stores in Wash- 
ington for 21 cents, present retail price, that lamp is designed and 
tested to operate at maximum efficiency for a thousand hours, 1,000 
burning hours. 

I think that this is one of the great innovations of American 
economy. I know of nothing else that you can buy in Washington 
or any other place for so little money that performs and maintains 
its quality for the entire period of 1,000 hours where you pay 21 cents, 
and where 50 years ago you paid more than 4 times that for a far 
less efficient lamp. 

Now, why is this? The reason is that in industries and in homes, 
we found from experience, and this is the reflection of the market- 

lace, that this gentleman, Mr. Edwards, I think his name was re- 

erred to, with whom I don’t happen to be acquainted, but every 
individual is entitled to his own personal opinion; this was his. But 
the customer at the marketplace has indicated to the General Electric 
Co. in the roughly 50-odd years we have been in this business, in 
fact we were benefited from the fruits of Thomas Edison’s inventions, 
and we carried it on from the first ones that we burned for about a 
minute to where now for 21 cents you can get one that will burn for 
1,000 hours. 

I started to say there is nothing else you can find in American 
industry where you spend so little money and obtain so much in 
value as a General Electric incandescent lamp. 

Senator Keravuver. Mr. Cordiner, the colloquy is pertinent be- 
cause you say in your statement. 

Mr. Corptner. The statement attacked the General Electric Co. 

Senator Keravver. That if a notice had to be given of a price 
increase, it might result in the reduction in the quality of the prod- 
ucts. That ison page 17 of your statement. 

The question was—I don’t know if you were with General Electric 
back at this time or not—— 

Mr. Corprner. I started in 1922, almost 40 years ago, at 40 cents 
an hour, may I add. 
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Senator Keravuver. Did General Electric purposely reduce the 
quality of its product as set out here in the Senate report, or not? © 

Mr. Corprner. Our policy has been to make the lamp operate at 
maximum efficiency as far as light definition is concerned for 1,000 
hours, for an incandescent lamp. At the end of that period we 
anticipate, or thereabouts, that the lamp will burn out. 

We know how to make a lamp that will last 10,000 hours, but it 
diminishes in efficiency. We know how to do this, but we think 
this is a very poor service for the customer, hard on their eyes, very 
difficult for children at home studying and using such a lamp, and 
that is why we have staked our reputation and from anything we 
can observe at the market place, the customer appreciates this. 

If you get into incandescent lamps that you put into factories, I 
mean fluorescent lamps that you put into factories of present sizes, 
the maintenance of those lamps is such and many of them are at ele- 
vations 40 to 60 feet above the floor in a factory, they prefer to have 
these lamps burn out about the same time, or they go in and change 
them or destroy them. That is a matter of costs. 

So again, from the viewpoint of the customer in the marketplace, 
we have designed those lamps for what the customer wants who pays 
the bill and knows full well what he is buying. ‘s 

Senator O’Manoney. Mr. Chairman, may I interrupt at this point ? 

Senator Kerauver. May I just get an answer to this question? 
The Senate report quotes a General Electric official in a letter out 
of the GE files : 


In conformity with our practice of notifying you of impending changes in our 


lamp product, we are calling your attention to a change which has been 
approved— 





this is from a letter to one of your lamp works— 


one, the design of the 2330 Lamp has been changed from 300 back to 200 hours, 

the change to take effect as soon as manufacturing facilities will permit. It 

2 understood that no publicity or other announcement will be made of thé 
nge. 


; Is that what you referred to about improving the efficiency of the 
amp ? 

r. Corpiner. I think that reference, Senator, has to do with the 
flashlights, as I tried to listen to it very attentively. Is this pertain- 
— flashlight lamps? 

enator Krrauver. No, this refers to regular lamps. 

Mr. Corptner. Regular lamps? 

Senator Kerauver. Yes. 

Mr. Corpiner. What kind of regular lamps? 
pmaiee Keravver. It says the 2330 Lamp. I don’t know what 

at is. ; 

Mr. Corpiner. Well, as I listened to the Senator reading that, they 
were talking about changing lamps and changing batteries, and f 
peed the impression that what we were discussing was a flashlight 
amp, and that the customer again had indicated that they would 
rather change the lamp and the batteries coincident, which is what I 
was trying to explain a few moments ago, and perhaps for increased 
visibility or brilliancy of the flashlight lamp, they intentionally and 
definitely shortened the life to get better performance, 


{ 
’ 
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There is no mystery about that. As ie increase the light density 
and the light, then you sometimes get shorter life, but again I would 
like to close by pointing out that this is a reflection of what the cus- 
tomer wants at the marketplace. The customer decides to buy or not 
to buy. 

ieee O’Manoney. Mr. Chairman. 

Senator Kreravuver. Senator O’Mahoney. 

Senator O’Manoney. It is my understanding that the practices to 
which Mr. Corwin Edwards referred in this document, from which 
[ read only a portion, were afterward made the subject of an antitrust 
suit against Sumat Electric, the result of which was that General 
Electric is now under a court order not to follow the practice which 
was condemned here. 

As I look at the ceiling of this room, I see 20 apertures for light 
bulbs and two of them have gone out. It may be that the durability 
of the electric lamp is still not as efficient as it used to be. 

Senator Kerauver. These may be Westinghouse, I don’t know, 
| Laughter. | 

Senator O’Manonry. Well, they are a licensee of General Electric. 

Mr. Corptner. May I respond to the reference of the suit that the 
Senator mentioned a moment ago? 

Senator O’Manoney. Yes. 

Mr. Corptner. The General Electric Co., as I said earlier, was the 
inheritor of the great tradition of Thomas A. Edison, the inventor 
aver 75 years ago of the first incandescent lamp. We were not then, 
and we are not now, content to rest on the laurels of the achievement 
of that first genius in the lighting field, and it has been constantly 
our endeavor through research, engineering and development, to im- 
prove the incandescent lamp so as to bring more light at less cost to 
the consuming public. 

These efforts have given rise to new inventions which we have 
patented. As you know, a patent owner has the right to exclude all 
others from exercising the patent arts for 17 years. Rather than 
excluding others completely, and this is the background of this suit 
which has been referred to, General Electric Co. early established as 
its policy the licensing of its lamp patents at reasonable royalties, 
even though upon the expiration of the patents these former licensees 
would be and were substantial competitors. 

During the early part of this century it was the general practice 
of patent owners when granting licenses to preserve some control 
during the life of the patent over the activities of its licensees in 
order to preserve from dilution the monopoly afforded by that patent 
and its ownership. 

For instance, the early lamp patent licenses described the price at 
which our licensees could sell the patented articles. At that time the 
provision was deemed by the most eminent members of the bar to be 
unequivocally lawful. 

In our 1926 lamp case, the Supreme Court sustained this practice 
as a proper exercise of the constitutionally sanctioned patent grant 
to an inventor. 

Subsequently, the climate of opinions of the Supreme Court 
changed, and commencing in 1942, it became clear that the Supreme 
Court took a different view of the propriety of such limitations on & 
licensee’s pricing discretion. 
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Although the Supreme Court never reversed its 1926 decision, J 
am informed by my counsel, that the ruling of that case was so 
narrowly confined by subsequent decisions that in effect it appeared 
to be the rule only for the General Electric Co. in exactly the same 
kind of circumstances presented to the court in that particular case. 

In 1949, the Federal District Court for the District of New Jersey 
held in a case which was commenced in 1940, that agreements entered 
subsequent to those in issue in the 1926 case, although virtually identi- 
cal in substance to those early agreements, were not proper insofar as 
the patent license provisions were concerned, because we did not 
during the latter years in which those agreements were in effect have 

atents of such scope and merit to sustain the contract. 

In 1953 a far-reaching decree was entered by the district court 
which ordered, among other matters, the dedication of our patents to 
the public. We did not appeal from the judgment. 

I can assure you that our patent licenses conform not only to the 
letter but also the spirit of the antitrust laws. In fact, after World 
War II while the second lamp case was pending, we undertook a re- 
view of our patent licensing program in order to insure that our patent 
practices would be above question under the antitrust laws, we re- 
negotiated our outstanding licenses and eliminated those provisions 
which we foresaw might give rise to questions in the future as the law 
developed. 

We pursue a very liberal licensing program and in which all 
requests for license under any of our patents are very carefully 
reviewed. 

May I conclude with this thought, that we have presently 8,000 
General electric patents that are listed on the public register of the 
Patent Office as available for licensing and, as I say here in this state- 
ment, we make it very easy for anybody to secure a license, and this 
situation that happened was on the background of a Supreme Court, 
decision in 1926, and the Court changed its opinion between that date 
and 1948, and of course, we comply with the law. 

Senator Kerauver. Senator O'Mahoney. 

Senator O’Manoney. Mr. Chairman, as I said earlier in response 
to Senator Dirksen, I am concerned only with the problem of putting 
a brake on inflation. I am not here to prosecute Genet Electric or 
United States Steel, or any of these giant corporations which do 
dominate the American scene, unless the Census of Manufactures is 
completely wrong. 

I cite the fact that in this document on the concentration of Ameri- 
can industry, prepared for this subcommittee in the Ist session of the 
8ist Congress, there appears, beginning on page 220, table 43 showing 
the shares of industry shipments accounted for by the largest com- 
panies, 1954 compared with 1947 and 1935. 

I referred to this in opening the hearings upon this bill. 

But this table shows that in a group of industries the concentration 

as been so great that although the production in many cases is over 
$1 billion annually, 20 companies, 8 companies, and even 4 companies 
control more than 50 percent of the total output. That is a fact 
that nobody can deny. 

I feel that one of the things that the leaderg of the industries which 
are there catalogued by the nonpartisan experts of the Census Bureau, 
who conducted this census, should do is to give their suggestion, com- 
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plete and directly bearing upon the industries in which they are 
engaged, to hold down inflation. 

| I find that the Department of Commerce issued its April Survey 
of Current Business, and on page S-7 of the Business Statistics Sec- 
tion there is data which shows the value of the dollar. The pur- 
chasing power of the dollar is reported in the Survey of Current 
‘Business of the Department of Commerce, as to wholesale prices, 1947- 
49 being equal to 100, and consumer prices likewise. For February 
1958, as measured by wholesale prices, the dollar was worth 84 cents, 
for consumer prices, it was worth 81.6 cents. Then month by month, 
March, April, May, June, July, August, September, October, Novem- 
ber, December; we go through a constant decline, not too great, per- 
haps, but the decline in consumer prices in the purchasing power of 
the dollar went to 80.7 cents. 

This is a factual situation, showing that the secant power of 
the dollar owned by every family in the United States is declining. 

This April issue of the Survey of Current Business contains an- 
other most interesting chart. This appears, Mr. Chairman, on page 
10, entitled “Distribution of Family Income, 1958.” According to 
this chart, 7.5 million families in the United States in 1958 had an 
income of less than $2,000. 

I say to you, Mr. Cordiner, and to the executives of every big busi- 
ness, unless you help to increase the purchasing power of the masses 
‘of the people of the United States, you are cutting your own market. 
The stump speech that the framers of the Constitution wrote into that 
document—to use the phrase of Senator Dirksen, who has now left, 
‘but I speak as frankly in his presence as I think I have already dem- 
onstrated—was clearly a declaration that the Constitution was drafted 
for the interest of the general welfare of the people, not for the gen- 
eral welfare of the management of big business. 

This chart shows another interesting item. There are in the United 
States at least 12.5 million families, according to the Department of 
Commerce, the income of which are between $2,000 and $4,000 an- 
nually. That means that about 20 million families in this country 
who in this era must get along on an annual income of less than 
$4,000. 

It is no idle problem in these circumstances to try to do something 
about inflation. I think that General Electric would be serving a 
great public objective, if instead of sending its chief executive officer 
here to deliver a speech based upon assumptions that are not contained 
in the bill, and which would in no circumstances be the result of the 
-bill, unless I am very much mistaken, it would be much more in keep- 
ing with the responsibility which management has, to serve the public 

welfare, to make suggestions as to what we should do. 

All your testimony today amounts to, Mr. Cordiner, is, let’s do 
nothing about inflation, except you suggest the curtailment of Gov- 
ernment spending. I am quite ready to cut Government spending, 
but. the President tells us that his budget estimate is the lowest he 
can make. 

_ Do you believe, Mr. Cordiner, in foreign aid? I ask you that ques- 
tion because on page 19 of this Survey of Current Business there is 
‘table No, 2 entitled, “U.S. Government Net Foreign Grants and 
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Here we find billions of American dollars coming out of the Fed- 
eral Treasury and going into military supplies and services, and to 
other foreign aid: $5,081 million for 1957; $5,060 million for 1958. 

The General Accounting Office has criticized both the military for- 
eign aid and the economic aid as having been wasteful. We are told 
by the General Accounting Office that military equipment has been sent 
to several countries beyond their capacity to use, and then the military 
department, instead of answering the requests of other countries for 
the same sort of equipment, instead of shipping it from the country 
in which it is not being used, has some additional amounts made and 
sent, to them. 

Do you believe in foreign aid? 

Mr. Corprner. Do you wish me to respond to that now? 

Senator O’Manoney. I would like to have you do so. 

Mr. Corprner. Could I take these questions, I have tried to write 
your questions down as you have been talking, can I take them and 
answer them in order ? 

Senator O’Maunoney. Yes. 

Senator Kerauver. Yes, Mr. Cordiner, go ahead. 

Mr. Corviner. If I understood you asked me four questions, the last 
one of which was foreign aid, and I will try to be brief. 

The first question had to do with the inference that I had not spoken 
to the invitation of your chairman, and the suggestion made was that 
I would be serving the economy and the country better if I had not 
— here but had remained home to try to do something about 
inflation. 

So I would like to start at that point. 

Senator Keravuver. No, Mr. Cordiner, Senator O’Mahoney did not 
say that you should have remained at home. He expressed the 

Oo — 

r. Corpiner. Perhaps I misunderstood him. I thought he said 
I would do far better if I talked about something that was contained 
in the bill in my paper and had devoted my attention as part of 
General Electric to try to control inflation. 

I think the paragraph at the top of page 4 I read before you 
entered, Senator. I would like to refer to it in my remarks. 

I fully recognize that the language of the bill does not give to any 
agency of Government the authority or power to prohibit price in- 
creases; then it goes on to explain that. So I recognize that. 

If I can go on from there 

Senator O’Manoney. But, Mr. Cordiner, you began in the next 
paragraph with the statement that such a bill would be a major step 
on the road toward Government controls over all economic life. 

I intended to make it clear that this bill cannot be interpreted to 
bring about that result. I am against Government controls, too. I 
don’t believe that the Government of the United States should control 
the economic life of the people. But I certainly believe that private 
management cannot control that economic life, and preserve Govern- 
ment of the people. 

Mr. Corprner. Well, on this—— 

Senator O’Manonry. I believe in regulation; that is what the 
Constitution provides for. 

Mr. Corprner. Up to that point—— 
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Senator O’Manonry. What big business wants is no regulation, 
You want a free hand. 

Mr. Corpiner. Can I respond now? 

Senator Keravuver. Yes, Mr. Cordiner, you can respond to the four 
questions. 

Mr. Corpiner. I beg your pardon? 

Senator Keravuver. You go on and respond. 

Mr. Corptner. There are four questions. 

The inference has been that it is management versus the people: I 
would like to recite that—refer the Senator and all of you to the 
attached chart and the material in my paper which pointed out that 
while costs—wages have gone up 206 percent, and materials and parts 
146 percent, that the price on consumer goods in 20 years advanced 
only 41 percent on apparatus or equipment which is tailormade to 
customer requirements, 118 percent, and as you know, the Bureau of 
Labor Statistics during this period had gone up 208 percent. 

Now, the control of management, and the last question that was 
repeated a moment ago by the Senator, on that, the control of man- 
agement— 

Senator O’Manoney. May I just make one interjection, sir? 

I don’t want to harass you, but when I looked at that chart to which 
you have just referred, i aatnel the absence of any column showing 
the increase of purchasing power. 

The increase of purchasing power by the people of the United States 
is the factor which provides your market, ad enables a reduction in 
price. That ought to be added, I think. 

Mr. Corprner. I will also respond to that. If you take the net 
expendable income after taxes of all the citizens presently, you will 
find that it has not kept pace with this chart that I showed you. 

Now, turning back, because you have to talk of net expendable in- 
come after taxes to arrive at this question of the pent-up demand of 
people. Turning back to the second question having to do with con- 
trol of management, that is exercised very efficiently and effectively 
by free competitive markets. 1 assure you that there is control there 
that always operates in the voluntary decision of people to buy or 
not to buy. 

I was then next asked if I was aware of the fact that I think the 
figure used was 12 million families had incomes of less than $4,000 
annually. 

Yes, and like yourself, we are all interested in increasing the level 
of living standard in this country. 

I think it is particularly fortunate in the requirements of those 
families, even at those low incomes from $2,000 to $4.000 a year, that 
they are able to purchase one of the essential things of living, electrical 
service, for 35 percent less than they could 20 years ago. 

Now, turning to the third question that was asked that I had not 
made any response to the problem of inflation, in my opening state- 
ment, I would like to refer to the latter paper starting on page 22 
and continuing through page 33, the top of page 33, I did make a 
response, I did talk about Government and what to do. I did talk 
about management and what it could do, and should do, and I did 
talk about the third factor in the economy, unions. 
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lation. Now lastly, I was asked whether I believed in foreign aid, as such. 
I presume as an individual, Senator. I couldn’t speak, obviously, on 
behalf of the company. 

e four Yes, I believe in foreign aid. I am somewhat confused though, 
' with some good symbols that have been used, trade, not aid, quite 
enerally, emanating from Washington in recent years, the inference 

nine if you have trade you can curtail aid. 
I wouldn’t know how to evaluate it with any degree of accuracy, 


ple: I obviously. You gentlemen know far better from your analyses and 

to the surveys and exposure through other committee hearings, as to whether 

it. that this Government was spending the taxpayers’ money extravagantly 

1 parts for the wrong things at the wrong time. 

vanced It is not that I am evading your question, sir, but rather that [ am 

ade to an uninformed witness on that front. 

‘eau of I am for foreign aid, if it is essential to the protection and growth 
of this country, and to sustain the free world. 

at was Senator Kerauver. You think it ought to be more discriminatingly 

f man- distributed ? 


Mr. Corptner. Even though I was here in Washington during the 
war and saw some very large numbers being used in the way of ex- 





which penditures, whenever you begin talking about billions, this always 

Lowing concerns me as to whether it is being well and capably administered. 
I tried to cover that point in my paper. 

States Senator Kerauver. Senator Carroll ? 

tion in Senator Carrouu. I just have a few questions, Mr. Cordiner. 

Assuming my interpretation of this bill is correct, as I have indi- 

he net cated—and I am not committed to this bill—I appreciate the testi- 

ou. will mony that you have given here this morning, and it will help us a 

1. great deal as we begin to analyze this bill. 

ble in- Assuming my interpretation is correct, what is the basic commodity 

and of upon which our American economy depends, and that General Electric 

th con- produces ? 

ctively Mr. Corpiner. I was very interested in your observations to Senator 

1 there Dirksen a few moments ago, because while I assure you I am very 

buy or familiar with the language of this bill, and I thought I knew how to 
interpret it, with advice of counsel, after your question I was not so 

nk the certain because you closed the question as to whether incandescent 

$4,000 lamps—since, you will remember, I was responding to that issue— 


( — was a basic commodity 
e level §f Senator Carrotu. I would assume myself that they are not. Sup- 
pose we leave lamps out of the picture. I do not think it is a basic 

F those commodity. 





ir. that Mr. Corpiner. If you leave lamps out, then I would say you would 
ctrical have to leave out—and I am just guessing now in responding to your 

question—about 80 percent of the total business of the General Elec- 
ad not tric Co. because, first of all, 25 percent of our business, as we have 
r state- revealed in our annual report, is defense, and that is controlled in a 
age 22 different method with renegotiation and redetermination, and I am 
make a presuming that, of course, is not in this bill because prices are set by 
id talk the contracting officers, and then they are reexamined at the end. 
| I did - I lay aside, Senator Carroll, that 25 percent of the company’s 

usiness. 
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Then if lamps are out, as we have said in our annual report, about 
25 percent of our business is consumer goods. I am talking about 
lamps, household appliances, home entertainment business, air con- 
ditioning, and things of that nature, so that is not a basic industry, 
and 50 percent is out. 

Senator Carroii. Let us assume—— 

Mr. Corpiner. Then I have one-third, and then I am through. 
We have got another area of our business in what we call industrial 
components. I am talking now about things like ballast that control 
fluorescent lighting, or it could be fractional horsepower motors that 
we sell to others, or it could be conduit that goes into construction, 
and that could not be classified under your definition as a basic 
industry, and I think we would probably come down to about 20 
percent of the company’s business, if you say what is basic. 

Now, of course, you intrigue me, because if this became law, I 
would assure you we could get the most proficient lawyers inside 
and outside the company to declassify everything that we do into 
nonbasic industries. 

Senator Carrott. May I ask now what about steam engines and 
turbines ? 

Mr. Corptner. We do not happen to make steam engines. We 
do make diesel electric locomotives, we are a small producer, mostly 
for industrial switching. 

Senator Carrotu. You make turbines, do you not ? 

Mr. Corptner. Sure, we make turbines, in many forms. We make 
turbines, gas turbines, we put them on locomotives—— 

Senator Carrott. How much of a part of your industrial operation 
are turbines? 

Mr. Corptner. We never reveal that. We talk—— 

Senator Carrotu. The reason I am saying that is it is in the record 
here, and I assume I interpret this correctly. It shows here that the 
value of turbine shipments is some $266 million. 

Mr. Corprner. You are talking about the whole industry. 

Senator Carrouu. This is the big four. 

Mr. Corprner. This is from—what is the source? Iam not familiar 
with that figure. 

Senator Carroty. Perhaps we ought to identify it in the record here. 

Senator Keravuver. It is a Federal Trade Commission Report of 
1957, referred to earlier, and placed in the record. 

Mr. Corptner. Thank you. 

This is their figure that four companies do $269 million a year? 

Senator Carrot. I think we ought to clarify that. It is for the 
total shipment of all companies of this particular product. 

Mr. Corptner. Turbines; you are talking about landbased steam 
turbines now ? 

Senator Carroti. You can check this. It is numbered Product 
Code 3511, according to this report of the Federal Trade Commission, 
as I understand, ft read what is reflected here in the record, only 
four companies, of which you are one, produced over 75 percent. 

Senator Krrauver. Before you answer, Mr. Cordiner, Senator 
O’Mahoney must go. He has to meet a very distinguished visitor, 

whom we are glad to have in Washington today. 
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Senator O’Manonry. Mr. Chairman, it is very kind of you to give 
me the opportunity to express my regret to the witness that a luncheon 
engagement with former President Truman downtown makes it neces- 
sary for me to leave now. 

I thank you also, Mr. Chairman, for the opportunity of asking 
Gov. J. J. Hickey, of Wyoming, to rise. He came down here to 
testify before a House committee this morning. I would like to in- 
troduce you, Governor Hickey, to the committee, and to the audience. 

Senator Krrauver. We are glad to have you here, Governor Hickey. 

Senator O’Manoney. It is a great pleasure to see you here. 

Senator Keravuver. Thank you for coming. 

Senator O’Manoney. Senator Carroll and the other members give 
their — to you. 

(At this point in the proceedings Senator O’Mahoney left the 
hearing room.) 

Senator Carrotu. In any event, it would be a good thing for your 
lawyers and economists to look over these figures in the record. We 
find, for example, in number 3229 or 32290, pressed and blown glass- 
ware—do you manufacture that commodity ? 

Mr. Corptner. We make that for our own requirements for these 
incandescent and fluorescent lamps. We use it internally. 

When the Department of Commerce asks us to report under these 
various classifications, we are also asked to report our own internal 
requirements. 

I think some time back, Senator Carroll, an I am not sure whether 
it exists today, but it was a very very small fraction of sales, at the 
request of customers from time to time we used to sell what we call 
glass envelopes for tubes, radio tubes, usually only when they were in 
time of shortage, and this would be included in this figure and for our 
own requirements. 

Senator Carronu. You do sell motors and generators, do you not? 

Mr. Corprner. Oh, yes. I thought you asked me about glass. I 
misunderstood your question. 

Senator Carroiu. I thought we had disposed of that—had you dis- 
posed of that? 

Mr. Corpiner. Yes. 

Senator Carron. The figure for motors and generators, under 3614, 
shows $880 million in shipments by all companies, and the four lead- 
ing companies produce 50 percent. 

Tow i you stand in those four leading companies? 

Mr. Corpiner. I would not know because I would hope we stood 
first and that our customers responded to our offerings. 

Senator CarrotL. Do you know whether you are one of the four 
now ? 

Mr. Corprner. I would think we might well be one of the four in 
motors and generators. 

Senator Carrot. The point, Mr. Chairman, is this: to show that 
my interpretation of this bill is correct, and if it would be deter- 
mined—and I do not say that it would be—but there is a delegation 
in this bill, and I think a proper delegation, if the bill would be 
passed, to the Federal Trade Commission—Congress has the power 
to delegate, if it sets up standards, and we may have to improve the 
wording of the bill, and the Federal Trade Commission would have 
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to justify its fixing standards, and it would have to justify the price 
of basic commodities upon which all American economy depends, 
Whether this would fall in that category or not is another question. 

May I turn to something else for Just a moment because I think 
this involves, at least for my own interest, this question of labor, 
which you raised, and their activities which have an effect on profits, 
which, I think, is an extremely interesting one. But before I leave the 
other subject—it is not in this bill, but the principles contained in 
this bill arose as we were conducting hearings on the automotive 
industry. It was there revealed that some witnesses had felt the 
auto companies had priced themselves out of the market, at least 
last year, and that this had had an effect upon steel and rubber and 
glass and textiles and, perhaps, electrical machinery, too. But in 
any event, it was felt that in automobiles before there would be a 
price increase there ought to be a hearing. I think this is how this 
arose. At least for me as a new member of this committee, that is 
the first I heard of it. 

Subsequently we had hearings on the steel industry. Again no one 
can doubt that steel includes, perhaps, two or three categories which 
are basic to American economy, as is the automotive industry. 

Frankly, I had not thought about General Electric until the discus- 
sion this morning. 

It now leads me into something else about administered prices, of 
which you have spoken. I observe here, if my figures are right— 
and you may put it in the record if you have a financial statement— 
that for the year 1957, General Electric’s total dividends and retained 
earnings after taxes came out to $247.9 million. As I understand it, 
$173 million, in round figures, were paid out in dividends, and re- 
tained earnings were $71.7 million ; is that accurate? 

Mr. Corpiner. Yes. 

Senator Carroiu. In 1956 the total was $213.8 million; dividends, 
$172.1; retained earnings, $41.6 million. In 1955, dividends, $145.9 
million; retained earnings, $63 million; and your total, after taxes, 
was $208.9, in round numbers; is that accurate so far ? 

Mr. Corprner. I am looking at our annual report which, I assume 
you are. 

Yes, these figures you are giving are accurate as published in our 
annual report. 

Senator Carrott. We will come on down to the 1958 figures. I 
have them here for 1954 or 1953, but we can have your statement 
and put it in the record. In 1958 your total was $242.9 million; your 
dividends were $173.7 million paid out, and you retained $69.3 mil- 
lion ; is that approximately correct ? 

Mr. Corprner. No, I do not think—— 

Senator Carrott. You may correct it if it is not. 

Mr. Corprner. You are correct, $69.2 million out of $242.9 million 
of earnings. 
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Senator Carroity. Again checking—this is from Standard & 
Poor’s—from 1949 to 1956 you did no external financing, no public 
financing during that period ; is that right ? 

Mr. Corviner. That is right. We just paid off a loan. 

Senator Carrott. You made a $144 million loan. The notes were 
payable in 1949. 

Mr. Corptner. Originally, $200 million. 

Senator Carrot. How much ? 

Mr. Corpiner. Originally it was $200 million, and paid off and re- 
tired in the early 1950’s, as I recall, or late 1940's. 

Senator Carrot. In 1956 your external financing was $300 million. 

Mr. Corpiner. That is right. 

Senator Carrot. I will ask you to verify these figures. The high- 
est price of your stock in 1948 was $42. The highest price of your 
stock in 1959 was $83. In 1948 your outstanding stock totaled 35 
million shares. In 1954 there was a 3-for-1 stock split. Your out- 
standing shares today are 86 million shares. 

I want to talk to you about stock appreciation, whether you con- 
sider that as a part of the profit. 

Mr. Chairman, I have a statement of the General Electric Co., list- 
ing the net Po and rate of return on stockholders’ equity—in 1947 
the rate of return was 22.5; 1948, 25.4—this is after taxes, Mr. 
Chairman. 

Mr. Corptner. What was that last year you referred to? 

Senator Carron. 1948 it was 25.4; 1949 it was 21.8; 1950, 26.6; 
1951 you dropped down to 18.7; 1952, 18.4; 1953, 18.5; 1954, 20.9; 
1955, 19.7; 1956, 19.4; 1957, 21.1; and 1958, 19.4. The source for 
this is the Federal Trade Commission. 

In other words, in this period of time you have maintained a rate 
of return after taxes of almost 20 percent. This is your net on in- 
vestment after taxes. Is that not reasonably accurate? 

Mr. Corprner. Would you like to have me respond to this? 

Senator Carroty. I am just asking if I am making a mistake. 

a Keravver. Yes, Mr. Cordiner, you may respond if you 
wish. 

Mr. Corprner. First, for the record, with all due deference to the 
Federal Trade Commission they gave you some statistics that are 
overstated and are not accurate. 

I would rather have filed for the record the General Electric an- 
nual report mailed to the shareowners, with particular reference to 
pages 32 and 33 which gives a 10-year cycle, and shows that the—— 

a Keravver. We will make pages 32 and 33 a part of the 
record. 

(The pages referred to are as follows :) 
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Mr. Corprner. You can cut off that part of the page that refers 
to officers, managers and directors, but just take the others, which 
happen to do with our 10-year summary. 

Yow, the reason I would like to have that done, our return on invest- 
ment, in other words, earned on capital invested, we define, Senator 
Carroll, net earnings for the year before interest on money borrowed 
in relation to book value of capital invested at the close of the year, 
which is consistent with this and consistent with Peat, Marwick & 
Mitchell, certified public accountants that have examined the books 
over the years—last year we made 15.7 percent. 

In 1950 we made 25.7 percent. Our trend has been down consist- 
ently. 

Samet Carrotu. Is that on your total investment or on your net 
worth ? 

Mr. Corpiner. No, this is earned on capital invested, and I give you 
what we refer to here as net earnings for the year before interest on 
money borrowed, because the interest on the money borrowed, of 
course, is an expense item in relation to the book value of capital 
invested at the close of the year. 

The principal items of capital invested, of course, are inventory, 
are accounts receivable, and the book value of the facilities, the 
plants, the laboratories, the manufacturing establishments. Those 
are the principal items that make up the great bulk of this return. 

Now, I judge—may I also point out that in this same period from 
1950, as I said in my testimony, where we make 8 cents out of every 
dollar we sold, we retained in earned profits last year—last year it 
was 5.9 percent ; the trend has been downward. 

To give you another yardstick, as I recall, shortly after the war 
when I was given the assignment of renegotiati and closing out the 
wartime work of the General Electric Co., wih was about 95 per- 
cent of our total business, we had before us the fact that in 1935 
through 1939, the average profit of the General Electric Co. in ratio 
to sales billed was 13.24 cents. 

In other words today, as you can see, we are earning about 40 per- 
cent as much profit as we did pre-war. I am concerned that we are 
not making enough money, and we do not set that because the cus- 
tomer at the marketplace establishes that. 

We make investment for research and development and, by the 
way, Senator, may I call your attention to the fact, as is explained 
elsewhere, we spend more money for research and development than 
the total earnings of the company, the total earnings of the company ; 
that expenditure is for the future. 

Senator Carroty. I do not doubt that. But on page 7 of your 
statement you raise this question. 

Mr. Corptner. Page 7 of my statement this morning? 

Senator Carrot. Yes. I have before me the Fortune Directory 
showing the 500 largest industrial corporations, listing for General 
Electric the percent return on invested capital as 20.1. 

Now, in assuming the bases used by the Federal Trade Commission 
would you say that the 19.4 figure is proper ? 

Mr. Corptner. No, I would not. 

Senator Carrot. As the figure for net ? 
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Mr. Corprner. I am not familiar with the basis on which they use 
it, but I would say that the basis that we filed with the Securities and 
Exchange Commission which we have to justify to borrow the $300 
million 

Senator Kerauver. Mr. Cordiner’s table has been put in the record, 
so let us put the Federal Trade Commission table in the record, so we 
can all see what it is. 

(The document referred to follows :) 





GENERAL ELEcTRIC Co. 
Net profit and rate of return on stockholder equity, 1940 and 1947-58 


Year Net profit Rate of 
after taxes ! return 


In thousands Percent 
56, 494 





17.1 
101, 221 22.5 
131, 594 25.4 
129, 946 21.8 
177, 722 26.6 
133, 699 18.7 
165, 181 18,4 
174, 128 18.5 
204, 482 20.9 
209, 055 19.7 
213, 887 19.4 
247, 972 21.1 
243, 050 19.4 


1 As reported through 1951; far 1952 on, net earnings before deduction of minority interest, to conform to 
FTC practice. 


Source of data.—Profits: Moody's Industrial Manual, 1958. Rate of return: Federal Trade Commission, 


Senator Carroity. I want to come back to the matter of apprecia- 
tion of stock. I am not only doing this in the case of General Electric 
but also Standard Oil of New Jersey and the auto companies and 
United States Steel. 

I observe, if my figures are right,that the price of one share of stock 
in 1948 of General Electric was $42. Today, for the highest price 
in this three-for-one split I spoke of in 1954, there are three shares, 
which are now worth $249, the present equivalent of this one share 
of stock in 1948. 

Percentagewise, I have found wherever I have gone into this stock 
appreciation matter, a 400 or 500 percent increase in a 10-year period. 
This is true not just in the case of General Electric. 

I also find in the field of administered pricing, of which we speak— 
I am not saying General Electric is in the administered price field. 
Frankly, I have not had a chance to study General Electric, and if 
the staff has any information on this, it ought to go in the record. 

Mr. Corprner. I can assure you, if I may interrupt, that General 
Electric has not been and never will be, except in the early days when 
the Supreme Court held it was warranted by patents, been in the field 
of administered prices. 

The customer decides whether to buy or not to buy. We adjust to 
the market. 

Senator Carrot. I find this whole pattern running through, and as 
Mr. Blough said the other day, all corporations do this. ; 

Mr. Corpiner. Again, I do not agree with Mr. Blough if he said 
that all corporations practice administered prices. 
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Senator Carrotu. He did not say that. Out of fairness to Mr. 
Blough, he did not say that. But what he did say—I was talking 
about this system of financing, this system of setting the prices and 
letting the consumer pay the higher price. Then the company uses 
the money in part to go for dividends and the other part for retained 
earnings, which is plowed back into capital investment to enhance the 
value, the equity, of the stock, which is still paying handsome divi- 
dends. Meanwhile, the consumers are doing all this financing, ex- 
ternal financing, and very little is going into public financing. 

We are coming now to the question of inflation. If this process is 
true, then it is highly inflationary. I am not saying that General 
Electric does it, I do not know. But this is not only bidding up the 
wage costs, but these other costs that are loaded on. It is a new con- 
cept if we have abandoned the old classic economic theory that you 
move out into the public for financing; if so, this is a new concept. 
By new, I mean not for 2 years, but going back 20 years or so. 

If you have any observations to make on that, I would be happy to 
hear from you. 

Mr. Corpiner. Yes, I would like to respond to that question, 
Senator. 

First let me say if you look elsewhere in this book of 1902 through 
1958 you will find that the General Electric Co. has had quite a large 
growth. It has gone from earnings in terms of present earnings, 
from 22 cents a share in 1899 to $2.78 a share in 1958; and in divi- 
dends, dividend payments, in that same period it has gone from 4 
cents to $2. 

Now, General Electric Co. historically—and this does not, Senator 
Carroll, necessarily indicate anything other than a historical fact, 
because the directors decide the dividend policy as they face it— 
historically though, looking back from 1899 to 1958, the directors have 
paid out about two-thirds of the earnings of the company in dividends, 
and retained one-third, which is to your point. 

Until but recently, the General Electric Co., when we sold that 
$300 million debenture issue in May 1956, was the largest industrial 
borrower in the history of the world. There was no borrowing larger 
than that until comparatively recently. 

We tried to appraise our market and our share owners. 

Unlike many companies that are owned by few share owners or by 
families, we have 404,000 share owners that own the General Electric 
Co. Itis rather unique. 

We have about 240,000 employees. Very seldom do you find more 
share owners in an industrial establishment than you have employees. 

We have an organization known as Investor eareies Relations in 
place where we are continually probing and appraising what the 
share owners wish because, after all, they are our bosses; they own 
the company. 

Senator Carroiu. May I interrupt at that point to say that this is 
avery good point. This was brought out the other day, that labor 
leaders, are under great pressure from the grassroots to get higher 
and higher benefits and higher and higher wages. Dr. Yntema, vice 
president of Ford Motor Co., and a very learned economist, told us 
that it is not what the executives say but what the stock market says. 
Mr. Corpiner. This is what I was coming to, that General Electric 
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has a majority of share owners who are ladies. They have inherited 
the stock or invested in it themselves. We thus have an obligation 
to do two things: One is dividends or income, and the other is ap- 
preciation of the value. 

There is no one identity in the corporation or a common identity 
that owns as much as 1 percent of the shares. This is a company 
operated in the public interest. 

Senator Carrotu. This is a very important point, because if what 
you say, and what Dr. Yntema says, is true, then you have tremendous 
pressures working on management through the stock market. 

Mr. Corprner. I did not say that; he may have said that. 

Senator Carrot. I do not think he said that. I am posing the 
question. 

Mr. Corpiner. I will respond to that. 

Senator Carroxy. I read in this morning’s paper that Mr. Blough 
of United States Steel, speaking to his stockholders, said manage- 
— has pressures and problems that force them to continue on 
and on. 

For example, and this was raised at the stockholders’ meeting— 

Mr. Corptner. May I respond ? 

Senator Carrott. You may respond after I finish this in just a 
moment. 

In this morning’s meeting of the stockholders of United States 
Steel, one of the shareholders raised the question of the stock option 
proposal : 

“How can you justify your position with labor,” it was asked, as 
I read it in the New York Times, “when you have this extensive, ex- 
pansive, expensive stock option program ?’ 

The proposal was voted down; a vote was taken and it was voted 
down overwhelmingly. 

But this is the question that Senator Kefauver, as chairman of this 
committee, has been raising, in trying to search for the truth: “What 
are the facts?” This is what we get from labor: they talk about the 
stock option plan, the tremendous sums of money going to the officers 
of the corporation over a long period of time. I have no desire to 
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rsonalize, to pick out a particular person, but this is the pattern. 

he question is, how can labor and management get together to hold 
the price line? Before you answer that question, we have informa- 
tion in the record of price cuts by Continental Can, American Can, 
Alcoa, Reynolds, and Kaiser Aluminum. Right after the cuts were 
made, their stocks dropped in value. 

Is this why the giant corporations do not give a price cut because 
it will be reflected in a stock cut? In other words, are we bound to 
the whim and the caprice of the stock market ? 

These are some of the real questions we have to face not only in this 
committee but management and labor both have to face them. 

As I said to you before, I am not wedded to this bill because I do 
not know whether this bill will accomplish anything or not. 

You may respond at your will. 

Mr. Corptner. Could I respond uninterrupted for a moment? 

Senator Keravuver. Yes, sir. But before you respond let me make 
inquiry of you, Mr. Cordiner, and the other committee members. It 
is now 12:30. What is your wish about continuing on here or com- 
ing back at 2:30 and carrying on this afternoon? 

r. Corptner. I would prefer, if you are directing that to me as 
the witness, if we could continue on because when you said you wanted 
me here today, it so happens that I had an re in New York 
City I could not cancel tonight, and I would greatly prefer if we 
could continue on and conclude this. 

Senator Carrot. I think it will be better, Mr. Chairman. I will 
be here for a short time. I think we should hear Mr. Cordiner now, 
and then I have finished. I would like to hear his statement. 

He has been very helpful this morning, and I would like to have 
his explanation on this point. 

Senator Kerauver. Before Mr. Cordiner responds, we have a chart 
which brings up the point you raised. It shows that in the case of 
Continental Can, American Can, Alcoa, Reynolds, and Kaiser, the 
price cuts brought down the value of the stock about 11 percent. 

This will be made a part of the record. 
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Can companies—Stock market quotations for 5-week period surrounding date of 
can price reduction, Apr. 8, 1959 





































American Can Continental Can 





Date 
Sales in} High Low | Close {Sales in} High | Low ; 
100’s 100’s 


| ce — a | te | | me ff | 


49 485% 49 42 : 
491% 4854 49 151 h 
493% 48% 49 62 


49% 4854 4914 62 
494% 4854 49% 63 


49% | 485% | 487 42 ; 
73 49% | 4814 | 4944 33 ‘ 
43 49% | 48% | 49 27 & 


50| 48% | 4856 | 48% | 43 
“65 | 485% | 48% | 4814 | 61 
40] 48% | 48% | 48% | 32 
99] 4814 | 4714 | 48% | 32 


48% | 475% | 48 60 

4714 | 455% | 4684 92 

4644 | 4516 | 45) 89 

45% | 44% | 45% 90 

44% | 43% 43% 124 

44% | 4354 | 433% | 154 

44 4354 | 44 79 

445% | 44 443% 83 

44% | 44% | 44% 70 

44% | 44 4434 62 

f : 44% | 44 44% 44 
RUNS SOND ho < s Socs ke scauscecass 201 44% | 44 44% | 110 


1 Market closed. 
4 Price change date, April 3, 1959. 


Source: Wall Street Journal. 


Percentage change from stock quotations on day 1 week before product price 
change (closing quotations) 
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ALUMINUM 

Alcoa Reynolds Kaiser | Dow-Jones 

industrial 

Week before price change (Mar. 25, 1958)--...----- ssa 735% 43% 27% 450, % 
Price change date (Mar. 1, 1958) .-.....-.....--.....-.- 67% 3854 25% 445.47 
(—8.1%)| (—11.7%) (—9. 9%) (—1.2%) 

Week after price change (Apr. 8, 1958)......----.---.--- 65 38% 4 . 59 

(—11.7%)| (—11.1%)| (—12.1%) (—1.9%) f 
CAN COMPANIES 

American Conti- Dow-Jones 

Can nental Can | industrial 

Week before price change (Mar, 26, 1959). ...-..-....-..---.-------- 48) 62% 606. 58 
see GG GEES CADE. E BIOD) co cchiccciccecncdpcccoecetsadaceccncs 9 611. 93 


4 
(-4.1%)| (6.7%) | (40.0%) 
44 46 v7 


Week after price change (Apr, 10, 1959)_-..--..--.-.--...--.-------- 6065. 
: ve ) (-9.7%)| (-12.1%)|  (-0.1% 


Pee: 





Source: Wall Street Journal. 


Senator Carrot. Mr. Chairman, the purpose in showing that chart 
is to raise the question whether, by virtue of the stock option, the 
managers of the corporations have a vested interest in keeping prices 
up because of their own gains under stock options? 


You cannot answer for all of them, but I pose the general question, 
Mr. Cordiner. 
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Senator Kerauver. We agreed to let Mr. Cordiner respond 
uninterruptedly. 

Mr. Corprner. Thank you, sir. 

I, of course, will narrow my remarks to the General Electric Co. 
alone in responding to the question, and I will take your last question 
first, which has to do with stock options. 

The majority of the corporations do have stock options in effect. 

The record will indicate that the General Electric Co. was one of 
the last large companies to adopt stock options in 1953. 

At that time, the share owners, by a vote of approximately 97 per- 
cent, and panes 5 years later, in 1958, by a vote of over 98 
percent of the shares, approved the stock option plan. 

So that there will be no influence that very few people of manage- 
ment enjoy, let me tell you that as of presently there are 1,329 General 
Electric people who have stock options. 

Let me further advise you that this award of stock options is made 
by five independent directors not associated with the General Electric 
(0, known as the compensation committee of the board of directors, 
who are under instructions from the board once a year to support 
their acts. 

This is made as an investment opportunity. 

Prior to 1953, when we did not have stock options in the General 
Electric Co., we lost a number of our most capable management 
people. This is part of the price at the market place for management. 

ow, let me further point out that in June 1953, when the stock 
option went into effect first, in terms of present shares, just at the 
three-to-one split, the stock was then on the market at $23.75. 

General Electric, unlike many other companies, two things hap- 
pened in this restricted stock option. First, they had to pay 100 per- 
cent of the market price, no discount, a hundred percent of the market 

rice. 

Second, they had to earn it out over a period of time. 

In 1953, before the Federal law was changed, they earned it out 
over 11 years. 

If they left the company or died or something happened, the stock 
option ceased, and they would only earn X percent. Now they earn 
it out over a period of 10 years. 

It is true, and I would not for a moment say that only due to these 
1,829 gentlemen who have the stock options, Soom all you have to 
do is to look at the Dow-Jones average—I think what you are seeing 
there, and I have infrequent contact in Wall Street, and far more 
capable witnesses could appear before you and explain the stock 
market—but let me make an industrialist’s observation. I think you 
Senn investors, and they are legion, their numbers.are in the 
million. 

We have, as I remember, about 122,000 General Electric employees 
who own or are buying General Electric stock. We are very proud 
of that. We hope ultimately to have 74 percent of them own or 
buy General Electric stock. 

They get an arrangement—this is not to the officers—in their 
savings and security plan, approved by the share owners, that went 
into effect last year for General Electric employees, or the earlier 
savings and stock bonus plan, these nonofficers have got a far better 
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investment in General Electric stock up to 6 percent of their earnings 


or in the earlier one, when we put it into effect, I think back about i: 
1946 or 1945, we gave them a bonus of General Electric stock for 7 


buying Government bonds. 


I think the investing public is concerned about continual infla- : 
tion, and when you think that there is going to be continuing inflation 7 
and you have money, you do one of two things, normally; you buy — 


real estate or you buy equities, because insurance or bonds with fixed 
income or these debentures that you spoke about that we sold $300 
million with a fixed coupon, that is fixed dollars, and you recited some 
statistical material earlier with which I agree completely, and other 
Senators have earlier this morning, that the dollar has been 
depreciated. 

Well, as the dollar depreciates in what it will buy, you have tre- 
mendous leverage automatically built under an inflation of stock 
market prices, General Electric, Dow-Jones, and these other com- 
panies that you mentioned. 

I hold no brief for that, except to say that I know of nothing that 
management could do to stop it, nothing, for this reason: Well, you 
could do something, too; you could run your company into the red, 
and you would stop it awfully quick as far as that particular compan 
is concerned, because as you recited here, they would get off that an 
go into something else, 

But then other stocks would go up proportionately. 

In a well-managed company, as {aud in our case, about a third 
of our earnings are retained, after a careful analysis and appraisal of 
our composition of share owners. 

Other companies would have an entirely different problem. We 
think this is fair. The share owners apparently think it is fair. 

Now, even with reinvesting all that money, as we said also in this 
document when we were talking about your point of inflation, we 
pointed out that last year, in reporting to the share owners, because 
we think they are entitled to this information, on page 27, Mr. Chair- 
man, which I would like to have included as a part of the record, if 
I may, please—— 

Senator Krravver. Without objection it will be made a part of 
the record. 

(The document referred to may be found on p. 5809.) 

Mr. Corprner. Under the heading “Inflation and the share owner” 
we have a green document here in which we admitted to the share 
owners that under the tax laws then in effect, depreciation laws— 
let me read just this one sentence : 

In General Electric’s case, as discussed in last year’s annual report, de 
preciation as presently allowed will fall approximately $900 million short of 
recovering the amount necessary to continue in place existing productive 
capacity. 

What we are saying here is that if we had a fire or had to replace 
these facilities, the amount of depreciation that we have been al- 
lowed to take—and I assure you we take the maximum and always 
have; we are known as a conservative company on that front—we 
are $900 million short. 

That is part of what is going on in the minds of these investors, 
very definitely. 
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Here is inflation working on your facilities. That works against 
your prices, too. 

Your third question, and then I will desist: You said are we afraid 
to cut prices because we may adversely affect the stock market. These 
122,000 General Electric employees that own General Electric stock 
are buying as well as some 1,329 of us who have restricted stock op- 
tions ; no, it never enters our minds. 

The reason it does not enter our minds is that even if we were afraid 
we would have no control over it. The marketplace has the control. 

We are really not much different from a fellow who operates a 
restaurant in the building where I work in New York, 5ist Street 
and Lexington Avenue, Childs’. 

Sometime early in the morning I drop in there for breakfast on 
my way to work. On the window of that Childs’ Restaurant on 
5ist and Lexington you will find a menu posted every day, and it is 
dated today or yesterday or tomorrow. 

You would be surprised, as I walk —_ the street, at how man 

ple come up and look at that menu. Some go in and some walk 
own the street. They are appraising the market, the value. In 
their opinion they buy or they do not buy. 

So it is with us, and these 200,000 products that we offer, the cus- 
tomer sets the market and we intend to make profits. 

We know we have got to make profits to stay in business. We are 
apologetic that we are only making 5.9 — net to sales or 15.7 
percent last year return on the money in business. We do not think 
that is good management. 

We think we should do better, and we are going to see if we can do - 
better. 

Now, the customer will be the on factor whether we can 
operate within the prices set at the marketplace more efficiently than 
our competitors. This is our target and we have got 242,000 people 
also dedicated to that. 

I have intended to reply to your three questions. 

Senator CARROLL. There is no question, Mr. Chairman, that Gen- 
eral Electric is a big operation, with its many commodities. 

As I said, without. casting any reflections, because I have not had a 
chance to study this, and I do not know the status of General Electric, 
but there is not the slightest doubt in my mind that in certain concen- 
trated industries, their control of the marketplace is so complete that 
they can set prices, and their prices are moving up at the very time 
when they are operating at lowered capacity. There is not the slight- 
est doubt in my mind, as I read the report, that fixing the prices has a 
very serious inflationary effect. 

The other day this subcommittee heard a labor leader and heard a 
leader of management, who were poles apart, and everywhere we run 

— this question of the enhancement of the equity value of the 
stock. 

How can they justify one commodity—without mentioning its 
name—where a $1,000 investment brings 600 per cent return, plus 
dividends, over a 10-year period? They compare the worker and his 
10 years of labor, and when he gets through with his labor after 10 
years, they take a certain amount of money, money working in the 
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fashion that I have described here about equity appreciation of stock, 
and show the tremendous profit. 

In some way management has to see that problem. It is not that all 
labor is so bad. Of course, they are a pressure group. But there are 
many other pressures working against the managers of corporations, 
some of which you have explained here today, such as the stock market, 

These are not easy problems. I do not know if we can reach them by 
this bill or not. 

Senator Kefauver has said, and he said it again the other day, there 
has to be come commonsense used in this matter because this hoped for 
peace between labor and management is illusory. There is no peace 
and never will be. Therefore, there should be commonsense shown if 
we are going to hold the line somewhere and be fair, too, about. these 
people who do so much in production by contributing to the strength 
of thens igantic corporations. 

I thank you, Mr. Cordiner, very much. 

Senator Keravuver. I think we ought to point up the issue you raise, 
Senator Carroll. It has been frequently stated in the paper that Mr. 
McDonald of the United Steel Workers is under compulsion—I asked 
him the other day if he was under any compulsion to feel that he had 
to get a substantial wage increase in order to keep his position, and he 
said that he wasn’t, that their demands were made by their board, and 
so forth. 

Then we see in your statement here you list the things that manage- 
ment might do in order to hold down prices and to further 
— 

The question has arisen as to whether plowing back so much of your 
earnings for capital improvement, which of course is added to the 
price, is inflationary, and you have answered that. The second ques- 
tion concerns a stock option for employees such as yours here; you got 
your option at $23.75 a share, and you had a right to exercise it over a 
period of 10 years, and—— 

Mr. Corpiner. Eleven years in that first grant. 

Senator Keravuver. Eleven years. And the price has now gotten up 
to 8354. As to all of you, do these stock options act as a compulsion 
to keep the prices high so that the company would make more money, 
and does that add to the inflationary effect just like wage increases 
above productivity, and other items? 

If prices fell, according to what we have here, the value of your 
investment would go down somewhat. 

Do you have anything to say to that? 

Mr. Corpiner. As I said earlier, or tried to, after qualifying myself 
as being an industrialist and not an expert on money market trends, 
that a stock option is not valuable to the recipient unless they increase 
the earnings and thereby the confidence of the buying public in the 
value of that stock. 

It so happens that if you were to take any 5-year period, and now 
I am comparing since you referred to the prices in June 1953, of 
$23.75 and said now approximately 5-plus years later they are 83, 
which is true. Just out of curiosity, and among my papers for an 
entirely different subject, I went back and took a look at 5-year 
brackets, 1933 to 1938, GE stock, 1938 to 1943, 1948 to 1948, 1948 to 
1953, and 1953 to 1958, which is the figure you referred to, and it is 
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interesting to note that if—I was going to say my predecessors, but 
I have been aboard this great company since 1922, so it could well 
have been me, except for a short period that I was away—if I had 
enjoyed a stock option in any one of those dates, 5 years later in one 
instance the stock would have been 65 percent lower than the amount 
of the stock option. Another year it would have been up 123 percent. 
The third period it would have been down 15 percent. The period 
from 1938 to 1943, it would have exceeded 15 percent. 1943 to 1948, 
5 years, it only went up 5 percent. Bie, 

In the next period from 1948 to 1953, when this built-in question in 
the minds of the buying public at the marketplace that trade in stock, 
their concern over fixed income, of all stocks, I mean fixed incomes 
pertaining to insurance or bonds or pensions, or things of this nature, 
it was about the time they began to move into the stock market, and 
in the 1948 to 1953 period it went up 125 percent. 

In 1953 to 1958 it went up 169 percent, which is to your point. 

Now, I would indeed be untruthful if I said to you gentlemen who 
are so seriously, and quite properly so, interested in this subject, that 
stock options alone did this; no. But I think they were one of the 

t contributing values, because the growth and profitability of the 
aicel Electric Co. in these 5 years has exceeded the general trend 
of business or of competitive companies in this industry. 

Now, the main beneficiaries, the main beneficiaries are the 404,000 
General Electric share owners that own the presently roughly 87 mil- 
lion shares of stock, because they are the people who had the increase, 
and if you have a stock option as I recite here, and the stock goes 
down, as it would have in two of these periods, went sidewise in one, 
taking the last years, General Electric alone, so it doesn’t mean 
anything. ; 

Senator Kerauver. I don’t know about your company, but in most 
of those we have examined, if stocks go down, they don’t have to 
exercise their options; they cancel them and issue them at a lower 

rice. 

, Mr. Corpiner. We are relatively new in this, and we never have 
had that problem, and I don’t know what the board of directors would 
do on behalf of the share owners, because their company is controlled 
by an outside board of our 17 members—beg your pardon—of our 
18 members, 15 of them are non-General Electric people, and they 
would make this decision. 

Senator Kerauver. Of course, you haven’t had that problem be- 
cause you only started your plan in 1953. 

Mr. Corpiner. That is right. . 

Senator Kerauver. And you have had an ascending market since 
that time. Some of the other companies have had their plans in 
effect longer. 

But the point is, the question has been raised, how can you expect 
a union not to ask for higher wages when management, by the stock 
option plan, is getting a very substantial increase in earnings, after 
taxes? On stock options your management has made almost $2 mil- 
lion after taxes since 1953. Do you think that has had any effect 
upon the inflationary dilemma we are in today ? 

Mr. Corpiner. Well, let me—that is a neat question. Let me 
respond to it. 
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If you infer that stock options are inflationary in your question, 
and go as a part of the cost of doing business, that is not true in the 
General Electric Co. where I can speak authoritatively, and generally 


not true elsewhere, because what happens here is a dilution of stock. | 


In other words, the 5.1 million shares that the share owners author- 
ize the board to issue from 1953 through 1963, 5.1 million, that is a dilu- 






tion against the share owners who own the other presently roughly | 


86 or 87 million shares. It does not go into the costs. At notime— | 


Senator Keravuver. I am afraid, Mr. Cordiner, you missed the point. 
I had two points: First, are these large incomes from stock options, 
which are just coming into vogue largely since 1953, a guide to labor 
to say, “Well, management is getting these big stock options, so I 
will try to get more” ? 


And the second thing —— stock options an incentive to keep your | 


prices going up, because the recent record shows that when the prices 
are reduced a little bit, the value of the stock goes down, and hence 
your own holdings could go down. 

For instance, if you had put in a price reduction similar to that of 
American Can, and Continental Can, and Alcoa, Kaiser, and Reynolds 
of 11.3 percent—I mean if am put in the same reduction, and if 
your reduction in the value of your stock followed the same reduction 
that these companies suffered, you would have suffered a loss of 
$272,000. 

I mean, isn’t that an incentive for you not to reduce prices? 

Mr. Corptner. Well, it may surprise you, and all of you present 
in this room, and it always amazes my wife when she sees some move- 
ment in General Electric stock and tells me about it, and my response 
indicates that I am unaware of what is happening literally, because 
I am not in the business of watching the stock market. I am in the 
business of trying to contribute to the management of a great indus- 
trial company. 

You again, Senator Kefauver, referred, or left an inference that this 
stock option is inflationary because it increased costs. Let me explain 
this is authorized but unissued shares. The company does not buy 
this stock. We have 100 million shares authorized with the share- 
holders. We have got about 87 million outstanding. 

Actually what happens, and Cordiner, since he is exhibit A, quite 
properly, when he buys some of those shares, that goes to the com- 
pany as an income in the capital structure. This is not an item 
where we went out on the market and these restricted stock options 
at market price to sell to Cordiner at $23.75; far from that. 

Senator Kuravver. I understand that. That was not my particular 
point. 
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Mr. Corpiner. I was trying to follow how it got into costs and was 
inflationary. I don’t know about other plans, but General Electric 
is not inflationary. 

Senator Keravuver. I am talking about incentives. I mentioned 
that, although I do think that ordinary mathematics would indicate 
that if this had been held as treasury stock and had been sold at 
8354 instead of at $23.75 to you, the company would have had that 
much more money, which it may have passed on to the consumer. 

Mr. Corpiner. I don’t know the reason, and I am not trying to 
avoid the question. I don’t know the reason why the can companies, 
whom you have mentioned by name or the aluminum companies 
mentioned by name reduced their prices. 

I would make a guess as a buyer, not of cans, but of aluminum 
and steel, that whenever a sizable number of customers, having the 
free choice, decide to substitute aluminum for steel, or plastics for 
one or both, like take a refrigerator, a few years back we used to make 
the interior liner and all the outside out of steel. We now make it 
out of plastics. We used to make a lot of the inside shelves and so 
forth out of steel. We now use aluminum. 

So the market is continually swinging back and forth, and that 
is the reason for the refusal to respond of many, many people at the 
marketplace. Hundreds of thousands of transactions—it perhaps 
comes down to just as simple as the housewife, if she thinks beef is too 
high, which, being a cattle rancher I don’t think she should, but let’s 
say that she does, thinks beef is too high, why, they will buy pork 
or poultry or fish; or if potatoes are too high, she buys rice. 

o we industrialists do the same thing. We buy alternate things 
or substitute things, and I can understand that aluminum example 
because we know, like you gentlemen know, that at the present level 
of production there is excess capacity floating on the market to pro- 
duce aluminum. We know that, and they certainly know that. So 
we set about to make a good buy at a lower price, and our customer 
does that with us. 

We make an offer to sell an electric iron for $18.95, and the majority 
of the housewives don’t want to buy it at $18.95. So then we have 
to take a look at the market and adjust it downward. 

Senator Kerauver. Very well. 

These charts and tables that we have referred to will be made a 
part of the record. 
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(The material referred to follows :) 


GENERAL ELECTRIC 


Ralph Cordiner’s stockholdings through stock options 























Closing 
market Total 
quotations 
Position Apr. 30, 1959: 
Dic eattpesanesaceaddehaen kudha > aay awerniht 8354 $1, 338, 000.00 
Unexercised unmatured options 8356 1, 881, 562. 5 
Value of holdings, including options not exercis- 
a ORIN MRI 5 os snisnsncdn cha ee treed aecadondneeeriocuneusenandes 3, 219, 562. 8 
Sold or otherwise disposed of, value on that date: 5 
PR I, SO we Vo caecncttec secedesdodencdesceud 6034 181, 125.0 
July 22, 1958, sold. ---.- 61% 184, 500.00 
July 22, 1958, gifts 614% 30, 750.0 
en on caus s Suqte oadonbdianiains Ra oeass a Weseien oa aee ean etoe 396, 375.00 
Gross value, including accrued sepeediotion and sales or 
disposition WUE iat ae a ecg nb age ngaanssesucacitewaceeee Lge neibesthattedeeneekeweoua 3, 615, 987.0 
Less cost of acquisitions, or of unexercised rights: Option price 
June 25, 1954, fro.n 1953 options. ............------------ 23.75 106, 875.00 
June 25, 1955, from 1953 options. ..........-.----- om 23.75 106, 875.00 
June 25, 1956, from 1953 options_..-.-....---...-- ‘ 23.75 106, 875.00 
Jan. 8, 1958, from 1953 options..........-..--- 23. 75 106, 875.0 
Feb. 6, 1959, from 1953 options. .......-...------.-- =a 23. 75 106, 875.0 
Apr. 30, 1959, unexercised unmatured 1953 options... --.- 23.75 534, 375.0 
i cccicloccskeauenduedusicswbutseubhdann Miapbbbet cknesichbednttiwcistes oc cket 1, 068, 750.0 
Profit on disposition or accrued at current market price, 
Ne RUE Os Rs So hi aig ian eld gals nnn wna ngnlemecitteondadedbadss Sweaeeube 2, 547, 187.90 
Less: Long term capital gains tax, at 25 percent Lath emai adG cattninpeadiala lin aitinnce de wen 636, 796, 88 
Dink GNC ARE ns ko tev lerc citibscatbittnncontiepndivdcenimciigerstsstecnats 1, 910, 390. 2 





Note.—Above computations stated in post—split, May 5, 1954, denominations, 


Sources: Company proxy statements and reports of Mr. Cordiner’s stock activity with SEO, and Stock 
Market Quotations from Wall Street Journal. 


I 
Ralph Cordiner’s stockholdings through stock options, Apr. 80, 1959—Hypotheti- 


cal decrease in value supposing market reaction similar to that resulting from 
product price changes in can and aluminum industries 








. 


Number Closing 
shares market Total 
quotations 
Position April 30, 1959: ' 
ee seh ee Ae wed 16, 000 8354) $1, 338, 000.00 
Unexercised unmatured options._...........--....------ 22, 500 83546 1, 881, 562. 9 
DEE SEIS BOE OR DI os ieictoeiiesincicdddnansices aeieccdcndaustlsdaenScactnued 3, 219, 562.0 § 
Less hypothetical value: 
Market value Apr. 30, 1959, less 11.3 percent, the average 
reduction in value of can and aluminum company 
stocks as affected by product price reductions........-]............--|.......------- 2, 855, 751.4 


Decre: ase, o At would affect Mr. Cordiner’s stock value, 


a SAL 363, 810. 6 
979, 857,92 
phy ae are ak he Mi a MIE A ra A eed ec LN clone Sl eo 


Sources.—Company proxy statements and reports of Mr. Cordiner’s stock activity filed with SEC, and 
stock market quotations from Wall Street Journal. 
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Senator Kerauver. Anything else? 
Senator CarroLu. One more observation, Mr. Chairman. 

I have in mind the public utilities, A.T. & T., for example, or in m 
own State, the private utilities. When they have to do their externa 
financing, they can’t load the costs upon the producer ; they have to go 
out and borrow the money, if I understand correctly. 

Mr. Corprner. About two-thirds—you can check this, but my 
memory is that half to two-thirds of the growth and expansion of the 
utilities is financed outside, you are right. 

Senator Carrot. I think that is right. 

Mr. Corprner. Of course, they have been growing so enormously 
and managing themselves so well, and encouraging the use of elec- 
tricity by industry and the farmer and the housewife, that they have 
had this doubling every 10 years, that has added to their problem of 
financing. 

Senator CarroLu. You see, the reason I raised this question, it isn’t 
just one little thing but a series of things. For example, we had great 
pressure against us today to give tax relief to a group of professionals. 
The Treasury says it will cost a great deal of money, and the Treas- 
ury statement—this is not my statement—is that there is a very 
powerful political group functioning in this field. If you apply it 
across the board fairly and equitably, says the Treasury, it will cost 
us $3 billion in taxes. And what do you think the excuse is of these 
professionals ? 

They say that all the big corporations have their pension plans 
and their stock option proposals. That was a very powerful argu- 
ment that the professional groups—lawyers, dentists, doctors—were 
entitled to a tax relief program. But on the other hand, if this bill 
passes, so the Treasury says, it will be a very, very expensive piece of 
legislation. 

make one more observation : If, as I read this morning, we have an 
additional 68 million people by 1965, with a million and a half people 
moving into the labor market every year, it seems to me—and we 
made this observation before—that Rube Goldberg never invented 
anything better than an industry that can set its prices, pay half out 
in dividends, and plow half back in. They can’t miss unless, you say, 
there is a burnout some place. 

Now somewhere, it seems to me, management could set an example. 
Nobody asks them to break themselves by a reduction in price. If 
they did, this in turn would, it seems to me, put labor itself in a 
position where they couldn’t make demands which some of you execu- 
tives think are excessive. Management has to do something. 

Mr. Corptner. May I speak to this? 

Senator Carroiu. I don’t put General Electric in this group of in- 
dustries because I don’t know. 

r. Corptner. To respond to your question, Senator, wages have 
gone up in 20 years 206 percent. Consumer products we sell to the 
home, General Electric, have gone up 41 percent. The cost of living 
index has gone up 218 percent during that period. 

I recite that figure which is a matter of record to indicate that at 
least for this company with which I am associated we have tried to 
restrain and restrict ourselves. 
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Senator Keravver. In that connection, I have here a memorandum 
prepared for Mr. Carey of the electrical workers union. I think it 
might be well to read two paragraphs. He said: 

The following chart shows what happens to the stockholders and the em- 
ployees in the years 1956 and 1958. It shows that sales rose $30 million; 
profits before taxes rose by $62 million; profits after taxes rose by $31 million, 
At the same time employment declined about 31,000 employees. Total compen- 
sation paid for all purposes climbed about $8 million. 

Then there is a chart referring to General Electric. 

Is that correct ? 

Mr, Corpiner. If you will refer to our annual report, which is, 
with your permission, being filed, it is true, and I am looking along 
here to get the exact statistics to reply to your question. 

Number of employees, average number in 1957 were 282,029. The 
average number of employees in 1956—and the way we arrive at 
those averages is to take inventory 13 times a year at the beginning 
of each month, and then again at the end of the last month—was 
249,718. 

Now, you might, if you will just stop there, you would say, Well, 
that isn’t good progress. But I would remind you, Senator Ke- 
fauver, that in the years 1956 and 1957 notably, we were establishing 
a number of new plants across the country, and whenever you estab- 
lish new plants at the beginning you always have more labor than 
you do ultimately. This was one thing. 

The second thing that was happening is we were spending lots of 
money, we had new processes and new methods, automation and a 
different product mix. 

As I said here in my paper, that the only way that you can really 
check inflation is for management and the union leaders and Mem- 
bers of Congress, all public citizens, to encourage automation. This 
is the real check, and in these figures that you referred to, you see 
that trend in General Electric. : 

Senator Kreravver. All right, sir. 

Senator Hart, do you have any questions? 

Senator Harr. Mr. Chairman, the hour is late; it is not fair. 

Mr. Corprner. Thank you. 

Senator Harr. I just want to ask one question. I would like to go 


back to one passage of Mr. Cordiner’s statement. He was comment [| 


ing at one point in the testimony about his predecessors, what his 
predecessors may have thought. 


I am just curious as to how they testified to this committee when | 
the matter of the antitrust laws was before the Congress of the | 


United States. 

I congratulate you, Mr. Cordiner, for your acknowledgment that 
the antitrust laws are important to the preservation of competitio 
and your further statement that we have, in effect, a well-enfo 
code of antitrust principles. You suggest the continued effective en- 
forcement of those laws to be the greatest safeguard of the competi- 
tive industry. But can’t you, having heard that read back to you, 
express sympathy and understanding for the role of a Congressman! 
When any question of proposed legislation affecting the conduct of 


a business is under discussion, the reaction, almost understandably, | 


is a negative one on the part of business. 
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I am not asking you to tell me because you know what your pred- 

ecessors said about the antitrust laws, but I am willing to make a 

t big bet as to what they said. On this subject you are a quali- 

ed witness, as I understand General Electric’s record with antitrust 
enforcement. 

Mr. Corpiner. Can I respond to this? 

Senator Harr. I say this only to make the point that in the presen- 
tation, whether it is from a union leader or from a businessman, 
there is almost an intuitive mistrust of any further intrusion by pub- 
lic authority and activity which affects either of their fields. I 
salute you for the recognition that you pay to the antitrust laws and 
their constructive effect and preservation of competition. 

I think in fairness to Senator O’Mahoney, the principal sponsor 
of the bill, not that anything that you have said, sir, would apply 
otherwise, but there have been suggestions that I have heard before 
this committee which suggest that his motivation is almost treason- 
able. 

I think, stated very simply, his motivation is to insure that we do 
everything we can to create an informed public opinion which will 
be essential lest, in frustration at the constantly rising price index, 
the public authority is forced to go beyond wise action. I think 
that is about all he has in mind. 

As Senator Carroll said, whether this bill will do it or not, or any 
pape compared to it will help, I myself am not sure, but the tone 
of your statement is good. 

Mr. Corprner. I can respond by pointing to my immediate former 
predecessor, Mr. Charles E. Wilson, in 1946, he first issued a docu- 
ment which, Mr, Chairman, was circulated inside the General Elec- 
tric Co. to all employees in management capacities headed, “Directive 
Policy on Compliance by the Company and Its Employees With the 
Antitrust Laws.” 

We have now decided to issue that policy at least once a year and 
it very definitely states that it is the obligation of each employee of 
the company in his area of responsibility to adhere to the above- 
stated policy. 

And we take action when they don’t, and the implication is very 
definite that it involves a discharge, and we have taken such action, 
and it says, quoting again : 

No employee shall enter into any understanding, agreement, plan, or scheme, 
express or implied, formally or informally, with any competitor in regard to prices, 
terms or conditions of sale, production, distribution, territories, or customers, 
nor exchange or discuss with a competitor prices, terms, or conditions of sale, 
or any other competitive information, nor engage in any other conduct which in 
the opinion of the company’s counsel violates any of the antitrust laws. 

I would like, since it has come up for discussion to have this in- 
cluded in the record, if I may. 

Senator Keravver. It will be made a part of the record. 

The directive referred to may be found on p. 5821.) 
enator Harr. At that point, Mr. Chairman, the committee staff 
has a list of antitrust actions involving General Electric which I 
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would like also to be made a part of the record. It should include 
the dates of the actions, because in all likelihood it was action subse- 
quent to this directive. 

(The list referred to may be found on p. 5824.) 

Senator Kerravuver. This list showing 16 antitrust cases will be 


made a part of the record. We will ask that the dates be supplied, 
If Mr. Wood wants to file a memorandum in connection with the— 

Mr. Corprner. Could we file a statement regarding these cases? 

Senator Keravuver. On these cases you may do so. 

Mr. Woop. Thank you. 

(The memo referred to may be found on p. 5825.) 

Senator Kerauver. Anything else, Senator Hart? 

Senator Harr. No, sir. 

Senator Kreravver. I know that members of the staff would like to 
ask some questions, but we have run so late here we are going to have 
to adjourn. We promised Mr. Cordiner he could get back this after- 
noon. 

Mr. Corprner. I regret, Senator, that when I gave these alternative 
dates so that I could get out of the hospital and get back on my feet, 
I knew of all the six dates this one was the one I was tied down at 
night, and were it not for that I would suggest an afternoon session. 

Senator Keravuver. If there are any questions, they will be sent to 
you and you will supply the answers. 

We will stand in recess at this time until 3 o’clock. 

Thank you very much, Mr. Cordiner. 

(Whereupon, at 1:15 p.m., the subcommittee recessed, to reconvene 
at 3 p.m., this same day.) 

AFTERNOON SESSION 


Senator Kerauver. The committee will come to order. Mr. Theo- 

dore E. Veltfort, we are glad to have you with us. You are Managing 

Director of Copper and Brass Research Association, is that correct! 
Mr. Vetrrorr. That is correct, Mr. Chairman. 

Senator Keravver. All right, Mr. Veltfort. 


STATEMENT OF THEODORE E. VELTFORT, MANAGING DIRECTOR 
OF COPPER & BRASS RESEARCH ASSOCIATION, NEW YORK, AC- 
COMPANIED BY R. L. ALLEN, BRIDGEPORT BRASS, C0.; DONALD 
GAY, BRISTOL BRASS CORP.; C. P. GOSS, SCOVILL MANUFACTUR- 
ING CO.; AND R. P. WINEBERG, REVERE COPPER & BRASS, INC. 


Mr. Vettrort. I am Theodore E. Veltfort, managing director of 
Copper & Brass Research Association, 420 Lexington Avenue, New 
York. This is a trade association having as members essentially all 
of the brass mills in this country. Brass mills purchase copper, 
zinc, nickel, lead, and other primary metals and roll, draw, extrude, 
and otherwise fabricate copper and copper-base alloys made from 
these metals into sheet, strip, plate, rod, wire, shapes, tube and pipe, 
collectively known as brass mill products. The association does not 
include in its membership the producers of copper and the other 
primary metals which its members purchase. Nor does it include 
the mills making wire and cable for electrical purposes, foundries, or 
distributors of mill products. (A list of the brass mills constituting 
the association membership with their locations, is attached.) 
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And I presume, Mr. Chairman, I have permission to include this 
in my statement. 

Senator Kerauver. Yes. All of your exhibits will be included in 
the record. 

(The documents referred to may be found on p. 5697.) 

Mr. Vettrort. I have been requested to bring to you, on behalf of 
the members of the industry represented by the association, their 
views of the legislation proposed in S. 215 requiring the filing of 
advance notice before effectuating price increases, and to call to your 
attention the serious effects it an have on this industry, if enacted. 
I can speak only about overall effects, leaving to representatives of 
individual mills more detailed statements on the specific impact on 
their respective concerns. The association, of course, does not concern 
itself with prices or pricing; these are the prerogative of the indi- 
vidual mills. But I can properly outline certain characteristics of 
the industry as a whole which should receive consideration in ap- 
praising the effects of S. 215. 

The brass mill industry consists for the most part of companies 
employing 500 persons or less, although the proportion of the in- 
dustry’s output accounted for by the major companies would bring 
the industry within section 3 of S. 215. While the smaller companies 
may not be directly subject to the provisions of the proposed legisla- 
tion, the nature of the industry is such that they would nevertheless 
be involved in the hardships which this legislation would entail. 

The principal item of cost in producing brass mill products is the 
cost of copper; in most cases this metal alone constitutes 50 percent 
or more of the cost of the product. Because of this, upward changes 
in the price of copper cannot usually be absorbed by the mills. It 
has therefore been customary for. such changes to be promptly re- 
flected in the prices of brass mill products. Decreases in the prices 
of copper are equally promptly reflected. The brass mills have no 
control over the prices of copper which, as is becoming increasingly 
well known, are subject to worldwide influences because the red metal 
is actively dealt in internationally. Under normal business condi- 
tions and mill activity, a substantial part of our copper supply has 
to be imported and prices are affected by economic and political con- 
ditions in many parts of the world. In any event, the prices which 
prevail at the time have to be paid by the mills. 

Another important element in the cost of brass mill products is 
scrap. About 35 percent of the metal intake of the brass mills is 
in the form of copper and brass scrap. Much of this is handled 
by scrap dealers, many of whom are small. Prices here too, are 
subject to frequent changes and are sensitive to trends in the copper 
market. A further extremely important cost of factor, of course, is 
labor. Wage rates and supplementary compensation (ie., fringe 
benefits) have been steadily increasing, far outrunning the reduction 
In production costs resulting from improved facilities and processes 
in the mills. 

Every so often the cumulative effects of these elements of cost, 
particularly increases in the price of copper and scrap, reach a point 
where they must be reflected in brass mill prices if the financial in- 
tegrity of the companies is to be maintained. Can it be questioned 
that it is the responsibility of management to act promptly according 
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to its best information and judgment to adjust prices as may be re- 
quired in the interests of the owners (the stockholders) , the employees, 
and the consumers? To thwart the free exercise of this responsibility 
of management, as proposed in S. 215, would in effect institute pub- 
lic control, no matter in what terms that is accomplished. 

The mills are subject to keen competition which prevents their 
prices from providing a margin sufficiently large to eu the sub- 
stantial changes in the price of copper which frequently occur, not to 
mention the other cost factors to which I have just referred. Brass 
mill products are made to conform with extensive standards and 
specifications long established by both Government agencies and 
technical groups such as the American Society for Testing Materials, 
The products are of uniformly high quality and a given product from 
one mill is essentially identical with that from the others. No buyer 
will normally pay a fraction of a cent a pound more for a given 
brass mill product, say a brass rod to one mill than he will to another. 
The mills have to compete aggressively for the available business 
primarily through outstanding service, responsibility, and good cus- 
tomer relations. 


But besides this internal competition there is the increasingly stern | 
competition from aluminum, stainless steel, and plastics which are | 


available for most of the uses to which brass mill products are put. 
In such competition, in spite of the outstandingly attractive charac- 
teristics of the copper metals, the factor of price generally controls, 

Added to this, another even more drastic form of competition has 
arisen: imports of brass mill products. The principal foreign ex- 
porting countries have the advantage of labor rates ranging down 
from one-third of ours, and at the same time modern equipment and 
efficiency of production closely approaching ours, affording low costs 
which our mills cannot hope to achieve and maintain American labor 
standards. 

Now, under the provisions of S. 215, should the mills within its 
scope be required to give 30 days’ notice of a price increase (and this 
would generally ‘ak because of an increase in the price of copper), 
a number of drastic results would ensue. There would be an imme- 
diate surge of buying which would rapidly absorb all available stocks 
of brass mill products and all output of the mills. There would then 
follow a substantial reduction in buying with resultant seriously 
reduced activity in the mills and its deleterious effect on mill employ- 
ment. In other words, the effect of the long advance notice of a price 
increase would have exactly the opposite effect. which. presumably is 
being sought. Instead of reasonable price and employment stability, 
it would cause violent inventory fluctuation and drastic swings in 
mill activity and employment. In all likelihood, the mills would not 
be able to recover the higher prices proposed because of higher costs 
until after the swollen inventories resulting from the buying spree 
had been exhausted, with the likelihood of a period of substantial 
loss intervening because-of subnormal business. And let me point 
out that this would be the result whether or not there had been an 
actual increase in the price of copper; mere advance notice of an 
impending copper price increase would be sufficient to trigger such 
a buying wave. 
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‘This is not a fanciful picture. The industry has had such expe- 
tience of great severity even when actuated merely by indicated up- 
ward trends in copper prices. It views with alarm what would hap- 
yen if a month’s interval before a price advance could be effected 
became compulsory. 

Moreover, I should point out to you that this effect I have described 
would not be limited merely to the large companies subject to section 
3 of S. 215, but would extend to the smaller companies as well, since 
no company in the industry could hope to sell brass mill products at 
increased prices while others—comprising by definition 50 percent 
or more of the industry—were restrained from increasing their prices. 
The bill would affect all, large and small. 

As I have said, I must limit myself to this broad statement of the 
adverse industrywide effects of the proposed legislation. It is in 
part confirmed be letters from some of the smaller mills, copies of 
which I have attached to this statement. Further information with 
respect to the impact on individual mills, I am sure can be had from 
the executives of representative mills who have accompanied me to 
this hearing. 

The brass mill industry is an important one in times of national 
emergency as well as in peacetime. Because it is subject to aggressive 
competition both within and from without, it must constantly im- 
prove its plant, equipment and processes and for that ample capital 
isneeded. Its limited resources should not be lightly sacrificed by re- 
quiring it to conform to the restraints proposed by S. 215, restraints 
which would wreak havoc in view of the characteristics of the indus- 
try which I have herein attempted to outline. Management should 
not be deprived of its initiative in doing promptly in the way of 

\pricing what its information, experience and judgment determine 
to be necessary to preserve the business for all those dependent on it. 

(The exhibits attached to the statement follow :) 


MEMBER COMPANIES OF THE COPPER & BRASS RESEARCH 
ASSOCIATION 


Name of company and location: 
_ Accurate Brass Corp., subsidiary of the Bristol Brass Corp., Bristol, 
nn. 
The American Brass Co.: 
Waterbury, Conn. 
Ansonia, Conn. 
Buffalo, N.Y. 
Detroit, Mich. 
Kenosha, Wis. 
Paramount, Calif. 
Bohn Aluminum & Brass Corp., Detroit, Mich. 
Bridgeport Brass Co.: 
Bridgeport, Conn. 
Indianapolis, Ind. 
Bridgeport Rolling Mills Co., Bridgeport, Conn. 
The Bristol Brass Corp., Bristol, Conn. 
Chase Brass & Copper Co., Inc., Waterbury, Conn. 
Chicago Extruded Metals Co., Cicero, Ill. 
Wilbur B. Driver Co., Newark, N.J. 
Ewarts-Baldwin Forgings Co., Inc., Reading, Pa. 
Harvey Aluminum, Torrance, Calif. 
The Harvey Metal Corp., Chicago, Ill. 
C. G. Hussey & Co., division of Copper Range Co., Pittsburgh, Pa. 
Kensico Tube Co., Inc., Mt. Kisco, N.Y. 
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MEMBER COMPANIES OF THE COPPER & BRASS RESEARCH 


ASSOCIATION—Continued 
EI 
Name of company and location—Continued = } 
Lewin-Mathes Co., division of Cerro De Pasco Corp., St. Louis, Mo. (Atter 
The Linderme Tube Co., Cleveland, Ohio DEA 
The Mackenzie Walton Corp., subsidiary of the Reading Tube Corp, a 
P ' | introd 

awtucket, R.I. 

The Miller Co., Meriden, Conn. here 
Mueller Brass Co., Port Huron, Mich. 7 ' 
Murdock Manufacturing Co., Inc., Scotch Plains, N.J. fl : | 
The National Copper & Smelting Co., Cleveland, Ohio “ - 
New England Brass Co., Taunton, Mass. o on 
The New Haven Copper Co., Seymour, Conn. copper 
Olin Mathieson Chemical Corp., Metals Division: ae 


New Haven, Conn 
East Alton, Ill. price 


Penn Brass & Copper Co., Erie, Pa. tect 
Phelps Dodge Copper Products Corp. : emtec 
Los Angeles, Calif. oa pr 
Dayton, N.J. re 
Elizabeth, N.J. — 
The Plume & Atwood Manufacturing Co., Thomaston, Conn. aoa 
Precision Tube Co., Inc., North Wales, Pa. TT 
Reading Tube Corp., Reading Pa. otis 
Revere Copper and Brass Inc.: hemes 


Los Angeles, Calif. 
Chicago, Ill. 
Baltimore, Md. 
New Bedford, Mass. 
Detroit Mich. 
Rome, N.Y. 
Riverside-Alloy Metal Division, H. K. Porter Co., Inc. (Delaware), River- | Mr, 7 


side, N.J. Coppe 
Scovill Manufacturing Co. : New 
New Milford, Conn, De 
Waterbury, Conn. ‘ t 
The Seymour Manufacturing Co., Seymour, Conn. 
Small Tube Products, Inc., Altoona, Pa. 9 re 
Somers Brass Company, Inc., Waterbury, Conn. hh 
Stamford Rolling Mills Co., Springdale, Conn. 
The Thinsheet Metals Co., Waterbury, Conn. same 
Triangle Conduit & Cable Co., Inc., New Brunswick, N.J. pr 2 
United Wire & Supply Corp., Providence, R.I. or 
Viking Copper Tube Co., Cleveland, Ohio h 
Volco Brass & Copper Co., Kenilworth, N.J. Bass 


Waterbury Rolling Mills, Inc., Waterbury, Conn. 
A. H. Wells & Co., Inc., Waterbury, Conn. 
Wolverine Tube, division of Calumet & Hecla, Inc.: 
Decatur, Ala. 
Detroit, Mich. 








UNITED WIRE & SuppLy Corp., New 

Providence, R.I., April 13, 1959. (Atte 

Copper & Brass RESEARCH ASSOCIATION, Ge 
New York, N.Y. earne 
(Attention: Mr. Veltfort.) 7 
GENTLEMEN : It is our opinion that any restriction placed on us by legislation | parq; 
that would delay or prevent passing on the increased cost of our basic materials to ha 
in our prices would unjustly and seriously affect the economic welfare of our We 
company, and also the economic welfare of our employees. if en 
Yours very truly, busin 


F. W. Suriivan, President. 
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THE SEYMOUR MANUFACTURING Co., 
Seymour, Conn., April 13, 1959. 
Copper & BRASS RESEARCH ASSOCIATION, 
New York, N.Y. 
(Attention: Mr. T. E. Veltfort, Managing Director.) 

Dear Mr. VELTFORT: The so-called price notification bill S. 215 which has been 
introduced into the Senate would most certainly cause a severe hardship on 
users of wrought metals such as ourselves using copper and other non-ferrous 
metals as a base. 

As is readily apparent the price of copper particularly is subject to wide 
fluctuation, and happenings in remote parts of the world can cause a shortage 
of same with a consequent increase in price. Conversely an over-abundance of 
copper causes a decrease in price and the price situation on this material is 
extremely sensitive. When a price increase in cooper or other non-ferrous metals 
is effected it has been the practice in our industry to increase or decrease the 
price of our finished product by the copper content or content of other metals 
concerned in the alloy which we produce. To have to wait 30 days or more to 
effect this change would in the case of an increase in price make for a hardship 
on process producers and conversely a decrease would cause a hardship to the 
consumer of our finished product. Advance notice of price changes would cause 
large demand with letdowns after the price increase was established, which 
would affect our employment levels and make for inefficient operation of our 
plant. 

It is our feeling that as far as our industry is concerned that this “price 
notification” bill if enacted would be unworkable and would create considerable 
hardship for us. 

Very truly yours, 
GrorGE T. HussELL, President. 


BrRipGeport RoOLLtine MIs Co., 
Bridgeport, Conn., April 10, 1959. 
Mr. T. E. VELTFORT, Managing Director, 
Copper & Brass Research Association, 
New York, N.Y. 


Deak TeD: Thank you for giving us the opportunity to express to you our 
reaction to the proposed “price notification” bill. 

In the final sentence of the draft which you enclosed with your letter of April 
9, 1959, you have expressed our feelings better than we might in volumes. 

The adjustment of prices is a management prerogative which cannot be taken 
away by legislation particularly where in our industry price changes must be 
made immediately when necessary or we are subjected to financial losses of con- 
siderable scope. 

Thank you again for allowing us to say a word in this matter and we trust 
yours will not be a voice in the wilderness during the hearings. 

Very truly yours, 
PrerceE M. WELPTON, President. 


THE LINDERME TUBE Co., 
Cleveland, Ohio, April 20, 1959. 
Coprper & BRASS RESEARCH ASSOCIATION, 
New York, N.Y. 
(Attention: Mr. T. BD. Veltfort, Managing Director.) 

GENTLEMEN: The Linderme Tube Co. with this letter wishes to confirm and 
earnestly support those statements made in your rough draft of April 8, 1959, 
included in your letter H-271 of April 9, 1959. 

We are of the opinion the price notification bill S. 215 would work a great 
hardship on our industry domestically as well as to allow foreign competition 
to have another advantage beyond the difference of labor rates that now prevail. 

We do not wish to see the brass mill industry saddled with this legislation 
if enacted that will create a harmful effect on our industry but also on every 
business or industry who use our products. 

Yours very truly, 
F. W. LInDERME, Ezecutive Secretary. 
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Senator Keravuver. Thank you very much, Mr. Veltfort. You have 
filed a list of the members of the association ? 

Mr. Veurrort. Yes. 

Senator Kreravuver. Which are the largest ? 

Mr. Veutrorr. I can give you a few of the large ones. I don't 
know in which order they are because we carefully avoid any informa- 
tion with respect to what the individual mills produce. Those figures 
are all compiled by an outside confidental agency and we know only 
the overall figures. But among the large ones obviously American 
Brass, Bridgeport Brass, not necessarily in that order, Chase Brass, 

Senator Kerauver. Olin Mathieson ? 

Mr. Veurrorr. Well, Olin Mathieson isn’t so big in copper and 
brass as they are in other industries. Scovill Manufacturing Co., but 
they merge from there down. It is hard to tell where their position is 
from there. 

Senator Kerauver. How has the profit been in the brass industry 
in recent years ? 

Mr. Vetrrorr. The only figure we have is published figures of a 
number of the companies that are available from 1953 half way 
through 1958, and the net profit of those companies amounted to 3.6 
percent of sales. 

Senator Kerauver. That sounds fairly low even on sales. I get it 
from the number of companies in this industry that it must be fairly 
competitive. 

Mr. Vetrrort. It isa very competitive industry. 

Senator Kerauver. The price at which these companies largely sell 
is determined, as you say, by the cost of raw copper? 

Mr. Vevrrort. That is right, sir. 

Senator Keravuver. I doubt if it was the intention of Senator 
O’Mahoney to include a type of industry such as yours in the price 
notification bill because you just give the raw material a little work- 
ing over? ° 

{r. Veutrort. Yes. 


Senator Kerauver. Do you think that 10 of these companies are 


doing half of the business in the United States? 

Mr. Vettrorr. I didn’t get that, Senator. 

Senator Krerauver. I said, Do you think that any 10 of these com- 
panies do one-half of the business of your industry ? 

Mr. Veutrorr. According to outside statistics which I saw—I have 
no such basic statistics of our own—it was indicated that eight com- 
panies—I don’t know where this figure came from—would have 71 
percent, that is what made us decide the industry came within the 
scope of this bill. 

Now I don’t know what their capitalization is, but I presume the 
larger ones would have capitalization of more than $10 million. 

Senator Krravuver. Do you have some representatives of some of 
the individual companies here with you? 

Mr. Vevrrorr. Yes, I do. If you want to talk to them, fine. I have 
them here. 

Senator Krerauver. Suppose you introduce them. 

Mr. Veurrort. All right. Do you gentlemen want to come up 
here? This is Mr. Allen of Bridgeport Brass Co., Mr. Don Gay of 
Bristol Brass, Mr. Goss of Scovill and Mr. Wineberg of Revere 
Copper and Brass. 
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Senator Kerauver. We are glad to have you all here. Sit down. 

Mr. Dixon. Mr. Veltfort, you say you view with alarm what would 
happen if a month’s interval before a price advance could be effective 
became compulsory. 

This bill, S. 215, is not a compulsory bill other than if you come 
within the classification, you must wait 30 days before effectuating a 
price increase. 

Mr. Veurrorr. This is the sense in which I use compulsory, that 
they would have to wait that period of 30 days. 

Mr. Dixon. A 30-day waiting period would be necessary. 

Mr. Vevrrort. Yes, as I point out, during that period of advance 
notice of a price increase there would be a tremendous surge of buy- 
ing. 

Mir. Dixon. Doesn’t the brass industry follow the practice today 
of announcing price increases in advance ? 

Mr. Veutrrorr. A very short period. 

Mr. Dixon. What is the period ? 

Mr. Vetrrort. Probably either the same day or the following day 
the prices are published in the paper. 

r. Dixon. How do you protect your customers ? 

Mr. Veurrorr. They are not protected in that, sir. 

Mr. Dixon. Are you from Bridgeport Brass, Mr. Allen ? 

Mr. ALLEN. Yes, sir. 

Mr. Drxon. If you had an order that was not filed, what would 
you do? 

Mr. Auten. The price in effect on the day of shipment. 

Mr. Dixon. The day of shipment ? 

Mr. AEN. Yes, sir. 

Mr. Dixon. Would you contend that all of the costs in this industr 
are identical? Would you say that your costs are identical with 
these other gentlemen at the table ? 

Mr. Aten. I wouldn’t know, sir, 

Mr. Drxon. You would not expect them to be the same, would you? 

Mr. Auten. I wouldn’t really know whether they would be or not. 
Certainly the basic raw material costs are about the same. In general 
the process of manufacturing is about the same. Sales expense and 
such I imagine would be about the same. I don’t think there is any 
great difference in cost. 

Mr. Drxon. You don’t think you are any more efficient than any- 
body else, is that what you are saying? 

r. Auten. I hope we are. 

Senator Kerauver. Are your wholesale prices identical or about 
the same ? 

Mr. Auten. In general as Mr. Veltfort said in the statement. 

Senator Keravver. Is there any one price leader in the brass indus- 
try who sets the price and all of the rest follow ? 

Mr. Vettrorr. No, I don’t believe so. 

Mr. Auten. Not in my opinion, sir. 

Mr. Vettrort. I don’t think that obtains at all. 

_ Mr. Drxon. When is the last time there was a price decrease in the 
industry ? 

Mr. Aten. The first half of last year there were a substantial 
— of price decreases, one after the other, as the price of copper 

eclined. 
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Mr. Dixon. Who led that? Who announced it? 

Mr. Veurrort. That would be awfully difficult to say because the 
only knowledge we have is what is published in the paper, and some- 
times, particularly in a price decrease where nobody would dare to stay 
out very long, there may be four or five published in the paper the 
next day, so it would be very difficult to say, who if anyone, led. 

I think if you look through the record you will find it skips all over 
the industry. 

Mr. Dixon. Every time the price of copper goes down, does the price 
of brass follow ? 

Mr. Vectrort. Generally. 

Mr. Dixon. Every time it goes up does it follow ? 

Mr. Vettrort. Generally. Sometimes, I might point out the price 
of copper changes so frequently, it might be several times in a week, 
that the brass mills accumulate it all when they catch up with it. 

Mr. Drxon. You answered the chairman a while ago as to a profit 
figure based on sales. What is the average profit figure based on net 
worth after taxes? 

Mr. Veutrort. We have no figure on that. We have no statistics 
of that kind at all. 

Mr. Auxen. I would not have that, sir. I could make it available 
to you if you wish. 

I don’t have it for our company. We keep ourselves on percentage 
of sales dollars. 

Senator Keravuver. Dr. Blair? 

Dr. Buarr. Mr. Chairman, I do not know whether or not this 
industry represents an example of what might be appropriate for the 
subcommittee to consider as a reasonable exemption from the pro- 
visions of the bill. However, there are certain industries which by 
their very nature contribute only to a very limited extent to the 
ultimate value of their own product. This is, the greater part of the 
value of the industries’ product consists of the cost of the raw 
material. An example might be the smelting and refining of copper. 

Where the greater part of an industry’s value consists of the costs 
of materials, there is little leeway within the industry effectively to 
pursue a pricing policy independent of the fluctuation of the raw ma- 
terial price. Is that essentially—— 

Mr. Vettrort. That is essentially the picture. 

Dr. Buatr. And essentially you are saying that your industry is 
one of these industries in whieh the greater part of whose ultimate 
value consists of the price which you have to pay for your raw ma- 
terial. Is that correct? 

Mr. Vetrrort. That is exactly right. There is no question about 
it. 

Dr. Buatr. If you could provide the subcommittee with any infor- 
mation showing the relationship of the cost of raw materials in your 
industry to the value of your industry’s product, that is price times 
quantity of shipments made by your industry, it would be very help- 
ful in an examination of this point. 

Mr. Vexrrorr. We will try to get that. 

Senator Kreravver. All right, it will be made a part of the record. 

(The material referred to may be found on p. 5756.) 

Senator Kerauver. Mr. Peck? Do you have anything to ask? 
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Mr. Peck. I just have one brief question. Mr. Veltfort, I notice 
that on the list of member companies you have given us, you have 
listed, I think, 48 different companies which belong to your associa- 
tion. You state in your prepared brief that most of these employ 500 
or fewer employees. Do we understand correctly, sir, that you were 
speaking for all members of your association ? 

Mr. Vevtrorr. Yes. 

Mr. Peck. Large ones and also the small ones? 

Mr. Vettrort. The large ones and small ones. 

Mr. Peck. We are interested in that, sir, because up until the pres- 
ent time we have heard very little from the small producers. There 
has been testimony to the effect that this bill would either directly 
or indirectly affect not only the large but also the small business enter- 
prise. We now understand that you speak for small companies 
within your industry as well as for the large ones ? 

Mr. Vettrort. That is correct, sir. I would not be here unless that 
was SO. 

Mr. Peck. And one further point, Mr. Veltfort, along the same 
line that Dr. Blair followed, let us touch upon the glass industry. 
Glass being essentially silicon depends upon the price of silicon for 
its ultimate product prices. 

Titanium determines to a very large extent the price of white paints 
or white porcelain enamels. 

Mr. Vettrort. Yes. 

Mr. Peck. Would you think it fair, sir, to expand your main thesis 
to say that in your industry copper is the primary raw material used, 
and therefore the price of brass depends upon the price of copper, 
but also if you had one raw material which was very expensive 
rather than merely used in large quantities, that one very expensive 
raw material would largely determine your ultimate price? 

Mr. Vetrrorr. I follow you up to the point where you say that 
copper is the main element of cost in our products. That is true. 
Now just what do you mean when you say some other valuable metal ? 

Mr. Peck. Copper is the large factor because of its bulk. If on 
the other hand you had another raw material which instead of being 
so large in bulk was large in price so that the price of that product 
would largely determine your ultimate price of your product, would 
that fit into your thesis? 

Mr. Vetrrort. Theoretically that might be so if we used some of 
what we call an exotic metal or something of that kind. But that has 
not been the situation so far. Copper and zinc have largely pre- 
dominated in the prices. 

Mr. Peck. Then you determine your price because of the volume 
involved. 

Mr. Veutrort. That is right. 

Mr. Peck. Thank you, sir. 

Senator Keravuver. Mr. Kittrie, do you have any questions? 

Mr. Kirrrie. No, thank you. 

Senator Kerauver. Mr. Veltfort, and you gentlemen, who are with 
Mr. Veltfort, we appreciate very much your appearance before us 
this afternoon. 

Mr. Vettrort. Thank you. 
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Senator Kerauver. Mr. Dixon, would you present a number of 
statements that have been offered for the record ? 

Mr. Drxon. Mr Chairman, we have received a large amount of 
correspondence pertaining to this bill. I have several statements 
that we have been requested to put into the record and you have 
authorized that they be placed in the record. ‘There are statements 
from Chrysler Corp., American Motors Corp., from Dr. Richard 
Ruggles who previously testified on administered prices, the Amer- 
ican Mining Congress, the Celanese Corp., from Byrd & Son, Inc., 
and from the Insulation Board Institute. 

Senator Kerauver. They will all be made a part of the record. 

(The documents referred to may be found in the appendix.) 

Mr. Drxon. Mr. Veltfort was the last witness scheduled in these 
series of hearings, Mr. Chairman. I suggest that we adjourn on notice 
of the Chair. We are supposed to hear next from Federal Trade 
Commission members. 

Senator Kerauver. Very well. We will stand in recess subject to 
the call of the Chair. 

(Whereupon, at 3:30 p.m. the hearing was adjourned, subject to the 
call of the Chair.) 
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THURSDAY, MAY 21, 1959 
U.S. Senate, 


SupcomMitTrer ON ANTITRUST AND MoNnopoty, 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:45 a.m., in the 
caucus room, Old Senate Office Building, Senator Joseph C. 
O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding), Kefauver (chairman), 
Carroll, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director ; Donald 
P. McHugh; Peter N. Chumbris, counsel for minority; Theodore T. 
Peck, special counsel for minority; Nicholas N. Kittrie, special coun- 
sel for minority; John M. Blair, chief economist; Paul S. Green, 
editorial director; and Gladys E. Montier, clerk. 

Senator O’Manonry. The committee will come to order. 

(At the convening of the session the following members were 
present : Senators O'Mahoney and Dirksen.) 

Senator O’Manoney. Chairman Gwynne, we are very happy to 
see you and the other Commissioners here this morning to aaa 
this measure. You are all gathered around the table, I see, Commis- 
sioner Anderson, Commissioner Tait, Commissioner Kern, and Mr. 
Kintner, who is Commissioner-designate as I understand it. 

Senator Dirksen has a question which he wants to ask. 


STATEMENT OF HON. JOHN W. GWYNNE, CHAIRMAN, FEDERAL 
TRADE COMMISSION ; ACCOMPANIED BY SIGURD ANDERSON, COM- 
MISSIONER; WILLIAM C. KERN, COMMISSIONER; EDWARD T. 
TAIT, COMMISSIONER; EARL KINTNER, GENERAL COUNSEL; 
HARRY A. BABCOCK, EXECUTIVE DIRECTOR; SIMON WHITNEY, 
DIRECTOR OF BUREAU OF ECONOMICS; ALVIN L. BERMAN, 
ASSISTANT GENERAL COUNSEL 


Mr. Gwynne. Could I say, Senator, that Commissioner Secrest 
was not able to be here today because he has a commitment that takes 
him out of town. 

Senator O’Manoney. I see. | Mr. Blair, do you want to put some- 
thing in the record ? 

Mr. Buatr. Mr. Chairman, I would like to have incorporated into 
the record the memorandum entitled “Revision of Indexes in Man- 
Hour Productivity in the Steel Industry.” 
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This memorandum gives effect to the corrections made by the 
Bureau of Labor Statistics of certain errors in its productivity series, 

Senator O’Manonry. It may be received for the record. 

(The document referred to may be found on p. 5744.) 

Senator Dmxsen. Mr. Chairman, at one of the prior meetings I 
made an inquiry about nine individuals who still want to testify on 
S. 215—I think from a small business standpoint. Has an 
further action been taken with respect to whether or not they will 
— 

Senator O’Manoney. Do you have the names of the nine? 

Senator Dirxsen. Yes. 

(At this point in the proceedings, Senator Carroll entered the 
hearing room. ) 

Mr. Chairman, it doesn’t have to be determined this morning. I 
just raised the question because when I raised it before it was left 
in an undetermined status. 

Senator O’Manonry. All of these witnesses have been notified ? 

Senator Dirxsen. That’s right. 

Senator O’Manonry. I understand they have been told that they 
can be heard or will be permitted to file statements. We have not 
been able to schedule any further hearings because of the press of 
other business. 

Senator Dirksen. Now, Mr. Chairman, I have with me a statement 
by Simon Whitney, the Director of the Bureau of Economics of the 
Federal Trade Commission. I had asked him to give me a state- 
ment or critique of the letter by Eugene Havas which appeared in the 
Washington Post on April 20. The letter dealt with steel wages and 
steel prices. I would like to submit Dr. Whitney’s statement for the 
record. 

Senator O’Manoney. It may be received. 

(The document referred to may be found on p. 5797.) 

Senator O’Manoney. Chairman Gwynne, you may proceed. 

Mr. Gwynne. I have first of all, Senator, a brief statement of the 
Commission which I am prepared to read. 

Senator O’Manonry. Please do. 

Mr. Gwynne. This statement is made at the request of your chair- 
man to supplement the views expressed by the Commission at the 
May 1, 1959, hearing before this subcommittee on S. 215, 86th 
Congress. 

The Commission views as a serious matter any inflationary trend of 
prices in this country and, as an antitrust agency, has expended and 
shall continue to expend every effort against such trend within the 
limits of its authority and to the extent of its facilities. 

Illustrative of this effort we cite the activity of the Commission in 
enforcing section 7 of the amended Clayton Act, the antimerger law, 
in an endeavor to stop the concentration of industry where there may 
be a substantial lessening of competition, or tendency to create a 
monopoly. 

There are 22 merger cases now pending at various stages of litiga- 
tion within the Commission. In addition, seven orders of divestiture 
in merger cases have been issued by the Commission since May 1956, 
one of which is currently on appeal in court. 

(At this point in the proceedings, Senator Kefauver entered the 
hearing room.) 
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Mr. Gwynne. The Commission’s efforts in this field would be even 
more effective if legislation were enacted to require premerger notifi- 
cation and to authorize the Commission to secure injunctions pending 
completion of litigated merger cases. 

The Commission has also been most active in antimonopoly cases 
brought to enforce other sections of the Clayton Act as well as anti- 
restraint of trade cases brought under section 5 of the Federal Trade 
Commission Act. 

All of these cases further one of the fundamental principles of anti- 
trust law—that action taken against discriminatory practices and 

rice fixing or other restraints of trade will stop monopoly in its 
incipiency and thus fight inflation by maintaining healthy, free, and 
active competition at all levels of commerce. 

Relevant to the present hearing, the Commission invites the atten- 
tion of the subcommittee to the fact that food items consitute 30 per- 
cent of the total weight of the Consumer Price Index and that of the 
92 merger cases now pending within the Commission, 10 are in the field 
of food. 

Also, during the period from July 1, 1956, to April 30, 1959, the 
Commission issued some 91 additional complaints and 77 orders to 
cease and desist in antimonopoly and restraint of trade cases involving 
food products. 

As illustrated by Dr. John M. Blair’s memorandum made a part of 
the record of these hearings by the subcommittee on May 1, 1959, the 
Commission has conducted important economic studies. 

We would like to take this opportunity to list some of the recent 
economic studies of the Commission not listed by Dr. Blair. These 
are: 

1950: International Cartels in the Alkali Industry. 
1951: Interlocking Directorates. 
1952: The International Petroleum Cartel. 
Control of Iron Ore. 
Distribution of Steel Consumption. 
Monopolistic Practices and Small Business. 
1954: Changes in Concentration in Manufacturing. 
Coffee Prices. 
1955: Corporate Mergers and Acquisitions. 
1957: Industrial Concentration and Product Diversification in the 1,000 Largest 
Manufacturing Corporations: 1950. 
1958: Antibiotics Manufacture. 


The Commission’s Bureau of Economics is currently engaged in 
two additional studies: One, concentration patterns in the cement in- 
dustry ; two, concentration and integration in food retailing, including 
relationships between retailers and wholesale distributors. We also 
plan to make further studies in the field of food distribution. 

_ With reference to the impact on prices, two of the economic reports 
listed above are particularly significant. The report on Coffee Prices, 
dated July 30, 1954, was followed by an order to cease and desist 
against the New York Coffee and Sugar Exchange. 

Subsequent to the antibiotics report, the Commission issued com- 
plaint against six manufacturers of antibiotics charging conspiracy 
and price fixing, which action is now in process of trial. 

_ The Commission recognizes that its efforts, as related above, are 
in a field that comprises only a part of the overall factors bearing 
upon prices and that Congress and many departments and agencies 
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of the Government have primary responsibility with respect to fiscal, 
tax, monetary, procurement, public works, tariff, subsidy and price 
support, labor policies, and other policy matters which affect prices. 

As developed in our previous report, it is our opinion that enact- 
ment of S. 215 would have an impact upon the breadth of our economy 
tending toward price rigidity as against any lowering-of prices. In 
addition, the bill would impede price variations in markets where 
there is currently considerable price flexibility. 

It was also demonstrated that the contemplated hearings would 
take place at a time subsequent to the price increases in question; 
and to.the extent that the bill might be amended to increase the man- 
datory waiting period before price increases may be placed into effect 
to allow for the completion of administrative hearings, the bill would 
provide for the freezing of prices by Government. 

The Commission, therefore, recommends against enactment of S. 215. 
However, if the Congress should pass such legislation, the Commission, 
of course, would as it has. with respect to all of the legislation entrusted 
to it, administer and enforce its provisions to the best of its ability. 

Moreover, within its area of authority, the Commission shall con- 
tinue to contribute to the overall effort against inflation by the various 
means previously mentioned. To the end that it may increase the 
effectiveness of its endeavor, the Commission recommends the enact- 
ment of legislation requiring premerger notification and authorizin 
the Commission to secure injunctions maintaining the status quo sunk 
ing the completion of litigation in merger cases, as well as legisla- 
tion providing for the finality of Clayton Act orders. 

That completes the prepared statement, Mr. Chairman. 

Senator O’Manonry. Chairman Gwynne, I note with interest that 
this statement, except for the few concluding paragraphs, seems to 
be based upon the recitation of the steps that the Federal Trade 
Commission has taken and expects to continue to take within the 
limits of its authority. In asking the Commission to come here today, 
I was not at all intending to conduct a review of the activities of the 
Commission. I think you have donea pretty good job within the limits 
of your authority. 

The point is that we do have a most serious financial situation in this 
country. Last week the Treasury Department sold about $5 billion 
worth of short-term I O U’s, and the report from Wall Street indi- 
cated that there was a larger demand for cash than at any previous 
time by the holders of I O U’s that were maturing. ; 

The daily reports from the market on outstanding obligations of 
the United States show that prices have declined so that in a majority 
of these cases the yield rate is above 4 percent, and on the new 
financing, which was completed on May 15 on these bills and notes 
of less than a year maturity, the interest rate which the Government 
had to accept was, as I recall, 4.05 percent. In this extraordinary 
situation in which the Government is finding it necessary to issue 
the less-than-a-year maturity notes and bills and is compelled to pay 
a higher rate of interest, we were hopeful that we could receive from 
the Federal Trade Commission and its individual members a state- 
ment of a recommendation as to what to do about the specific question 
of inflation. 
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I am well aware that the Federal Trade Commission supports the 
premerger notification bill. I have been trying to get action upon 
that bill myself. I think it will be very good legislation. There 
are other measures which the Federal Trade Commission has recom- 
mended and on which this member of the committee has been en- 
deavoring to secure action. 

But here we have you testifying that you do not believe that the 
enactment of S. 215 would be beneficial. I would like to ask you 
whether the Commission was unanimous in coming to this conclusion. 

Mr. Gwynne. Yes. This is a unanimous statement of the Commis- 
sion. 

Senator O’Manoney. Of all the members of the Commission ? 

Mr. Gwynne. That is correct. Senator, I appreciate and we have 
always appreciated your interest in these great problems and your 
rather sympathetic understanding of our problems. I would be glad 

ersonally, because I feel a deep interest in this, and more so since 
Tom leaving, I would be glad to state my personal views as to what 
I think should be done in the country to meet this problem of inflation. 

Senator O’Manoney. That certainly is what I was hoping would 
be forthcoming from this meeting today. I would like to have the 

ersonal views of all the members of the Commission. If you don’t 
Fike S. 215, suggest any amendments which you think it ought to have. 
If you don’t think it is worth amending and should be deposited in 
the wastebasket, say that but give us something substantial because 
the issue before the country is very, very serious. 

Mr. Gwynne. Senator, I certainly agree with the statements you 
have made and others have made about the seriousness of this problem 
of constantly rising prices and of inflation. 

It is a deadly thing. It is already biting deeply into every pay- 
check and every insurance policy, and I think is a more serious 
problem than many people in this country realize. 

Now, therefore, the problem is to objectively and coldly look to 
see what causes it and what we can do to remove those causes. 

And then, second, how we can put that program into operation. I 
think your bill, Senator, this S. 215, could be improved so far as the 
operation of the matter by the Commission is concerned, if it should 
be passed, by making some changes. I note the phrase in there “line 
of commerce” which has disturbed us greatly, because “line of com- 
merce” is a phrase that is used in the merger legislation, and there, as 
you know, the court and the Commission have construed that term 
in a very minute way as to what is a line of commerce. 

They have carried it down you might say to the seventh decimal 
point, and it is necessary to do so in a particular case. You consider 
not just paints and varnishes, but you consider automobile paints and 
varnishes. In one case we have had before the Commission the Hear- 

ing Examiner held that sand from a lake was a separate line of com- 
merce. 

Now it is obvious to me, Senator, that you never intended thg 
Commission to apply the same rules in these hearings that we have 
been applying in these rather narrow merger cases. I think what 
you have in mind, and if I am not correct, I wish you would tell me, 
is to take a more overall look. 

For example, we read in the paper that prices in the steel industry 
or prices in the lumber industry have increased or are increasing. 
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My notion is that you probably intend, and I think that some word. 
ing could be put in the bill that would make it clear, that the hearing 
involves an industry rather than lines of commerce. And _ there 
might be other matters too. However, Senator, I do not feel that the 
bill, even though its application might be made more effective, I do 
not think the bill is the answer to the problem . 

It depends on publicity, whereas to me the only answer is com- 
petition. I think the answer to many of the problems that confront 
this country is to return once more to competition. 

Now what do you need to have competition ? 

I appreciate that the changing conditions in the country have made 


{s 


ONT ee 


some difference. We will never get back to the small businesses in | 


the sense that we knew them when I was a boy, when an 80-acre farm 
in Iowa was practical. Now, because of the advent of machinery, 
you can’t operate an 80-acre farm. Nevertheless so far as it is pos- 
sible under changed conditions, I think we should absolutely insist 
on maintaining competition. How do you do it? To have com- 
petition, to me you have to have competitors. 

You have to have enough competitors so that it is to the interest of 
each competitor to operate somewhat independently. Now as | 
pointed out, I know we have reduced the number of farms. We have 
reduced the number of businesses. And that has been done partly 
by causes not within our control. 

But so far as the changing circumstances will allow, we must insist 
on a diversification, on a lack of concentration so far as we are able 
to accomplish it. 

And another thing too—— 


Senator Dirxsen. Are you leaving that point now, Mr. Gwynne, | 


because I wanted to ask you a question. 

Mr. Gwynne. I wasn’t leaving it, but go ahead. 

Senator Dirksen. How effective do you think publicity or an open 
hearing without any enforcement powers could be, within the frame- 
work of S. 215, in accomplishing any good ? 

Mr. Gwynne. That is my objection to the bill, Senator, that it 
wouldn’t work. We have had a lot of publicity on this. Here 
would be the trouble. 

The Commission would start off with a hearing. For several days 
I daresay everyone would gather around to listen, but soon it would 
get old. And then after you finished your hearings, you would still 
have a division of opinion. Management would blame labor, labor 
would blame management. They both would probably blame the 
Government. And there would be no unanimity of thought in the 
country, in most cases in my judgment, which would result in driving 
down prices. 

No, Senator; I think I prefer competition, and I know the difficul- 
ties of it. But let’s improve the means of bringing real competition. 
Therefore, increasing efforts should be made by the Commission and 
by all the law enforcement agencies to prevent these concentrations. 

We have already suggested changes in the law to make the law 
more effective, and there are others that might be mentioned. 

Another matter which is without our field —— 

Senator O’Manonry. Before you go to the other matter, let us 
pursue this matter of competition. You have recited to us this morn- 
ing some additional investigations which the Federal Trade Com- 
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mission is undertaking. On page 3 of your paper, you refer to the 
investigation in 1952 of the international petroleum cartel. You 
refer to the investigations made in 1954 into changes in concentration 
in manufacturing. You refer to the investigation made in 1957 into 
industrial concentration and product diversification in the 1,000 larg- 
est manufacturing corporations as of 1950, I take it. The result of 
each of these investigations was, I understand, such as to fortify 

our belief in competition because there had been concentration, am 


right ? 

Mr. Gwynne. You are right. 

Senator O’Manoney. There has been remarkable concentration, has 
there not, in the 1,000 largest manufacturing corporations? 

Mr. Gwynne. Senator, I think it is fair to everyone to say that 
there is a considerable difference of opinion as to the extent of con- 
centration. My own view, however, is much the same as the view 
I have heard you express many times. There is concentration. 
There is a dangerous degree of concentration in many industries, and 
the conditions which have made it possible in the past still exist, 
and we are liable to see more and not less. 

Senator O’Manoney. And all of this concentration is reflected also 
in the type of monopolistic activity which was revealed in your inter- 
national petroleum cartel investigation, is that not so? 

Mr. Gwynne. I am not too familiar with that one, Senator. That 
was before my day. I can have some member of the staff answer 
that perhaps, but that was an investigation along the same line, yes. 

Senator O’Manonry. Of course, the existence of the European oil 
cartel is well known to any person who has studied the problem of 
concentration, and the elimination of competition. 

So all this boils down to is this question: What do you suggest as 
a line of action to be taken by Congress to strengthen competition ? 
Do you want only punitive legislation, and do you believe that legis- 
lation which is drafted without any punitive intent at all, as is the 
case with S. 215, cannot be made an effective vehicle by public 
hearings? 

Mr. Gwynne. I am not saying that these hearings might not do 
some good in certain cases. I think, however, if it were left to me, 
I would recommend a three-pronged attack on the problem. 

One is to fight the problem of concentration in industry and amend 
the law where that would be helpful. I would go a bit beyond that, 
Senator. I would give consideration to the question of labor monop- 
oly. Now we appreciate the fact, and the law so states, that labor 
is not a commodity. Organized labor is a very proper thing, a very 
necessary thing. It became necessary when we had the large cor- 
porations. Nevertheless, after observing all this for some years, I 
think the truest statement ever made was this: Power corrupts. Ab- 
solute power corrupts absolutely. And that applies to every segment 
of humanity. 

I think consideration should be given to the power of these great 
national labor organizations who have it within their power at least 
to fix a wage scale or fix labor conditions which do not take into 
account the consumer interest. 

Now there is that one. Now I would like to mention another one. 

Senator O’Manonry. May I make this comment at that point? I 
don’t believe anybody would deny that there are abuses in labor 
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organizations. Certainly the recent reported statement which has 
now been denied by the author, Jimmy Hoffa, that he could call a 
nationwide strike if Congress dared to enact legislation to prevent 
abuses in labor is an exhibition of arrogance supreme. There is no 
doubt about that. The experience of the Senate in dealing with 
labor legislation, however, was such that after much discussion we 
passed a bill by a vote of 90 to 1. 

You cannot ever hope to succeed in covering the whole territory 
of concentration abuses. You must pursue these matters step by 
step. I know this from personal experience, because it is 20 years 
ago since I offered legislation to require all business organizations, 
labor organizations and trade associations that operate in interstate 
and foreign commerce to obtain Federal charters before they can 
function. 

For example, I think that Mr. Hoffa’s Teamsters Union, operating 
in a national scope, affecting interstate and international commerce, 
is just such an organization which ought to be defined by Congress 
in a manner that would spell out its powers, its duties and its respon- 
sibilities. But these big labor organizations did not come into the 
picture until after big liens. organizations had come in. 

We are talking about steel, for example. The United States Steel 
Corp. had a free hand with labor until steel concentration made it 
necessary for steelworkers, who no longer could deal with their em- 
ployers in face-to-face organizations, to form the CIO. In other 
words, big business with its abuses created big labor with its abuses, 
and both together have created big government. 

If we want to restore competition, we have to find the method by 
which Congress, in its constitutional power to regulate commerce 
among the States and with foreign nations, shall be enabled to define 
the powers and the responsibilities of the privately created organiza- 
tions which dominate the scene. 

The hearings on this bill have shown clearly that the spokesmen of 
big business don’t want any obligation to speak frankly in open ses- 
sion to the public. The Steelworkers Union opposed it because they 
feared that the bill would mess up the a wage negotiations, and 
negotiations are proceeding very rapidly, I note from the press. But 
this is one step, and it is clear from all of the hearings that we have 
had that many amendments are desirable in order to make the bill 
clear, because it has been misunderstood. le 

In your statement this morning you have suggested some possibil- 
ity of amendment. I am waiting hopefully that before you conclude 
you will offer an amendment or two. 

Senator Dmxsen. Mr. Chairman? 

Senator O’Manoney. Senator Dirksen. 

Senator Dirksen. Mr. Gwynne, so that time does not run out on me 
this morning, there were one or two other specific questions to which 
I wanted to get some answers. I raised one at the last hearing on this 
bill. That was with respect to the size of the Federal Trade Com- 
mission staff, the cost and the complexity of administering a matter 
of this kind. 

For myself I would just — infer that you would have hear- 
ings all over the lot. You would have examiners going into the 
matter. Are you paagenee to give us just some hint of what that 
situation would entail 
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Senator O’Manoney. Before you answer, Commissioner, may I say 
that my friend from Illinois is laboring under a misapprehension. 
I will be very happy to amend this bill so as to make it clear, as I 
thought we made it clear in the first analysis, that there would be no 
hearings all over the lot. 

One of the efforts of big business in criticizing this bill was to make 
it seem as though every _ Ae seen in the United States would have to 
appear before the Commission, whereas it was the intent that it would 
apply only to basic industries where the concentration lies. oP 

enator Dirxsen. I want to say to the very charming and distin- 
guished Chairman, who is always so amiable, that I have always pro- 
ceeded on the theory that when an egg is bad, you can’t amend it or 
improve it by an amendment or anything that you can do to it. So 
I have proceeded on the theory after examining this bill that it is 
just plain bad and unworkable. 

Senator O’Manoney. Did the Senator ever lay an egg? 

Senator Dmxsen. No, but my answer to that would be that I am no 
chicken, but I know when an egg is bad. 

So I would like to get an answer to that specific question. 

Mr. Gwynne. Senator, without going into elaborate figures, I can 
tell you very briefly about the extent of our work. 

We have at all times about 1,400 matters under serious investiga- 
tion. We have between 325 to 350 cases being tried before hearing 
examiners regularly. We have from 30 to 40 cases being tried in 
Federal courts all the way up to the Supreme Court. We are hard- 
pressed, Senator, to find a man to do the job that is crying out to be 
done. And that is one of the objections that I have to this bill. 

This I think would take a tremendous amount of our time. 

Now I have one other matter, and I am taking up more time here 
than I am entitled to, that I would like to mention if I may. 

Inflation is an ancient problem. It is as old as government almost. 
It certainly is as old as money. And if you look back on some of the 
inflations that have wrecked governments and destroyed people, you 
will find it is not entirely a matter of concentration. 

It is a matter of fiscal policies. Many of the greatest wrecks of all 
time, you don’t observe too much concentration in them. It is ob- 
vious to me that the government cannot continuously—I am talking 
about all governments, Federal, State and local—continuously spend 

money and not have that reflected in prices, as is shown by the history 
of the thing. 

Therefore that is the third attack that I think could be made, one 
being a continued and more vigorous attack on concentration through 
the processes of the law we now have and the processes of the law 
that we can get. 

And secondly, by bringing organized labor under some surveillance 
at least, not the antitrust laws in the sense that they apply to busi- 
ness, because they should not apply to labor quite that way, but there 
should be in my judgment some control over these great national 
unions which will give the consumer a break and give the little man 
a break. And there also should be some control over spending by 
governments. I say this with my fingers crossed, because I thor- 
oughly know the problems you are up against, and the necessity in 


many cases to spend money that I know you would like not to 
appropriate. 
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Nevertheless, the advantage of that appropriation to the country or 
to any group should be weighed carefully against the dangers it 
brings of increasing this inflationary peril. 

Senator Dirksen. Mr. Gwynne, your observations right there have 
raised the other question I had in mind. There are three words in 
this bill to which I think you ought to address some attention. They 
require that the Federal ‘Trade Commission and the Attorney Gen- 
eral examine a corporation with respect to these things, No. 1, the 
reasons for the price increase, No, 2, the justifiability of the proposed 
increase, and No. 8, the impact of the increase on competition and 
the economy of the country. 

Offhand it would seem to me you would have to take into account, 
then, every factor that comes to the mind of man before you can resolve 
those issues. 

Mr. Gwynne. I agree. That is a tremendous assignment. 

Senator Dirxsen. Do you have any further observations on that? 

Mr. Gwynne. No, except that that would make it almost impos- 
sible to complete these hearing in short enough time that it would do 
some good. To be effective I think the hearing—you ought to be able 
to hold the hearing and finish it shortly after the price raise has gone 
into effect. 

But based on my own observation and experience with some of the 
cases we try in the merger field, the tremendous questions that are 
raised there even in a small area, when you apply that to a whole 
industry, and the effect of the raises on the industry and on the public, 
you have a tremendous a 

Senator Dirxsen. It would seem to me if you tackled this question 
of justifiability which this bill requires, the Commission would have 
to set up some guidelines, some standards or criteria to follow. I 
wonder if you have given a little thought to that. 

Mr. Gwynne. My thought is that the bill contemplates getting the 
facts to the public. There is no requirement here of any findings. I 
think the Commission would have*to adopt some rules so that there 
would be an expeditious hearing if possible. 

But to make an investigation to cover the things that we would be 
— to cover under no circumstance could be made into a short 

earing. 

Senator Dirksen. How would you examine into justifiability with- 
out making some comment in some kind of a report after you were 
through? You couldn’t let a hearing be suspended in the air. It 
would have to stop roaming around at some time or another and come 
to land with some kind of a report, whatever it may be. This bill 
makes it a duty. It says that the Federal Trade Commission and 
the Attorney General shall have the duty of examining a corporation 
with respect to those items: reasons, justifiability, impact. 

Mr. Gwynne. Well, that is true. The law pe put some duty to 
report these facts to Congress. I don’t believe though it is con- 
templated—here you are examining a certain industry. The Commis- 
sion would have no authority to say whether the raise was a proper 
one or not. I don’t think the bill puts that burden on us. 

We would nevertheless have to bring out the facts so that the public 
could make that judgment. Isn’t that the purpose of the bill really ? 

Senator O’Manoney. That is exactly the purpose, getting the facts 
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and not requiring the Commission to make any judgment. The con- 
cept of the bill is to avoid punitive legislation, which is dragged out 
before the Commission, the Antitrust Division of the Department of 
Justice and the courts, which goes from the trial court to the Supreme 
Court frequently and back again. 

The present situation is one which it seems to me demands action. 
Frankly speaking, the questions of Senator Dirksen and the answers 
of the witness make me wonder why the Chairman of the Federal 
Trade Commission supports the premerger notification bill in merger 
cases and opposes this bill. ‘The premerger bill requires all businesses 
that contemplate merging to file an advance notice. You believe that 
isno burden. That you could easily do because you are asking for it. 

Mr. Gwynne. The difference I think Senator, is this. The law 
does put on the Commission the obligation to file a complaint where 
a merger probably violates the law. Now to do that we must examine 
probably 20 mergers every week I think is about the figure. 

And we have to go around and collect the information. The duty 
is put upon us. Now the purpose of the premerger notification would 
be to require them to come in with the facts and we think it would 
be helpful to them. 

Senator O’Maunoney. The present law simply does not give you all 
the weapons you need to exercise your authority against merger. 
What I am saying to you is that in the fight against inflation we 
do not have all the facts we need. We do not have the public knowl- 
edge that the public needs to create a public acceptance. 

ou have yourself just analyzed the bill by saying that the Com- 
mission would not be vested with the burden of making a decision, 
but just of getting the facts? 

‘ Gwynne. That iscorrect. | 

Senator O’Manoney. Here is a forum, with respect to certain basic 
industries in which concentration has already been found, where the 
public may have the facts through the Federal Trade Commission. 
If we don’t get these facts and get them soon, we may find difficulty 
in preserving the sort of government that we have, because if private 
management of the economy succeeds public management through 
— by Congress and the agencies it creates, then free economy 
will have no defense against concentration and the cartel system. 

Mr. Gwynne. There is one difference, Senator, between this bill 
and the present merger law. In the first place the investigation 
there is—— 

Senator O’Mauoney. It is so much easier. 

Mr. Gwynne. It is a limited one, a limited investigation. And the 
next difference is if the Commission believes after that investigation 


: > a complaint should be filed, we can do so and try to do something 
; about it. 








Now here we couldn’t, we wouldn’t have that. But the main diffi- 
culty in this thing, Senator, is this, it is a gigantic undertaking that 
would take tremendous time of the present staff of the Commission 
from work of actually bringing cases and trying them, that we cannot 


| really neglect. 


ca O’Manoney. I don’t want to spend the morning arguing 
with you. 
Senator Kerauver. Mr. Chairman? 
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Senator O’Manoney. May I make just this remark? Your argu- 
ment, Chairman Gwynne, seems to me to mean that you feel the 
Federal Trade Commission should not be burdened with this tre 
mendous task, the reality of which, however, is clear to anybody who 
takes the blindfolds off his eyes. We can destroy free government 
if we do not put an end to the conditions that are producing the 
results before us. 

It was announced in the press just the other day that before this 
Congress will have come to its conclusion, the Treasury Department 
will ask for another law to increase the ceiling upon the national 
debt, this time I think to $290 billion. That is a greater debt than 
this country has ever carried before. We had a ceiling of $300 bil- 
lion toward the end of World War II, when the last loan was made, 
The amount of that loan was $25 billion. The war came to a con- 
clusion before the money could be expended by appropriation, and 
the President of the United States ordered that the entire $25 billion 
would be applied in payment on the national debt. So the debt was 
immediately reduced to $275 billion. 

That was during the org of World War II. Now, without any 
major war, our nationa 
asking a ceiling of $290 billion. If that does not make an impression 





debt is $283 billion, and the Treasury is | 


on the members of the Federal Trade Commission as to the gravity of | 


the situation and the necessity for action, I don’t know what would. 

Mr. Gwynne. I am convinced of the gravity but it seems to me the 
action that is needed there is to cut down on the spending, isn’t it! 
I don’t see how this bill would affect that. 

Senator Dimxsen. Mr. Chairman, to make sure that this record 
does not stand without some comment on what the Chairman just 
said, it is an excellent example of cause and effect. The effect, of 
course, is when the Treasury comes up and says “You will have to 
raise the debt ceiling.” But the cause is right over here on the House 
and Senate floor where they bust, budget lines and go in for expendi- 
tures far beyond what the President of the United States has recom- 
mended. And if you need any example all you have to do is look 


at the present Congress and the final forms of bills that are passed in | 


cases by both bodies and there you have the answer. 

Besides, under the Constitution no money can be taken out of the 
Federal Treasury except in pursuance of an appropriation made by 
law. So the cause is here. 

Senator Kerauver. Mr. Chairman? 

Senator O’Manonry. May I say first to my charming cdl: 


league that he should also look at the President’s requests, for | 


example, for $750 million for redevelopment loans in foreign countries 
during the year 1960 as compared with the $500 million that. was al- 
lowed by Congress for fiscal 1959, and which at the President’s re 
quest was increased in this very Congress by some $150 million. In 
the appropriation bill for the approval of the conference report, the 
Senator from Tllinois made such an eloquent plea just a few days 
ago upon the floor of the Senate. 

Senator Dirksen. Since we are ventilating the record, I was still on 
the Appropriations Committee last year when we cut the economlt 
redevelopment loan fund very substantially. Then the Senate of the 
United States approved a paragraph in the report that if we had cut 
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it back too sharply, it was perfectly all right for them to come back 
in January for a supplemental appropriation, which they did and 
which they justified in the eyes of both the House and the Senate. 

So you see it is just a case of keeping the record straight. And 
the other thing is, when the budget, came up in January for the fiscal 

ear 1960, there was a slender balance of receipts over appropriations. 

Ve hope to maintain it, but that hope is becoming rather slender, 
indeed. 

Senator Kerauver. Mr. Chairman? 

Senator O’Manoney. I can’t keep you silent any longer, Senator. 

Senator Kerauver. I have just some very brief remarks and then 
I will be silent. I did want to point out that one reason for our fiscal 
dilemma and the fact that we are in so much trouble in balancing the 
budget is the very problem that this committee is dealing with and 
considering here, the problem of inflation. 

The President himself has pointed out that one of our difficulties 
is that the price of everything has gone up so much, for guns, tanks, 
food, and everything the Government has to buy. And of course 
the Government by all odds is the biggest purchaser by a thousand 
times than anybody else, and perhaps even more than that. 

This inflation is one of the reasons why we are having all of our 
budgetary problems, one of the reasons why we have difficulty holding 
Federal expenditures down. So it is quite natural that this committee, 
having some responsibility in this matter, should look at all proposals 
and try to seek advice and counsel about what we can do about the 
current inflation. It is important from the viewpoint of the budget 
of the United States. 

Mr. Gwynne, I am sure you did not mean it this way, but in your 
statement on page 3 you listed some of the investigations of Dr. 
Blair, the subcommittee’s chief economist. I know that Dr. Blair 
did not intend to leave out any of the activities of the Federal Trade 
Commission and you did not intend to infer that he had purposely 
omitted any. 

I think I should point out that in asking him to prepare a memo- 
randum on your Commission investigations, I asked him to list the 
more important ones that dealt directly with matters of price, the 
subject which this committee was considering. 

_ Dr. Blair’s memorandum lists the followmg Commission investiga- 
tions: farm implements, furniture, stockyards, the grain trade, ferti- 
lizers, public utilities, chainstores, motor vehicles, agricultural imple- 
ments, and mergers and concentration. 

I repeat, Dr. Blair was asked only to list those investigations that 
had immediate and direct dealing with the matter of price that we have 
been considering here. 

Mr. Gwynne. I appreciate that, Senator. 

Senator Krravver. I believe, as a matter of fact, that these in- 
vestigations from 1950 through 1955 were made under the direction 
of Dr. Corwin Edwards who was then the head of the Bureau of 
Economics of the Federal Trade Commission, and they were made 
under the immediate supervision of Dr. Blair who was then chief of 
the Division of Economics. Is that not true? 

Mr. Gwynne. Some of them probably were. Beginning in 1954— 
could I ask a question ? 
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Senator Kerauver. I want to make this clear. I am sure that 


all of us appreciate all of the investigations that the Commission | 


has made on matters of concentration, pricing and business practices, 
The reason all of these were not listed was that I asked only that Dr, 
Blair prepare a memorandum on the principal ones which might 
have some direct bearing on the matters brought out in S. 215, the 
bill we are considering which concerns prices. 

Judge Gwynne, you have presented some recommendations as to 
things that might be done to try to stop inflation in fields of activity 
that might be gone into. You have also presented some suggestions 
as to how Senator O’Mahoney’s bill might be amended so as to limit 
its application only to the highly concentrated industries. 

(At this point, Senator Dirksen left the hearing room.) 

Mr. Gwynne. And I think, Senator, too, I meant to impress on 
everyone the fact that if it were applied on an industry basis rather 
than a line of commerce basis—do you see what I mean ? 

Senator Keravuver. Yes. It could very well be applied, say, to 
just the four digit industries, or as set forth by the standard industrial 
classification or some such very restricted application. 

Mr. Gwynne. I think, Senator, menos could be worked out 
along that line that would be very helpful to the bill. 

Senator Keravver. It may be very helpful to the bill, but you still 
don’t favor the idea ? 
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Mr. Gwynne. No, I still do not believe that it is the right approach. | 


I still favor competition. 

Senator Keravver. I certainly think all of us favor competition, 
Judge Gwynne, but we have this situation, and you testified about 
it at one time here: that so far as industry is concerned, one of the 
principal places where we are having higher and higher prices is in 
the very concentrated industries, where when one company raises 
the price by judgment of its management, as in steel and other such 
areas, all the others in the industry raise the price to the exact amount 
and the exact level, even though* they may have different costs, so 
that actually as between them there is no competition such as you 
have been talking about. 

The testimony here shows that is one of the principal causes, if not 
the principal cause, for the inflation we are having today. Even the 
Federal Reserve Board, while pointing out the importance of proper 
fiscal balance in cutting down spending, admitted that the current 
inflation was not a so-called demand-push inflation but rather what 
might be termed an administered price inflation. 

You expressed concern about that very situation in previous testi- 
mony before this committee. You have pointed out, at page 4426 
of these hearings, that in these follow-the-leader concentrated indus- 
tries, the Commission knew only of one case where companies actually 
met —— in a conspiracy as such, and that as to these other indus- 
tries where it just happened that way by following the leader, you and 
the Department of Justice indicated that that was not a violation of 
the present law. 

There is where the concentration that is taking place is so harmful, 
and I wonder what remedies there might be for that kind of & 
situation. 
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Mr. Gwynne. Well, of course, the courts have pointed out many 
times that a mere ae of prices is not enough. That is some- 
thing to start with but you have got to prove something beyond that. 
Senator, I will tell you what one great trouble is. 

In 1950, when you and Senator O’Mahoney were active in it too, you 
got the amendment through Congress to section 7. 

Prior to that time we did not have an antimerger law worthy of the 
name. A great deal of water had gone over the dam. A great deal 
of concentration had taken place. 

Senator Kerauver. Back in the 1940’s you filed a report from a 
House committee on a bill that I sponsored in the House at that time. 

Mr. Gwynne. That is correct. 

Senator Kerauver. On the same subject ? 

Mr. Gwynne. You were able to get it passed later. But a great 
deal of concentration took place before there was an effective weapon 
to stop it. Now the least we can do is to use every effort to enforce 
the laws that are against concentration, as you mentioned. 

We should be very vigorous and vigilant in preventing any further 
concentration. There might be a necessity for looking into some 
existing concentrations to see what ought to be done. 

Senator Keravver. I thank you for that statement, Judge Gwynne. 
But from the viewpoint of the effect on the public, it doesn’t make 
very much difference whether a group of companies got together and 
fixed their price, which would be of course a prima facie violation 
of the antitrust laws, or whether, by some sort of understanding but 
no conspiracy, one of them fixed its price and the others raised their 
prices to meet competition, as they say, which is a rather unusual way 
of meeting competition. From the viewpoint of the public it doesn’t 
make very much difference. 

Frankly, we haven’t been able to come up with specific legislation 
to deal with that problem. I certainly hope that you, before you 
leave the Federal Trade Commission, and the other Commissioners, 
will give that phase of the matter a great deal of study. 

Mr. Gwynne. I think, Senator, some of these factors I have men- 
tioned enter into that picture, too. We are becoming standardized in 
the country. We have national labor unions. Wages are standard. 
We have taxes all over. There is a large amount that must come out 
of the revenue taken in, and taken out somewhat uniformly, before 
you can get the benefit of a man really trying to compete. 

He has a rather small margin left there to work on. And if a big 
competitor puts the price at a certain figure, the small man quite often 
can’t undersell him and stay in business. Isn’t that about the trouble? 

Senator Kerauver. Mr. Blough, the board chairman of United 
States Steel, says this— 

Each producer has a different cost. The data you are asking for establishing 
costs are not identical. 

_ Yet the unusual situation is that we have no real price competition 

in steel insofar as price is concerned. Steel companies get the price up 

to the same amount right down to the thousandth of a penny on bids to 
the Government of the United States. 

I think if one company is more efficient than the other, then the 
public ought to get some benefit from it. There ought to be 
competition. 
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Mr. Gwynne. I agree. 
Senator Krrauver. You said that perhaps some of these companies 
had grown too large. Do you have any other recommendations at 
this time on that ? 

Mr. Gwynne. I certainly think we should view this whole busi- 
ness of concentration from the standpoint of the public, and we should 
remember, as I have said at the beginning, that to have competition 
you must have competitors. We should follow some kind of a policy 
which will encourage smaller people to get into business and allow them 
to stay in. 

As long as you have such a few number of competitors, I am afraid 
you are going to have this following the leader and it will be difficult to 
stop it. I think, too, the Commission and every law enforcement 
agency should be diligent in examining the activities of these large 
companies. 

As you know, Senator, the Commission is now looking into activities 
of certain large industries to see what if anything can be learned 
there which will warrant action. 

Senator Kreravuver. Yes, I know the Commission is. This sub- 
committee has been looking into some of them, too. It is not a very 

opular thing to do either sometimes. We get a lot of blame and a 
ot of criticism but that is a job that has to be done. 

We have had testimony here—and I am sure this is something that 
Senator O’Mahoney has in mind—that after steel has raised its price 
following a wage increase, the price increase was more than enough 
to take care of the wage increase. Then there is a great deal of public 


indignation. 

tea had witnesses coming before the committee and saying, 
“Why didn’t we know something about this beforehand so that ‘we 
cold at least argue about it and get it before the public?” 

The idea is that if we had some prior information of what was 
going on, the influence of public opinion might be beneficial. 

I can realize the difficulties that you present, and I appreciate it. 
But suppose there is only a requirement for a listing of intention to 
raise @ price in a very restricted area without any extended hearing 
or without any hearing at all. Would that change ihe situation as to 
your recommendations ¢ 

Mr. Gwynne. That would remove certainly one objection that 
rather impresses me. That is the time that the Commission would 
have to take to hold these hearings and publicity might do some good, 
too. I didn’t say it wouldn’t, Senator. It usually does. 

Senator Krravuver. I believe that is all, Mr. Chairman. 

Senator O’Manoney. Thank you very much, Senator Kefauver. 
Senator Carroll? 

Senator Carrot. Why do you believe so strongly in competition! 

Mr. Gwynne. Well, it seems to me, Senator, that there are only 
two ways to regulate prices. One is the Government can fix them, 
or competition can fix them. 

Senator Carroti. Then competition relates to prices, doesn’t it? 
This is what we are so concerned about in competition, because of 
the effect upon prices. 

Mr. Gwynne. Oh, yes, absolutely. 

Senator Carrou. So this is basic, isn’t it? 
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Mr. Gwynne. Yes, indeed. 
Senator Carrotz. All right. A little while ago I thought I under- 
stood you to say that in this parallel pricing field, you had to show an 
in, aiaet and that ingredient is conspiracy, is that not so? 

. Gwynne. Yes, you have to show an agreement to fix prices. 

Senator Carrot. That’s right. 

Mr. Gwynne. The mere fact that the prices are the same is not 
enough, alone. 

Senator Carroty. I understand that you are going to leave the 
Commission soon, and I would like to be frank in an expression of 
opinion, because there has never been any doubt in your mind, has 
there, that the Federal Trade Commission is an arm of the Congress? 

Mr. Gwynne. Oh, I think the Federal Trade Commission is an 
arm of the Government, you might say. It carries on some important 
duties and functions that are delegated to it. But naturally in the 
trial of these cases it tries them in accordance with the law. 

Senator Carroiu. Of course. But your basic law came from the 
Congress, your delegation of authority, came from the Congress, to 
inquire into these fields that the Congress did not have the time nor 
the expert knowledge to do. 

Isn’t this basically the situation ? 

Mr. Gwynne. Yes, that is part of it—part of it. 

Senator Carrot. Here is what is bothering a great number of us, 
and I have not committed myself, I haven’t had a chance to study all 
of the provisions of this bill. You can give us some very valuable 
advice, as you have done this morning. 

You have talked here about labor monopoly. You have talked 
about the control of Government spending, and the conflict between 
labor and management is predicated pretty much upon the profits. 

We had steel witnesses here the other day. Dave McDonald of the 
steel union talked about steel profits and he said, “We want a piece 
of the pie”. Some of us responded, “If you get a piece of the pie, 
you know that they will put it on the price of the commodity.” So 
we all come back to the question of price, and the question of profit. 

_ Has the Federal Trade Commission as a policy—and I think this 
is implicit in this legislation—has it ever gone into unfair acts or 
practices of commerce with reference to pricing alone? 

Mr. Gwynne. Well, yes, of course that is what we do all the time. 
I don’t quite understand maybe what you mean, sir. 

Senator Carrot. I think it is basic. It seems to me—and I am a 
new member on this committee, although I have been in and out of 
the committee now for 214 years—that we are shadow-boxing because 
we are not striking at the real crux of the problem. I think you have 
posed it. The Government is the biggest business of all in this 
country, and as the Government gets bigger and corporations get 
bigger, labor is going to get bigger. 

_ But the real question when we talk about inflation is the constant 
increase in prices, and the price increases have to do with profits. 

Mr. Gwynne. Not entirely, do they? 

Senator Carrorn. 1 beg your pardon. 

. ae Gwynne. That is part of it, of course, but that is not all of it, 
isi 
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Senator Carroty. It isa great part. For example, if I may suggest 
to you, here is Fred Gardner’s suggestion about this legislation before 
us. Iam reading from his statement: 

Determined on the basis of the 1957 data what companies would be included 
in the following categories: Having sales of over $1 billion and net worth of 
over $500 million that would also have either, one, profits after taxes of over 
20 percent of sales. 

As we talk about concentration of industry, as we talk about com- 
petition, it seems to me we have to talk about prices, because we have 
to talk about profits. Now another thing Mr. Gardner mentions: 

Profits after taxes of over 15 percent of net worth, if sales are 20 percent 
or more of the total sales of the industry— 
using the Federal Trade Commission classification. As I read 
Senator O’Mahoney’s bill, we do not need a great number of cate- 
gories at all. We could have an amendment referring to “The price 
of basic commodities upon which all of the American economy de- 
pends”. I have suggested here on line 22, “shall increase the price 
of such basic commodity”: 

I put in “such basic commodity” so that the Federal Trade Com- 
mission would not be scattered all over the whole field. It seems to 
me somewhere along the line, whether you have an inadequate staff, 
whether you need more money from the Congress, if we are really 

oing to stop this constant spiraling upward of prices, we have to 

egin to probe into this field instea of only talking about mergers. 
Of course, we must look into that field too. The evidence is all 
around us of the growing concentration of industry as reflected by our 
own studies. And as they become more concentrated, if they control 
the market, will they not be able to set the price? If an industry 
can control a market, it can set a price, can it not ? 

Mr. Gwynne. That is eultainly correct, and it usually does it, too. 

Senator Carrotzi. Do you think United States Steel ‘is sufficiently 
concentrated where it controls the, market and therefore can set the 

price as the leader, and others move up to it, from your studies? 
Mr. Gwynne. I would not want to single out any particular com- 
pany without making some study of it. 

United States Steel is a large organization. There is, however, 
competition in the steel business. There are quite a few companies. 

Senator Carroti. Haven’t you in the Federal Trade Commission 
made a study of United States Steel and its pricing practices? 

Mr. Gwynne. Oh, we have an order against United States Steel. 

Senator Carrott. Would you say it is a leader in the steel industry! 

Mr. Gwynne. Oh, yes, I would say that United States Steel is quite 
a substantial part of the industry. 

Senator Carroti. Do you think a number of companies in the steel 
industry control the mathe and the price? 

Mr. Gwynne. Oh, I would not say that, no. 

Senator Carron. You wouldn’t say that? 

Mr. Gwynne. No. 

Senator Carrott. Do you think that—— 

Mr. Gwynne. How do you mean they control it, Senator? You 
mean they agree among each other to control it? 

Senator Carrotu. They set the price for which steel is going to be 
sold. 
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Mr. Gwynne. I dare say that United States Steel sets its price. 
I dare say that the others can follow it or announce a different price. 
Here is one difficulty. The profits of the smaller companies are not 
as great as United States Steel 

f dare say if United States Steel would cut their price, it might 
eliminate some of these companies, might it not? 

Senator Carrorn. Let me give you another illustration if I may, 
because this is another study I think the Federal Trade Commission 
ought to be thinking about very seriously. Here is a headline in the 
Wall Street Journal of May 14: “Republic Steel Sets a 4- Year Spend- 
ing Program.” I will read one paragraph: 

Due to a strong working capital position and an accelerating earnings trend, 


Republic Steel foresees no need for outside financing for the spending pro- 
gram other than the possibility of temporary borrowing. 


And reading further: 
The capital improvements are $375 million. 


When they mean no outside financing, when they finance out of 
profit, does it not mean that the consumer is doing the financing? 
This is called internal financing, I believe. Do you think that should 
be a matter of careful study in the future by the Federal Trade Com- 
mission? This is almost a uniform system of corporate financing, 
and this also has its bearing, does it not, upon the price structure? 

Mr. Gwynne. Oh, I have no doubt of it. Senator, it seems to me 
the question of profits is not so important, is it? It is the question 
of competition. We don’t care who wins the football game or by 
what score. What we want to know is that they compete. 

Now that is the thing to me that is the solution to this whole prob- 
lem, to create such a situation and prevent concentration that will 
eliminate too many competitors so that there is no real competition. 

That is the key to it in my judgment. 

Senator Carroiu. Judge, I hope you will reconsider that statement, 
because actually a profit is the very purpose for which we see com- 
petition. Why? Is it that there can be competition in price to hold 
down the prices? This is one of the functions, in my opinion, of the 
Federal Trade Commission. 

Mr. Gwynne. If you had competition you would not probably have 
unconscionable profits, would you ? 

Senator Carrotu. Exactly so, therefore it is related to the profit. 

Mr. Gwynne. And if you did not have so much concentration you 
would have competition. 

Senator Carrotu. I am under the impression as I read this—and 
that is why I asked the question—that section 5 of the basic act em- 
powers the Federal Trade Commission to proceed against unfair 
practices. Is unconscionable profit an unfair practice? 

Mr. Gwynne. I wouldn’t say so, Senator. 

Senator Carrot. You wouldn’t say so? 

Mr. Gwynne. No. 

Senator Carrot. You think you have no jurisdiction ? 

Mr. Gwynne. I don’t know what you mean by unconscionable. 

(At this point, Senator O'Mahoney left the hearing room.) 

ele the whole purpose of the capitalistic system is to make a 
profit. 
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Senator Carrott. This is one of the reasons of Senator 
O’Mahoney’s bill—this is the real question—to give the public the 
information whether or not a new price is justifiable, particularly in 
relation to profits. That is the purpose of the legislation, I assume. 

Mr. Gwynne. Profits might have some bearing of course. If the 
profits were so exorbitant you might say that there is some evidence 
that they are not competing. But after all, one competitor will put 
out a product and make money. Others, and many others, competing 
in the same way will go broke. 

Senator Carrotu. Generally speaking, when you get into concen- 
trated industries, is not this the general economic viewpoint: I am 
not referring to one segment of the economy, to one segment of an 
industry, but generally speaking, broadly speaking, excessive profits 
= “ir a true indication of monopoly. Would you not agree with 
that 

Mr. Gwynne. No, I don’t believe I could agree with that. 

Senator Carrot. You wouldn’t agree with that? 

Mr. Gwynne. I would say that is one of the things I would con- 
sider. But I would go out and really determine as a practical matter 
are they really competing ? 

Does one fellow try to get the business away from the other? 

Does he make his product better? And if he made money by do- 
ing that I would not be too concerned about it frankly. 

enator Carrouu. Let’s consider, for example, the case of the ce- 
ment industry, where all the companies throw their bids into the hat 
and they are equal to maybe one-thousandth of 1 percent on the same 
bid. Then they pick one bid out of the hat. 

Mr. Gwynne. Of course, that Senator, is illegal. 

Senator Cagroxu. It is going on. 

Mr. Gwynne. We would like to have that case. 

Senator Carrott. Are you following it? Are you looking into it! 

Mr. Gwynne. Oh, yes, indeed. We will be glad to have any such 
evidence. That is one of the companies that we are now looking into, 
or industries rather. 

Senator Carroti. Have you read the report of identical bids to the 
TVA the other day that appeared in the press? 

Mr. Gwynne. I doubt if I read that. I would be glad to see it, 
however. 

Senator Carroti. Cement was one of the industries involved. 

I had the privilege and the honor of serving with you in the other 
body. You are about to retire. Now the question is, how can the 
Congress give you more support, more help, more strength? Do 
you need money, do you need to broaden your activities? The reason 
I say this to you is this: The Senate Judiciary Committee has estab- 
lished a new Subcommittee on Administrative Practices and Pro- 
cedures. How much of your activities in the Federal Trade Com- 
mission are under the Administrative Procedure Act ? 

Mr. Gwynne. Well, we operate under the Administrative Pro- 
cedure Act, yes, we do, all of our judicial activities. But I am glad 
ys aked me the question though, Senator, of what can be done. And 

answer it more freely now, more impartially because I am leaving. 
The Federal Trade Commission has never had the funds it should 
have had. It has been built up a little recently, but when you get 
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right down to it, it is inadequate. Here with $6.5 million to police 
the gigantic economic setup that runs into billions—that simply can- 
not be done. I would suggest this. I am convinced that the Fed- 
eral Trade Commission, Senator, has a very good staff. They work 
hard and diligently. I don’t know of any group I have ever been 
with that work harder atit. It is a tremendous problem. 

One way you can help them would be to give them more money. 
Another would be to give consideration to some of the legislation 
they have suggested that would make the law more effective make it 
operate faster. 

Senator Carrotu. This is why I have raised this question. I have 
heard your statement of activities on 350 cases. You have 34 cases 
inthe Federal courts. The Nation has grown. 

Mr. Gwynne. That’s right. 

Senator Carrot. Labor has grown. Industry has grown. And 
yours is a Commission that can perform a vital function but you also, 
in my opinion, and the other Commissioners have to reexamine their 
philosophy a little bit. I think you have to take another look at 
your statute to find out what you mean by unfair acts. Are you 
afraid to get into the pricing field ? 

Mr. Gwynne. Oh, we are in the pricing field all the time. 

Senator Carrout. But you go into the pricing field for what reason ? 
For conspiracy ? 

Mr. Gwynne. We go in there for a lack of competition. 

Senator Carrotu. This is really to get evidence on a conspiracy, 
isn’t it? 

Mr. Gwynne. Well, conspiracy is part of it. We have discrimina- 
tions, we have exclusive dealings. We regulate prices regularly. 

Senator Carroti. Why are you afraid to go into the field of unfair 
practice when it relates to profit? Is the heat too great? 

Mr. Gwynne. Oh, no. What do you mean, heat? We don’t go 
into that because I don’t think it has much to do with it. If anybody 
can make money, he is entitled to make money, isn’t he? Now what 
we require of him is make it honestly. Compete. Don’t make a deal 
with your competitor. Don’t go out and put competitors out of busi- 
ness, one at a time. Don’t make exclusive dealing contracts. But 
if you want to work hard and make money, there is no law against it. 

hat we want you to do is compete. Now you go out and give the 
consumer the best deal you can give him. 

Senator Carroty. You have studied this and can speak for the Com- 
“re ha you deny there is this tremendous concentration of 
industry ¢ 

Mr. Gwynne. I don’t deny it. 

Senator Carrot. Do you deny that there are pricing practices 
that are at least fixed? If you can’t prove conspiracy, there is a 
parallel. That is certainly ample evidence that you could move into 
the field to determine whether the pricing practice is fair or unfair. 

Mr. Gwynne. Of course, in many industries you will find a certain 
uniformity of pricing. It might be the result of competition. It is 
the attempt of one fellow to meet a price that somebody else has 
made. And he puts his goods at that price to meet it. The uniformity 
is brought about partly by the fact that we are all being made more 
or less uniform. e are being standardized. There isn’t much room 

for the individual any more. 
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Senator Carrouu. There isn’t much room for the small businessman, 

Mr. Gwynne. That’s right. The three big giants, Senator, big 
business, big labor unions, big government contend among themselves, 
and the small man is the fall guy for all of it. 

Senator Carrotu. Therefore don’t you think that the Congress is 
entitled to have the agency which it created move in and look into 
this question of unfair pricing practices, and also look into the question 
of profits? 

Mr. Gwynne. Well, we have been doing that. In almost any in- 
vestigation we make in the field, we know something about the profits. 
That is incidental, however, quite often to our main investigation. 

Senator Carrotu. The O’Mahoney bill is not a punitive bill. I 
think you make a very good point about this thing when you say that 
the price must not be subsequent. You can’t roll back prices after 
they are started. 

Mr. Gwynne. It is pretty hard. 

Senator Carrot. This is a bill to hold this process in abeyance 
until we can make a determination. Would it be difficult to do this? 
Suppose there were a price increase in steel. Would it be difficult for 
the Federal Trade Commission, operating under this bill, to hold a 
hearing and to make a recommendation ? 

Mr. Gwynne. Oh, we could do it, of course, it would take time. 

Senator Carrotu. Of course, it would take time. 

Mr. Gwynne. It would take a great deal of time. 

Senator Carrotu. But would it be anything foreign to the act 
itself for the Commission with its economists and its staff to say what 
are the facts? 

Mr. Gwynne. We can do it and we do do it. We have done it 
recently in antibiotics. 

Senator Carrotut. And the Federal Trade Commission could have 
access to the costs of the industry which this committee does not have! 
You could find out. y 

Mr. Gwynne. That is very true. We have very broad powers in 
that respect. 

Senator Carrotu. Don’t you think that that might be helpful to 
the public, to know what these facts are, and say what the profits are 
under the circumstances, that these are the facts as to whether or not 
they make a recommendation, either to the President or to the Con- 
gress, as to whether or not in the Commission’s opinion the price 
increase is justifiable, under existing economic conditions? 

Mr. Gwynne. Senator, if we had a large budget and an unlimited 
number of people it would be an interesting thing to do and I would 
like to do it. 

Senator Carrotu. That is what I want to hear. In other words, 
if you had the staff, if you had the machinery, the Federal Trade 
Commission might begin to move into this field and take a look at it. 
You can perform a very valuable function here. You are supposed 
to have one of the most competent staffs in Government in this field. 

Mr. Gwynne. That is correct. 

Senator Carrott. The consumer has an interest in this field too. 
There is a public interest involved in this field. 

Mr. Gwynne. Senator, I think we will get more for our money, 


not by having hearings, as you mentioned, but by trying lawsuits, | 


by moving in on the people we now know are violating the law. 
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Senator Carroiu. I can only say, as a lawyer, that I appreciate 
the difficulty of these cases. I know how hard you and the Depart- 
ment of Justice have worked. But the record shows that nothing 
very much has been done to stop the concentration of economic power 
and to stop the upward spiral of prices nor to stop profits which 
some people think are exorbitant. 

I think perhaps we could use the policy of having an agency func- 
tioning for the Government in this respect. If there is this labor 
monopoly you talk about, if this power is being abused, if there is 
a control of Government spending, this is another power. But it 
seems to me that you people have a power that you have not been 
exercising, and it may be because you do not have the staff and you 
do not have the money. 

Senator Kerauver. We are anxious to finish up shortly because I 
know you gentlemen have to go, and the Senate is in session. 

There is one matter I did want to ask about, Judge Gwynne, before 
you leave. You said that identical bidding may be evidence of con- 
spiracy. Let me say also there has been a great deal of interest in 
the TVA making public identical bids in certain lines in industry. 
In your compliance order in cement you keep a record of all of this. 
Would there be any objection to making public two memorandums 
on identical bids, written by J. W. Adams and Dr. Simon Whitney ? 
We have some information about these memorandums. 

Mr. Gwynne. I see. That is it is memorandums that have been 
gathered by the economists in connection with these? 

Senator Keravuver. Yes. 

Mr. Gwynne. That would be a matter, Senator, that I would be 
glad to take up with the Commission. 

Senator Keravuver. We would appreciate it if you would. 

Mr, Gwynne. I am reminded of the fact that these matters are 
now pending. The Commission has authority to release, to make 
public certain matters. We would have to consider the possible 
effect it might have on the matters we are now engaged in. 

Senator Kmrauver. As I remember it these were prepared several 

ears ago. They are reports by economists, Dr. Adams and Dr. 

itney. 

Mr. , I would suggest, Senator, Ne don’t you write me 
a letter setting out what you want, and I would be glad to take up 
with the staff and with the Commission. 

Senator Kerauver. You have already submitted it to us. We have 
it. 

Mr. Gwynne. Oh, you have it? 

Senator Kerauver. You know what we have. 

Mr. Gwynne. But I still do not know exactly what you would 
like to have in the record. Would you let me know about that? 

Senator Keravuver. We will write you a letter and we would appre- 
ciate your taking up the matter. 

Mr. Gwynne. And this was some time ago you say ? 

Senator Kerauver. These memorandums relate to material several 
years ago. As I remember, they are 3 or 4 years old. They deal 
with this matter of identical bids. 

If you will take that up, we will write you a letter. 

Mr. Gwynne. Yes, if. you will call attention so we can determine 
whether or not they are mixed up with our present operations. 
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_ Senator Keravuver. I think it would be a matter of great public | 
interest. There is a great deal of interest in these identical bids 
and these memorandums deal with them. 

We are pleased to have the other members of the Commission come 
here, Commissioner Kern, Governor Anderson, and Commissioner 
Tait, so I am going to call on each of you for any brief statement 
you wish to make before we recess. 

; iam Kern, do you wish to add anything to the discus- 
sion 

Mr. Kern. Senator, with respect to the particular bill involved, it 
is my nen as it is all of us that it is legislation which is directed 
toward a very important area. But I don’t believe and I don’t 
think my colleagues believe that it will be very productive with 
respect to its accomplishment. 

recognize very thoroughly the problem with respect to sticky 
prices in these senenniiatah industries, and I think it is a problem 
that this committee has made a remarkable contribution to in con- 
nection with the hearings which it has held. | 

I do feel that this bill is not punitive. It only seeks to throw pub- 
licity, the white light of publicity in connection with this problem. 

I don’t feel that our agency, which is fundamentally an enforce- 
ment agency, is perhaps the most effective vehicle for doing that. 

This committee or some let us say permanent oversight committee 
of the Congress dedicated to continuous surveillance of these indus- 
tries as to both their policies and their practices, including but not 
limited to their pricing practices, I think that that would, that such 
a committee throwing such a white light of publicity would perhaps 
have some benefit on the problem. 

It is a problem I don’t feel that your committee with all its study 
has come to the point of wishing to adopt punitive legislation. And 
I take it by that you mean price control legislation, because let’s get 
down to it, Senator. That is where this may eventually lead. 

Senator Carroll talks about excessive profits within these industries. 
That may be leading down the same road of some type of regulation 
with teeth in it with respect to a limitation of these profits if they are 
so excessive and it is so found. 

But it is my feeling that our agency can best serve this problem by 
a vigorous and even more vigorous effort to keep competition fair, 
free, open and keep prices competitive. We can do so; traditionally 
and historically we have done so in connection with the congressional 
mandate in enforcing the Robinson-Patman Act, the Clayton Act, the 
Clayton Act with respect to mergers. I feel that Senator Carroll cer- 
tainly has struck a responsive cord in my heart when I say it is almost 
absurd to have a corporal’s guard of some 700 employees and much less 
of a technical staff, for a good many of those are clerks, to cover the | 
whole economy of the United States as it has grown, as the Senator 
pointed out. I feel that too often both parties do not appreciate this 
fact—and this is not a partisan matter, it should not be a partisan 
matter. I think one of the best speeches directed towards this prob- 
lem that I have ever read was made by the Honorable Mr. Bowles in 
the House last February of this year on this problem of inflation. 

He pointed out—— 

Senator Krravuver. Is that Congressman Chester Bowles you are | 
referring to? 
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Mr. Kern. Chester Bowles of Connecticut, sir, who was the former 
head of the Office of Price Administration and I think probably one of 
the most informed minds in the country with respect to this problem. 

Senator Kerauver. Commissioner Kern, as I understand your view 
then, you think that publicity about proposed prices might be benefi- 
cial on some restricted basis, but you don’t think the Federal Trade 
Commission is set up, nor does it have the staff, to handle the problem. 

Mr. Kern. I think that is basically my position. 

Senator Keravuver. So that in principle, as I understand it, you 
think publicly on a very limited basis might have some merit. 

Mr. Kern. I am even suggesting perhaps more publicity, not in a 
lower echelon of the Government agency, but perhaps a continuing 
committee of the Congress for that purpose. 

Senator Kerauver. You are trying to get us here in the Senate to 
work harder. 

Mr. Kern. No. I am saying to you the obvious truthful statement 
that I feel that the publicity which comes from the Hill is much more 
efficacious. 

Senator Carrotu. Mr. Chairman, may I ask in view of the fact that 
the Commissioner used my name here, why would the publicity be 
helpful? Publicity about what? 

Mr. Kern. As I understand it, that is the objective of the bill. The 
Senator from Wyoming spoke to that very factor, that that was one 
of the major objectives. 

Senator Carrott. But Commissioner Kern, publicity about what? 
Publicity about price increases? Publicity about inordinate profits 
that render the price increases unjustifiable? This is the purpose of 
this bill. This is the function of this committee, not only to talk 
about mergers and to talk about monopoly, but the reason why we 
want competition. The reason for competition is because in itself it 
will regulate prices and by the regulation of prices it will help the 
consumer and hold down inordinate profits. 

Would you not agree with that viewpoint? 

Mr. Kern. Senator, I basically feel that the preservation, the exist- 
ence, the increasing vigor of competition in our free enterprise economy 
is the thing which should keep excessive profits down. 

I feel that the basic acts which the Commission administers go a 
long way toward making competition more vigorous and preserving 
competition. And so I am saying in my judgment the best thing in 
order to accomplish what we all want accomplished, and there is cer- 
tainly no difference in that respect, Senator, between us, I feel that if 
we can be given the opportunity to do a tenfold more vigorous job 

perhaps than we are doing now, I think that you would see remark- 
able strides made in that direction that we are all looking for. 

Senator Carrott. I think you understand my position. I think 
you ought to have more money. I think you ought to have a greater 
staff. But I think when the Congress ell upon you for an opinion 
as to a price increase, you ought to be able to be in the position to 
—— these are facts and this is what we find in our economy. 

he President has his Council of Economic Advisers. The Con- 
gress is entitled to get information from its agency too. The Fed- 
eral Trade Commission, no matter what you may think as to it being 
an independent body, it was created by the Congress to do things and 
to furnish us information. 
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Mr. Kern. There again there is no difference between us in connec- 
tion with that premise. I fully recognize that, sir, and I assure you 
that not only will I bend my own individual efforts in satisfying the 
directives of the Congress, but I am sure all my colleagues will to 
the best of our ability, sir. ne 

Senator Kerauver. We thank you very much, Commissioner Kern, 
for your contribution. We know that you are aware of the problem 
and that you are anxious to do something about it. 

Governor Anderson, we would be delighted to hear from you. 

Mr. Anperson. Mr. Chairman, like the other members of the Com- 
mission, I too applaud the efforts that are being made to battle and 
attack inflation. As a member of the Federal Trade Commission for 
a period of about 314 years, I have gained an appreciation of the 
value of competition and the need for the protection of competition. 
I concur with the Commissioners who have preceded me in saying 
that the protection of competition and the presence of competition in 
our industry is the most important thing that we have in these United 
States insofar as keeping our country going is concerned. __ 

And so I believe that then if the Commission is in a position to 
protect this competition, to keep it active, to keep it virile, that that 
is the greatest contribution that the Federal Trade Commission can 
make. 

I believe that competition, actual workable competition, will pre- 
vent some of these inordinate profits that Senator Carroll has spoken 
of and some of the things that you have cautioned against. If the 
Commission is given the powers to actually exercise to the very limits 
of its powers by means of personnel, by means of greater appropria- 
tion, I think that that would be the great contribution of the Federal 
Trade Commission. 

Inflation has many facets as we view it. We have heard today that 
spending and the powers of other groups that we have nothing to do 
with may have something to do with bringing about inflation. But 
from our corner, from where we sit, it appears to us that the most im- 
ee thing is to keep this competition alive and virile, and if we 
do that, we will have gone a long way in contributing our share to- 
ward fighting inflation. And so I elect to stand on the statement that 
has been submitted here by Judge Gwynne and as the fellow said in the 
affidavit, “further deponent sayeth not.” 

Senator Krravver. Governor Anderson, do you think the general 
idea of publicity on price increases, assuming that the burden would 
not be put on the Federal Trade Commission, has any merit? 

Mr. Anverson. Senator, profits are sometimes like secrets in the 
lives of people. Others would like to see them and know about them. 
I imagine if publicity was given to the effect that the Kefauver and 
Carroll Manufacturing Co. had a profit of 110 percent, that it might 
have some kind of an effect. I don’t doubt that. But as to whether 
or not that alone would bring about that, I don’t know. 

T am not so sure, because these statements of these industrial giants 
are printed and the various publications, the Wall Street Journal and 
Dun’s, and others, they more or less say that for this year this cor- 
poration made such and such profit. 

A lot of that is in the news, isn’t it? 
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Senator Kerauver. That isnews, and I want tosay I am a believer 
in profits. But if you know of any corporations that Senator Car- 
roll and I have formed, with a profit of 110 percent, I wish you would 
let us know. ; a 

Senator Carroiu. This is not a question solely of profits. This is a 
case where profits are being maintained and increased in an industry 
whose operating capacity has been reduced. The President of the 
United States calls upon both labor and management to exercise 
discretion and caution. ; 

This is what we used to call jawbone enforcement. This can be- 
come the function of the Federal Trade Commission, to reveal what 
the profits are. uli 

I am not trying to destroy the profit system at all. The question is 
excessive profits, in considering the rate of operation in certain 
industries. 

Now I put a hypothetical question, Mr. Chairman, and then I am 
through. Let us assume that the O’Mahoney bill passed, and let us 
assume that within a 30-day period there would be an increase in the 

rice of steel. And let us assume that before that price increase came 
into operation, this law was operative. Then, following the suggestion 
of Judge Gwynne, that it would be held in abeyance for 30 days to give 
the Federal Trade Commission an opportunity to move in and make a 
report to the President of the United States and to the Congress. 
Our subcommittee has been studying the steel industry for a long time. 
You have made studies; you have a staff. Could you make such an 
investigation? Could you make such a finding? Would there be 
anything wrong in making a finding of economic conditions—what 
brought this about, what the profits are and what the costs are and 
whether under the circumstances, following the law, this could be 
determined to be an unfair practice? What would be wrong with that 
procedure? 

Of course, the companies will raise prices anyway, there is no way 
we can stop them, ender S. 215. But is the public entitled to this in- 
formation from an agency of the Government and an arm of the 
nn That is the question I put to you. 

r. Anprrson. Senator Carroll, suppose that you had put the 

brakes on before your last observation, and that was that the costs 
were this, the profits were this and the public was advised as to the 
amount. But then when you go one step further and say that this is 
an inordinate profit, does that put the Cincatcatiii in the position of 
having to judge what profits are inordinate and what are rightful 
and proper? 
_ Senator Carrot. The Commission is not the judge, and I think that 
is where you have misconceived your function. You are a factfinding 
agency under this bill, and you are reporting to the President and you 
could report to the Congress. 

Let me give you an example, a public utility, American Telephone 
& Telegraph, which is a clear monopoly. We find that its profits are 
8.1 percent, based on net worth. Here are some other figures: General 
Motors, 17.2 percent ; Standard of New Jersey, 14 percent; Ford Motor 
Co., 13 percent; U.S. Steel, 14 percent; General Electric, 20 percent. 
ese figures are based on net worth and are after taxes. 
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What I am trying to do is to get this thing into focus. aan we 
ought to increase the salaries of your staff so that we can get the best 
economists in the country. This is no reflection on those that are with 
the Federal Trade Commission now. But draw them into the Federal 
Trade Commission, make it a real factfinding agency protecting the 
public interest and the consumer and not doing damage to any cor- 
poration that operates for a profit. 

As we look at this, the profits are distorted. We talk about concen- 
trated industries; the greater the concentration, the greater the 
distortion. 

How to bring this about? This is again public enforcement. No- 
body wants price controls. Some of us that have had this experience 
through the war years know that we have to have the war enthusiasm 
to sustain such controls in our type of economy. But the question is, 
how do you bring commonsense into the relationships of labor and the 
great corporations in our country, in the biggest businesses of all, when 
these inflated prices are eating us up? 

These are some of the questions I pose. Think about them. You 
don’t have to answer. I put the hypothetical question because this 
to me is implicit in the O’Mahoney Pill, and I don’t know whether 
the bill is workable or not, to be frank with you. But this is the 
reason for the bill. 

Senator Kerauver. Do you wish tocomment any further, Governor? 

Mr. Anverson. No, except to say that having been in State govern- 
ment for quite some time, we know how profits are more or less 
determined there. So that in meeting arguments of confiscatory rates 
and so on, that usually a public utility commission grants them a price, 
some one takes an appeal and then the court ultimately says that this 
is deemed to be a fair return. 

I think that the Senator has made a very interesting observation. 

Senator Krerauver. Commissioner Tait, you have been very patient 
here all morning. As the junior member of the Commission, do you 
wish to add any words of wisdom ? 

Mr. Tarr. Senator, there is very little I could add to what has 
already been said, except to express to the committee my thought that 
when [I first saw this bill, it reminded me a great deal of the Securities 
Act of 1933, and to some extent the Securities and Exchange Act of 
1934, both acts being administered by the Securities and Exchange 
Commission, and being based on a philosophy of disclosure. 

I thought in my mind what are the comparabilities, what are the 
differences between S. 215 and the two Securities Acts I just 
mentioned ? 

There are in my opinion substantial differences in the problem in- 
volved here. Under the Securities Act, as you gentlemen know, 
before a corporation issues securities to the public, it files a registration 
statement with the Commission, in which it discloses what the Con- 
gress and the Commission have determined an investor is entitled to 
know this before he invests his money in that corporation. This 
problem under S. 215 strikes me as being slightly different. Here 
you have publicity which is disseminated to the whole public, not to 
= particularly interested purchaser of stock but to the public at 
arge. 
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And Senator Carroll, I thought, made a very acute observation 
when he said that he didn’t know whether this bill will work or not. 
Of course, we are in the same position as the Senator. It strikes me, 
however, that on balance I doubt very much that it would. And it 
might depend on this factor. If under the bill, however Congress 
should finally enact it, if the Commission has jurisdiction over a large 
number of companies so that there is a possibility that we might 
have at any one time anywhere from 100 to 1,000 proceedings going, 
then I think the publicity value of this bill is lost. 

At that time f think you have so many proceedings going on that 
your American public is immune to this disclosure. If the Commis- 
sion should have a few proceedings, greater attention is directed to 
the proceedings going on at that time. 

I, of course, am in agreement with the basic statement as presented 
by Judge Gwynne. It was the unanimous view of all the Commis- 
sioners and I don’t think there is anything more I could add now. 

Senator Krerauver. You think that in any event there would be a 
better chance of the bill working if it were limited to just a few 
concentrated industries? 

Mr. Tarr. No question in my mind. 

Senator Kerauver. Senator Carroll; do you wish to ask any further 
questions ? 

Senator Carrotu. Mr. Chairman, before we close this hearing, I 
came in this morning at a time that there was offered in evidence a 
statistical critique of Mr. Havas’ letter by Mr. Whitney. I ask 
unanimous consent that Mr, Havas be given an opportunity to read 
this critique and to put his own observations at the point in the record 
following this critique by Mr. Whitney. I think he ought to be given 
achance to answer. It would be very helpful. 

Senator Kerauver. Without objection it will be so ordered. 

(The reply by Dr. Havas referred to may be found on p. 5800.) 

Senator Carroiy. There is one observation I wish to make. Of 
course, on that provision of the SEC for disclosure, there are sanc- 
tions provided. 

Mr. Tarr. That is correct, sir. 

Senator Carro.u. In this bill there are no such questions. This is 
just a question of jawbone policy. And I agree with you. If this 
became so confused, exercised throughout a wide area, it would lose 
the effect of jawbone enforcement. So I think that really this bill 
should be confined, as you have indicated to a few basic industries. 
At the beginning, somewhere along the line, we have to reach into this 
field. I think you are all thinking along that line, but I would like 
to have you also think of this provision. 

I call to your attention this question of unfair practices. I under- 
stand this will be difficult—what we mean by it, what is unfair. 

Mr. Chairman, I am very thankful that the Commissioners came 
this morning. I have had a chance to renew my acquaintance with 
Judge Gwynne. I am sorry he is going to leave us. I hope to get to 
know these other Commissioners better because I will be trying to 
ascertain more information about the Administrative Procedure Act 
and your functions under it in the months ahead. 

Senator Kerauver. Thank you, Senator. 


35621—59—pt. 11——--36 
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As chairman of this committee I want to thank Senator Carroll 
for the great study he has made of this problem, as well as for the 
contribution he has made here this morning in bringing out many of 
the points in which there has been a great deal of interest. 

I wish that we had time and you gentlemen had time for other 
questions from members of the staff, but if they will limit their ques- 
tions, we will go down the line. 

Mr. Dixon, do you have any questions? 

Mr. Drxon. Only one, Mr. Chairman. As I understood it, one of 
the reasons that Senator O’Mahoney introduced this measure was his 
concern for the increased concentration which is taking place in our 
economy. 

I understood Judge Gwynne to state that he was concerned about 
concentration, that if we could do something about it we could make 
a great step toward stopping these high prices. 

{r. Chairman, recently there appeared before this subcommittee 
the chief economist of the Federal Trade Commission, Mr. Whitney. 
He is present this morning. I had a colloquy with Mr. Whitney at 
that time and I want to read it. 

IT asked Mr. Whitney : 


Do you desire us to have a competitive society ? 
He said, “Yes.” Isaid to him, 

You want it to continue? 

He said “Yes”. I said: 

You don’t want it to disappear?” 

He said, “No”. Isaid: 


What are we going to do about it? Do you have any solution you can offer 
us?” 


He said: 
Do you feel it is disappearing? 
I said: 


I think it definitely is tending in the direction of more and more concentra- 
tion, and the problems that flow from concentration are very frightening to me. 


He asked me this question, Mr. Chairman : 
What is your source for believing that it is tending to more concentration? 
I replied: 


The subcommittee issued a report on concentration in American industry. 
This was prepared by the Census Bureau from the most recent Census of 
Mariufactures. It indicated that there was a trend toward concentration in 
our major industries. 


Mr. Whitney said: 
I can see none in that report. 


I think we ought to find out if the members of the Commission, sir, 
agree with Mr. Whitney or whether they disagree with Mr. Whitney. 
Senator Keravuver. Does anybody want to comment? 


Mr. Kern. I stated it was a problem, a vital problem, a growing: 


problem. It is one we have attempted to deal with to the best of our 
resources under section 7. But the answer I think to your question 
as far as I personally am concerned, I disagree with him. 
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Senator Kerauver. Maybe Mr. Whitney didn’t mean exactly what 
this indicates. Maybe we should give him an opportunity of clarify- 
ing his statement. 

r. Drxon. This was the report prepared by the Census Bureau 
from their Census of Manufactures in 1954. It has been made 
public. People have commented on it. But Mr. Whitney left me 
with the definite impression from the colloquy we had and from what 
he stated about this report, Mr. Chairman, that he did not think that 
we had a problem of increasing concentration. 

Senator Kerauver. Mr. Whitney, do you stand by this or do you 
want to make any explanation ? 

Mr. Wurrney. I feel the report. shows the degree of concentration 
in American manufacturing. I had not felt that the report showed 
a significant increase between 1947 and 1954. I intended to comment 
purely on the trend. An expert of the Census Bureau has shown 
that the increase was an average of about 36 percent in the hands 
of the four largest corporations in all the industries, to an average of 
about 37 percent. That increase occurred in those 7 years. That 
would be about my concept of the degree to which concentration 
increased in manufacturing from 1947 to 1954. 

Senator Keravuver. You have a table there showing what the com- 
putations are. 

On what page is that ? 

Mr. Drxon. On page 11, tables 1, 2, and 3 of this report on “Con- 
centration in American Industry.” It shows, table 1 is headed. “Share 
of total value added by manufacture accounted for by largest manu- 
facturing companies in 1954 compared with shares accounted for by 
largest companies in 1947.” For the largest 50 companies, the per- 
centage of value added by manufacture in 1947 was 17 percent, and 
the percentage of value added by manufacture in 1954, was 23 percent. 
Skipping down to the largest 200 companies, the percentage of value 
added by manufacture in 1947 was 30 percent, and the percenta 
of value added by manufacture in 1954 was 37 percent. Very clearly 
those tables indicate appreximately a 7 percentage point increase in 
concentration. 

Senator Keravuver. Let’s make those three tables part of the record 
at this point. 

(The tables referred to follow :) 


[From “Concentration in American Industry,’’ oe he the Subcommittee on Antitrust and Monopoly 
, Pp. 


Taste 1—Share of total value added by manufacture accounted for by largest 
manufacturing companies in 1954 compared with share accounted for by largest 
companies in 1947 


Percent of Percent of 
Company rankings in respective year value added | value added 
by manufac- | by manufac- 

ture in 1954 | ture in 1947 





Seah CN UN i. ois oo 55a choses lel ee Bees 23 17 
ESS ER BOISE RELI OIE TS SETS 30 23 
Largest 150 companies...........--------- ba patodiedenaoteandeeidedaneed ones 34 27 
SPU SO CONG aires bp ile Ec cede leben du 56> smsseween dade luda 37 30 
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TasL_e 2.—Share of total value added by manufacture accounted for by largest 
manufacturing companies in 1954 compared with share accounted for by identi- 
cal companies in 1947 





Percent of Percent of 

Company rankings in 1954 value added | value added 
by manufac- | by manufac- 

ture in 1954 | ture in 1947 





ee OINIINS. . ; so cnn ccenesunednbeeninanestutendieediainiakd Neeaeh 23 16 
SING SOO CUI oo coc cnconncccbusdbatussidcuedenegudaladuedaee soi iaviade 30 21 





Taste 3.—Share of total value added by manufacture accounted for by largest 
manufacturing companies in 1947 compared with share accounted for by iden- 
tical companies in 1954 


Percent of Percent of 

Company rankings in 1947 value added | value added 
by manufac- | by manufac- 

ture in 1954 | ture in 1947 


a i ie alte ec a 21 17 
ee I oc ccndicancncsnescdsnoqesese ia tinioginbananaaepanaa® 27 2 


Senator Kerauver. Does anybody else want to make any statement? 

Senator Carroiy. I think in this connection, Mr. Chairman, I would 
like to direct Mr. Whitney’s attention and the other Commissioners’ 
attention to some very important remarks of Judge Gwynne as to 
what is happening in the farm and the business life of America. 
Small business is being squeezed out. I have in mind in my own area 
in Colorado where a certain company moved in and bought up a 
grocery chain. They are moving into the cattle market, into the feed- 
ing market. They are getting greater and greater control of outlets 
of foodstuffs. 

I don’t know whether the Federal Trade Commission is in this 
field, but I believe they are. I think the Commission is investigating 
this particular field. It is very important. 

Now with reference to labor monopoly, let me give you another 
illustration that does not concern your agency but another agency. 
It concerns a small strike, I say to Judge Gwynne, intrastate. As a 
result of that the management said a strike against one is a strike 
against all. There was a lockout in 11 Western States estimated to. 
cost the shippers $100 million, which is bound to be reflected, of 
course, in the price structure of the whole area, and in the losses 
again of small business, 

So we have some big problems and I hope the members of this 
Commission don’t give this legislation a narrow construction. 
Broaden your vision and your horizons and move into this field. And 
if you need more money, if you will implement your staff and move 
into this field, this is the way I think you can achieve a real public 
service. 

Or, as Senator Kefauver has said—I don’t know whether he ex- 
presses it much any more—if you people don’t do it, we may have to 
get a new Cabinet officer to serve in the consumer interest. 

I think you have a greater problem than just to look at certain 
businesses. But that is what is happening to the consumer and there 
is @ price squeeze that small business is caught in. 
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That is all I have to say, Mr. Chairman, except the more I hear of 
it, I think that I like your idea of a Cabinet officer to represent the 
consumers. 

Senator Krravuver. We will work at that, Senator Carroll. I am 
glad you are a cosponsor of that bill. 

Dr. Whitney, Leonard Wopdcock of the VAW, who testified before 
us, presented a table showing increasing concentration in the 30 larg- 
est companies over the past 10 years, which I think might be very 
true here. 

The testimony we have had here, and I think the expressions of 
most. of the members of the Federal Trade Commission, including 
Chairman Gwynne, indicate there is an increase in concentration in 
the last few years of an alarming nature, or at least of a nature to 
cause considerable concern. 

That is my opinion of the overall testimony that we have had. 

Mr. Wurirtney. Mr. Senator, one should remember in noticing the 
increased percentage that the 50 largest corporations have in total 
manufacturing, that they operate in industries which have grown 
tremendously as industries since before the war. None of those 50 
largest corporations are in textiles, leather and those other declining 
industries. 

They are in industries like aircraft, electrical equipment, ma- 
chinery or metals, toward which the demand of the public, the govern- 
ments of the world and the people, have turned, as contrasted to 
leather and textiles, since the war. 

For example, a nice large piece of that growth of these 50 largest 
companies is due to the growth of the biggest aircraft companies. 

In 1947 their value added was almost nonexistent. In 1954 it was 
tremendous. That alone, accounts for maybe a point in the 7 point 
increase of the 50 companies. 

One must watch the statistical problems in analyzing the figures that 
have been quoted here. 

Senator Kerauver. Of course we had aircraft companies increase 
in the last 10 years. But I want to say, Dr. Whitney, frankly I don’t 
think we are going to get far if in combating obvious concentration, 
obvious identity of pelea, obvious inflation, if we just take the happy 
position that no concentration has been going on and that everything is 
all right, which I am afraid is what you have said here. 

Mr. McHugh? 

Mr. McHucu. No questions, Senator. 

Senator Krravver. Mr. Peck? ? 

Mr. Peck. Just one question, sir. 

Judge Gwynne, this morning we have heard about the possibility 
of starting a procedure such as is contemplated under Senate 215. I 
think it is generally assumed that the Federal Trade Commission is 
probably the best agency to administer this procedure. 

Now, sir, we have also heard about the burden which would be 
age upon_you and the possible need for increased appropriation. 

ou stated I believe, sir, that your current appropriation is in the 
Cia of $6.5 million ? 

r.Gwynne. $6.5 million. 

Mr. Pec. In light of that I would like to ask this question: Would 

you hazard a guess as to how much money the administration of this 
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procedure by the Federal Trade Commission would cost you annually? 

Mr. Gwynne. It would be only a guess. 

Mr. Peck. I realize that, sir, yes. 

Mr. Gwynne. But I think, however, that based on investigations 
we have made in much more limited areas, that the expense would 
be great. . 

Mr. Tarr. Mr. Chairman, if I may add something, wouldn’t it 
depend on the final bill as written by the committee, whether we are 
to determine lines of commerce or whether we are to use possibly a 
four or five digit number under your standard industrial classification? 

Senator Krravver. Yes. 

Mr. Tarr. Also it would depend to some extent on the economy and 
whether we are in an inflationary or deflationary period at the par- 
ticular moment. 

Mr. Gwynne. I think that is an excellent statement Mr. Tait has 
just made. 

Mr. Pecr. I would like to contemplate the procedure suggested 
by the bill as it now stands, because we don’t know what other form 
it might take. 

Mr. Anperson. I would like to venture this guess. It would prob- 
ably be in the vicinity of $2 million. 

Mr. Peck. $2 million? In addition to what you are now spending? 

Mr. Anperson. Yes. 

Mr, Peck. Thank you very much, Mr. Chairman. 

Senator Keravver. Mr. Kittrie? 

Mr. Krrrrre. Just one question, Mr. Chairman. Recently I have 
been looking in the mail which was received in Senator Wiley’s office 
on this proposed legislation. I notice from the mail that there were 
many inquiries from small industrial plants, from manufacturers 
of agricultural machinery, from farmer cooperatives and so on, all 
showing great concern as to what, will happen if this bill is enacted, 
all feeling very strongly that the effect of the bill will be not only on 
the major companies that come under it but upon all other companies, 
too. Their reasoning was essentially this, that nobody will dare do 
anything or nobody will dare raise any prices until they find out 
whether the major corporations can do it. 

In light of all these comments, I would like to direct this question 
to Chairman Gwynne. It is possible that this bill will temporarily 
stop prices from going up. But will it really encourage competi- 
tion? Will it stop the practices of price leadership and, let’s say, 
the practice of administered prices? What I really would like to 
know is this: Would this bill provide anything more than a remedy 
for the superficial symptoms of a disease rather than provide an 
answer for the disease if it really exists? 

Mr. Gwynne. That is about the view I was trying to get across 
here, that you must attack the real causes, and the great cause in 
the industrial area is concentration, I think. 

Therefore, it should be fought vigorously. Now as to whether or 
not this would affect these small people who make these inquiries, 
the bill, as presently written, might reach down to them on account 
of that line of commerce provision. 

They might become involved in it in one way or another. Of 
course, there is a $10 million limitation you know. However, if the 
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bill is redrafted in accordance with the suggestions I have heard 
here to confine it to highly concentrated industries, I doubt if they 
would be too much affected except in a sort of a general way you 
might say from the price adjustments. 
enator Krrauver. Gentlemen, we thank you very much for com- 
ing and being with us and for your suggestions. Judge Gwynne, 
I don’t know if we will have you up here again before you leave the 
Federal Trade Commission. I want to say personally that I hate 
to see you leave Government. I know you to be one of the finest 
entlemen I have ever had the privilege of being associated with. 

e might sometimes disagree on ideas or principles, but in my serv- 
ice with you both in the House and during the time you have been 
in the executive branch, we have had very pleasant relationships. 

We wish you the best of luck in private life and I hope that you 
will allow us to keep in contact with you and that we may continue 
to have the benefit of your advice and counsel. 

Mr. Gwynne. Thank you very much, Senator. I will certainly 
keep my interest in this and will be watching your work with a great 
deal of interest. I want to say too, Senator, I have had the good 
fortune of being associated rather closely with you, particularly in 
this antitrust field. 

I have said on many occasions and would like to say it again, that 
when you got the merger act amended in 1950, you did the country 
a great service. It has always been a matter of regret to me that 
it was not done sooner. 

I have always enjoyed my association with you and wish the best 
of everything for you. 

Senator Kerauver. Thank you very much. We will end on that 
happy note with the warning that even when you get back out to 
Iowa, we may call you back here again some day. 

Mr. Gwynne. Thank you. 

6 — Keravuver. We stand in recess subject to the call of the 
air. 

(Whereupon, at 1 p.m. the hearing was adjourned. ) 








APPENDIX 


TABULATION OF CORRESPONDENCE ON S. 215 
JULY 6, 1959. 
Re Correspondence on §. 215. 
Memorandum to: Estes Kefauver. 
From: Paul Rand Dixon. 


In accordance with your instructions, the large number of letters that have 
been received by the subcommittee in opposition to 8. 215 have been examined by 
the staff. Those that requested that their views be printed have been made a 
part of the printed proceedings, in accordance with your instructions. In fur- 
ther accordance with your instructions, a listing has been made of the other 
letters received in opposition to S. 215 and such listing is attached hereto for 
inclusion in the printed record. The letters themselves have been made a part 
of the official files of the subcommittee. 


(Correspondence requesting inclusion in record may be found be- 
ginning on p. v.) 

(Listing of additional correspondence may be found beginning on 
p. 6019.) 


FTC LETTER 


FEDERAL TRADE COMMISSION, 
Washington, May 5, 1959. 
Hon. Estes KEFAvvVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


Deak Mr. CHAIRMAN: On May 1, 1959, during the hearings on S. 215, I was 
requested to furnish information as to the fiscal year 1960 budget request by the 
Federal Trade Commission to the Bureau of the Budget, the amount allowed by 
that Bureau, and the action on the request taken in the House of 
Representatives. 

The Commission’s request to the Bureau of the Budget was for $7,185,000. 
The Bureau of the Budget allowed $6,975,000. The House of Representatives 
has not as yet passed on the matter. 

The $6,975,000 figure represents a $460,000 increase over our fiscal year 1959 
appropriation, after the latter has been augmented by a $540,000 supplemental 
appropriation to cover the 1959 pay raise. Of the $460,000, approximately $335,- 
000 would be spent to counter an overload in casework, with the funds allocated 
principally to the Bureaus of Investigation and Litigation. This would be the 
initial phase of a planned buildup over a 3-year period of the capacity of the 
Commission to carry the workload as it progresses from investigation to litiga- 
tion to appeal to compliance. The remaining amount would be allocated to the 
administration of the recently enacted Textile Fiber Products Identification Act 
and to the Divisions of Trade Practice Conferences and Small Business. 

It may also be of interest to your subcommittee to note that for the period 
fiscal year 1946 through fiscal year 1959, excluding the $540,000 supplemental 
appropriation to cover the 1959 pay raise, the Commission has requested $83,- 
2,283 of the Bureau of the Budget; that Bureau has allowed $63,935,900; and 
Congress has appropriated $57,917,803. 

Sincerely yours, 
Bart W. KInTNER, General Counsel. 
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Starr MEemMos 
Aprit, 21, 1959. 


Memorandum to: Paul Rand Dixon, counsel and staff director. 

From: John M. Blair, chief economist. 

Subject: Report of the Bureau of Labor Statistics on Indexes of Output Per 
Man-Hour in Industry, 1919-58. 


On April 16, 1959 the Bureau of Labor Statistics issued a report, Indexes of 
Output Per Man-Hour in Industry, 1919-58, bringing up to date its compilations 
of man-hour productivity for 24 industries. The last previous date on which 
these indexes had been publicly issued was October 1957. 

On February 24, 1959, just 2 months prior to the issuance of its latest report, 
the BLS had furnished to this subcommittee its latest compilations bringing 
these same indexes up to date as of that time. In 21 of the industries the index 
for the latest available year (usually 1957) was identical, or virtually so, in both 
the February and April compilations. Significant differences existed for only 
three industries—cement, seamless hosiery, and steel. It is with the last that 
this memorandum is primarily concerned. 

The following table compares for the basic steel industry the BLS index as of 
April 16, 1959, with three other indexes of man-hour productivity : 


Comparison of indewes of man-hour productivity in steel, 1947-58 
[1947=100) 


Hours worked 

Hours paid, 

BLS, as of 

Year Apr. 16, | BLS, asof| Based on | Based on 
1959 Feb. 24, Census A.LS.11 

1959 man-hours | man-hours 


















Operating 
rate 










1 American Iron & Steel Institute. 
3 Not available. 


Sources: 

(1) Bureau of Labor Statistics, published April 1959, 
(2) Bureau of Labor Statistics, adjusted data provided to the subcommittee in February 1959. 
(3) Production and man-hours based on Census data. 

(4) Production based on Census data and man-hours on American Iron & Steel Institute data. 
(5) Ingot production as a percent of capacity: American Iron & Steel Institute. 




















The table shows the percentage increase in man-hour productivity between 
1947 and 1957 to be significantly less according to the most recent BLS index 
(col. 1) than according to either its own February compilations or indexes 
based upon census data (col. 3) and upon AISI data (col. 4). As compared 
to an increase of 28.9 percent the three other indexes show increases of 32-33 
percent. The decrease between 1957 and 1958 shown by the most recent BLS 
compilation is 5.1 percent, which compares to a decline of only 3.2 percent in- 
dicated by the series based on AISI data—the only other index for which 1958 
data are available. 

What is the reason for the discrepancy between the showings of the April 
BLS compilation and those of the other series, which, incidentally, are in re 
markable agreement with each other? The principal answer lies in a difference 
in the concept of man-hours. The BLS April compilation for the years since 
1947 was based upon the concept of hours paid; the February series on hours 
worked. The other two series are also based on hours worked. Excluded from 
hours worked but included in hours paid are man-hours for holidays and paid 
vacations. Obviously their inclusion tends to swell the man-hour total and thus 

























1959. 


ut Per 


‘xes of 
lations 
which 


report, 
ringing 
> index 
in both 
r only 
st that 


x as of 





perating 
rate 





0. 
ata. 


between 
S index 
indexes 
mpared 
f 32-33 
nt BLS 
cent in- 
ich 1958 


e April 
e in re 
fference 
rs since 
n hours 
ed from 
nd paid 
nd thus 





ADMINISTERED PRICES 5743 


imparts a downward bias to the productivity series. Of course, if the number 
of hours paid but not worked is so small as to be insignificant (as was true before 
and during World War II and the years immediately thereafter) or if over time 
the relationship between these hours and total man-hours remains relatively 
constant, their inclusion would not give rise to any serious distortion in the 
index. In the steel industry, however, neither of these conditions obtains. Ac- 
cording to the American Iron & Steel Institute,’ pay for holidays not worked 
was nonexistent until 1952, rising from 2.4 cents per hour in that year to 5.6 cents 
in 1958. Similarly, vacation pay in terms of cost per hour rose from 1 cent in 
1940 to 6 cents in 1950 and to 19 cents in 1958. From 1953 to 1958 the aggregate 
cost of holidays not worked and vacations nearly doubled, as compared to an 
increase in pay for hours worked of 44 percent. In 1958 these two items ac- 
counted for over 7 percent of the total employment cost per hour. 

In measuring man-hour productivity the use of hours paid is conceptually im- 
proper in the context of economic theory. The series of economic questions 
which revolve around the productivity issue stem from a physical occurrence: 
the impact of mechanization upon the requirements for human labor. In quan- 
titative terms the measure of this impact is the quotient of two physical vari- 
ables—physical output and labor input. The former is usually measured in 
terms of the number of units produced (or some approximation thereof) ; the 
latter in terms of the number of units of labor input, usually man-hours. The 
use of hours paid rather than hours worked introduces into these physical 
variables a cost, or nonphysical, factor which reflects the discretionary Judgment 
of management. Owing to differences in the relative strength of organizations of 
labor and management or differences in the level of demand or other variables, 
management may elect to expand or narrow the number of hours for which it 
makes payment but which are not actually worked. The expectation would be 
that with a continuation of the present tendency of granting longer vacations 
with pay, the number of man-hours paid but not worked would tend to increase. 
Thus the downward bias in the productivity index resulting from the use of 
hours paid would become progressively greater with the passage of time. 

A measure of output per hour paid represents something of a hybrid between 
the concept of productivity and the concept of unit labor costs. Yet, by itself, 
it is not a measure of either. The report of the BLS, it should be stressed, 
is directed to the subject of productivity, not unit labor costs. Whether a given 
increase in productivity results in a decrease in unit labor costs is one of the ques- 
tions which the fact of an increase in productivity gives rise to. But the way 
to answer that queston is to compare the increase in productivity with the 
increase in hourly earnings and other wage payments including the so-called 
fringe benefits, rather than to seek a partial answer by altering the basic con- 
cept of the productivity index itself, even though the latter procedure might 
facilitate the making of comparisons with available wage data. Once this 
basic concept is changed, there is no longer available a measure of the change 
in the quantity of goods which a given quantity of labor produces, or, alterna- 
tively the change in the quantity of labor required to produce a given quantity 
of goods. Manifestly, the latter, which is formally expressed in the form of an 
index of “unit labor requirements” (and is merely the reciprocal of productiv- 
ity) cannot be used when hours paid rather than hours worked are employed, 
for then it is not the change in the labor required, but the change in the labor 
required plus that paid but not required which is shown. 

A final criticism of the April BLS report goes to the question of interindustry 
comparisons. Specifically, the three manufacturing industries for which, in the 
April report, productivity since 1947 is calculated on the basis of hours paid 
(steel, canning and preserving, and tobacco) would, other factors being equal, 
show a lesser increase in productivity than the other manufacturing indus- 
tries for which the index is based on hours worked. With the passage of time 
and the probable continuation of the trend toward the granting of paid vaca- 
tions, the apparent discrepancy between those industries whose productivity 
is measured on the basis of hours paid versus those whose productivity is based 
on hours worked would tend to increase. Decisions based on the presumption 
that actual productivity gains are greater in the former than in the latter group 
would be erroneous, with perhaps serious consequences on wage policies and 
investment decisions. 





1“Wage Trends in the Iron and Steel Industry,” April 1959. 
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May 13, 1959 
Memorandum to: Paul Rand Dixon, counsel and staff director. 
From: John M, Blair, chief economist. 


Subject: Revision of indexes in man-hour productivity in the steel industry, 


On April 21 I submitted a memorandum, “Report of the Bureau of Labor 
Statistics on Indexes of Output Per Man-Hour in Industry, 1919-1958,” in which 
I questioned the conceptual propriety of computing labor productivity on the 
basis of man-hours paid instead of man-hours worked. As part of that memo- 
randum I presented a table for the steel industry comparing the index of pro- 
ductivity, as presented by the BLS in its report of April 17, 1959, which was 
based on hours paid with three other indexes based on hours worked. The 
first of these other series was computed by the BLS itself and furnished to 
this subcommittee for its use in February 1959; the second was computed by 
the subcommittee staff, using for its production series the index derived by 
the BLS and for its man-hour series an index derived from census man-hour 
figures; the third was similar to the second except that the man-hour series 
was derived from figures published by the American Iron & Steel Institute. 

On May 6, 1959, the Bureau of Labor Statistics issued a release revising its 
productivity index for the steel industry, stating: 

“The substitution is being made because of an error in the figures for the steel 
industry for the year 1958. The error was due to the use of the figure for net 
shipments in lieu of total production of stainless steel ingots.” 

The effect of the correction in the BLS productivity index for 1958, which 
is the only year affected by the error, can be seen from the following : 


SreeL—BLS productivity index based on hours paid 
[1947= 100] 


Based on Based on 
uncorrected | Percentage corrected Percentage 
production change production change 


In the case of one of the three indexes which I presented, computed on the 
basis of hours worked, it was possible to derive a figure for 1958. This is the 
series based upon the AISI man-houredata. Inasmuch as it, like the others, 
was derived through the use of the BLS production series, the error in that 
series is of course reflected in the index number for 1958. The effect of using 
the revised production series in deriving the index number for 1958 is shown 
below. 


Stret—Productivity index based on AISI data on hours worked 
[1947= 100] 


Based on Based on 
uncorrected | Percentage corrected Percentage 
production change production change 


Hence, the combined effect of (@) making the correction for the clerical 
error in the production series and (b) using for the man-hour series the AISI 
data on hours worked is to transform what had been shown to be a 5-percent 
decline in labor productivity between 1957 and 1958 to a decrease of less than 
one-tenth of 1 percent. There can be little question but that had it not been for 
the sharp decline in the industry’s operating rate from 85 to 61 percent of 
capacity during this period, the amount of steel produced per hour of labor 
worked would have shown a significant rise between 1957 and 1958. 
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U.S. SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
May 1, 1959. 
Memorandum to: Paul Rand Dixon, general counsel and staff director. 
From: John M. Blair, chief economist. 
Subject : Historical role of economic factfinding. 


In response to your request there is presented here a brief summary of the 
historical role of economic factfinding by the Federal Trade Commission and 
the predecessor agency, the Bureau of Corporations. Of necessity the account 
is by no means complete, but merely recites some of the more important results 
attained by this type of function. 

The Bureau of Corporations of the Department of Commerce and Labor, set 
up by act of Congress approved February 14, 1903, was the direct predecessor of 
the Federal Trade Commission. The Bureau’s powers were limited to: (1) 
investigating the organization, conduct, and management of corporations and 
corporate combinations engaged in interstate and foreign commerce (except 
common carriers) ; (2) reporting such information so obtained as the President 
might direct; and (3) to gather, compile, publish, and supply useful information 
concerning corporations engaged in interstate and foreign commerce, and to 
attend to such other duties as might be subsequently provided by law.’ 

Throughout its existence the Bureau emphasized the importance of continuing 
factfinding and reporting as a factor in the regulation of interstate and foreign 
commerce. In December 1904, the Commissioner of Corporations outlined the 
effects of such study as follows: 

“In addition to the value to Congress of such information, the publication 
of facts, the dissemination of knowledge, will bring into existence the influence 
of an enlightened public opinion which, properly applied, will go far to develop 
the sense of public trust involved in the control of private wealth and the 
sense of personal responsibility on the part of officers and managers of cor- 
porations.” ? 

Acting under its limited powers, the Bureau of Corporations leaned heavily 
upon the power of publicity as a regulator of business supplementing formal 
judical procedure. In 1906, the Commissioner stated that as the result of the 
Bureau’s investigation into the transportation of petroleum, “the railroads can- 
celled substantially all secret rates, illegal or improper discriminations, and 
in many cases discriminations in open rates.”* Two years later, he cited ‘an 
irresistible movement toward concentration in business notwithstanding general 
statutory provisions”’;‘ noted that “business cannot be regulated properly by 
the slow methods of judicial prcedure”;° also that there was “an aroused and 
intelligent demand for fair business methods and for equal commercial oppor- 
tunity for all”;° and recommended that Federal Government control should be 
broadened into a general constructive system based on tested principles of 
supervision, publicity and cooperation. As the basis for such control, he recom- 
mended continuing study by a Federal Government agency of regular reports 
from large interstate corporations covering financial conditions, business organ- 
izations and corporate transactions, with access at all reasonable times to the 
records and accounts of such corporations as the basis for continuing study and 
reporting the important facts and tendencies disclosed, so far as they were of 
public interest, with proper safeguards against publication of business secrets.’ 
Similar recommendations were included in the reports of the Commissioner of 
Corporations for the years 1909, 1910 and 1912. 

When the Federal Trade Commission was created to administer the Federal 
Trade Commission Act with its broadened powers respecting unfair competition 
enacted in response to the demand for fair business methods and for equal 
opportunity for all, it was given two significant powers and procedures. The 
first of these was to act more or less in accordance with established judicial 
procedures as outlined in section 5 or the Federal Trade Commission Act and 
the Clayton Act. The second gave to the Commission the powers of continuing 
study and reporting outlined in section 6 of its basic act. 





1 Act of Feb. 14, 1903, establishing the Department of Commerce and Labor, sec. 6. 
* Report of the Commissioner of Corporations, December 1904, p. 47. 

; Annual Report of the Commissioner of Corporations, 1906, p. 5. 

qaanel apeeet of the Commissioner of Corporations, 1908, p. 5. 

*Ibid.. p. 9. 
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Following its organization, the Commission completed investigations already 
underway by the Bureau of Corporations, and also gave attention to the initia- 
tion of continuing economic studies and reporting. During World War I, how- 
ever, cost finding as the basis for wartime controls became the Commission’s 
principal activity and general economic studies were undertaken only as directed 
by the President or by one or the other Houses of Congress as, for example, the 
study of the causes of the high prices of farm implements.’ 

Following the Armistice, however, price increases again centered upon the 
need for continuing study and reporting as well as other action based on findings 
as to whether wartime trade association, institutes or other groups which had 
received great impetus during the war were being used to artificially enhance 
and control prices or restrtain competition. 

In August, 1919, a Subcommittee of the House Committee on Appropriations 
invited the Commission to suggest what might be undertaken to control advanc- 
ing prices. The Commission suggested collection and current publication of in- 
formation respecting the quantities produced, production and distribution costs 
and distribution methods for basic raw materials and cost of living items in- 
cluding fuels (coal and petroleum), iron and steel, and other products.’ 

The Congress on November 4, 1919 appropriated $150,000 with which to 
initiate such reporting.” The Commission promptly called upon coal and steel 
producers to make monthly reports beginning with January 1920. The Nz- 
tional Coal Association at once sought to determine the authority of the Com- 
mission to require such reports and the Maynard Coal Co. obtained a temporary 
injunction from the Supreme Court of the District of Columbia on April 19, 
1920." Bethlehem Steel Co., Republic Steel Corp., and other lesser steel com- 
panies also failed to file reports and when the Commission took legal steps to 
obtain a write of mandamus, these two companies, together with 20 others, like 
wise obtained an injunction in the Supreme Court of the District of Columbia 
in the Claire Furnace case.” Thereafter the Commission did not press the man- 
damus proceeding further, but did press for final determination of its authority 
under the Claire Furnace case. The matter dragged through the courts for 
nearly 7 years until the U.S. Supreme Court, on April 18, 1927, upheld the 
Commission, holding that a bill in equity would not lie to enjoin the Commission 
from enforcing its order requiring periodic reports. 

While this proceeding was in the courts, and thereafter, the Commission has 
made and published a number of special industry studies at the direction of the 
President or of one or the other Houses of Congress, or on its own motion. 
Publication of facts in this way has produced many instances indicating the 
power of facts as a restraining influence on business practices as well as a basis 
for wise legislative policy. ° 

1. The Commission’s 1920 report on the causes of high prices of farm im- 
plements disclosed a scheme to enhance, control and maintain prices under the 
guise of cost study carried on by several subdepartments of the National Im- 
plement and Vehicle Association,” which was promptly abandoned when the 
facts regarding it became public. Competition thereupon reduced prices. 

2. A similar device operated by the furniture industry through the National 
Alliance of Case Goods Manufacturers, the National Association of Chair Manu- 
facturers, the National Association of Table Manufacturers and the Southern 
Furniture Manufacturers’ Association * likewise was abandoned shortly after 
the Commission published the facts in 1923, and prices were reduced. 

8. The disclosures of the exhaustive inquiry by the Commission respecting the 
meat packing industry led to the passage of the Packers and Stockyards Act 
and to the provisions of the Packer Consent Decree divorcing the packers from 
control of the stockyards. 

4. Information contained in volume V of the Commission’s Grain Trade Re 
port was an important factor in the enactment of the Grain Futures Act in 
1922, and was relied on by the Supreme Court as authority on the functioning 
of the grain futures market in upholding the constitutionality of that act. 


® Made pursuant to S. Res. 223, 65th Cong., 2d sess., adopted May 13, 1918. 

® Hearings before subcommittee of the House Committee on Appropriations, 66th Cong. 
ist sers., Aug. 25, 1919, pp. 24-28. 
10 Annual Report, Federal Trade Commission, June 30, 1920, p. 49. 
% Maynard Coal’ Co. v. FTO, Equity No. 3984, FTC Statutes and Decisions, 1919-29, 


p. 3 
18 Claire Furnace Oo. et al. v. FTO, Supreme Court of the District of Columbia, Equ! 
No. 37954, FTC Statutes and Decisions. 1919-29, p.190. ne vee i 
FTC “Report on the Causes of High Prices oe ‘arm Implements (1920),” pp. 684-087. 

“FTC “Report on House Furnishings Industries,” vol. 1, pp. 24-82 
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5. Two reports respecting the fertilizer industry illustrate excellently how 
publication of facts may serve as a regulator of business where needed and, 
under other circumstances, protect an industry from uninformed public con- 
demnation. The first of these inquiries, begun by the Bureau of Corporations 
under Senate Resolution 487, 62d Cong., Mar. 1, 1913, and completed by the 
Commission in 1916, disclosed extensive use of bogus independent fertilizer 
companies for unfair competitive purposes.“ Agreements for abolition of such 
competition resulted. The second, made by the Commission under Senate Reso- 
lution 307, 67th Cong., June 17, 1922, and reported in March 1923, disclosed ac- 
tive competition in the industry in the United States, but that in Europe com- 
binations controlled certain important imported raw materials.” 

6. Facts developed by the Commission’s Public Utility Investigation played 
an important part in crystallizing public opinion and bringing about the enact- 
ment of the Securities Act of 1933," the Federal Power Act of 1935” which 
greatly enlarged the jurisdiction and functions of the Federal Power Commis- 
sion, and the Public Utility Holding Company Act, also enacted in 1935.” 

7. The enactment of the Robinson-Patman Anti-Price Discrimination Act” 
in 1936 was in no small measure due to the facts respecting price discriminations 
disclosed to the public and the Congress by the publication of the Commission’s 
Chain Store Inquiry. 

8. The Commission’s 1939 report on the motor vehicle industry disclosed that 
manufacturers, by reason of their greater economic power, imposed unfair and 
inequitable conditions of trade by requiring their dealers to accept and operate 
under agreements which inadequately defined the rights and obligations of the 
parties. Publication of the report was followed by voluntary changes in the terms 
of dealer contracts by important manufacturers and considerable reduction in 
dealer pressures to accept and mechandise quantities of motor vehicles and 
eccessories without regard to the sales potential of the dealer’s territory, or to 
make investments in dealer plant and equipment without adequate guaranty as 
to term of agreement, supply of merchandise or provision for equitable liquidation 
of such investments. 

9, Price reductions estimated by the Commission’s former chief economist, 
Colonel England, to have represented savings to farmers of $40 million, or over 
20 times the Commission’s appropriation for 1937-38, followed publication of 
the Commission’s 1938 report on the agricultural implement and machinery in- 
dustry, in which it was pointed out that under the price leadership of a few 
dominant companies farm machinery prices showed smaller decreases during the 
depression, and greater subsequent increases through 1938 than either the prices 
of farm products or the prices of a number of comparable consumer products 
in the production of which there was less concentration, less price leadership 
and a more normal degree of price competition. The report also presented facts 
indicating that in some territories the branch managers of some large companies 
were insisting that their dealers handle their respective lines to the exclusion 
of other competing lines of smaller manufacturers. International Harvester 
Co., in particular, had pointed out to its personnel some 10 years before that 
such practices were unlawful and contrary to company policy. Immediate steps 
were taken to bring branch house activities into alinement with company policies, 
and letters were addressed to dealers specifically outlining and reiterating the 
company’s policy. 

10. Reports by the Commission on mergers and concentration during the late 
1940's," provided an important factual basis for the consideration and ultimate 
enactment by the Congress in 1950 of the Celler-Kefauver-O’Mahoney antimerger 
act, closing a serious loophole in section 7 of the Clayton Act directed against 
corporate mergers and acquisitions. The facts and types of analysis developed 
in those reports have also contributed to the subsequent work of the antitrust 
agencies in enforcing this new and important addition to the antitrust laws. 





% “Fertilizer Industry,” 8S. Doc. 581, 64th Cong. (1916). 

%* “Fertilizer Industry,” S. Doc. 347, 67th Cong. a 

" Securities Act of 1938, May 27, 1933: U.S.C. title 1 , secs. 77a—77aa. 

* Federal Power Act, Aug. 26, 1935; U.S.C. title 16, secs. 791a, 796 et seq. 
ne Utility Holding Company Act of 1935, Aug. 26, 1935; U.S.C. title 15, secs. 

z—6. 
ise Robinson-Patman Anti-Discrimination Act, June 19, 1936; U.S.C. title 15, secs. 13~- 
» 21a, 
““The Present Trend of Corporate Mergers and Acquisitions, 1947” ; “The Me 


rT Move- 
ment: A Summary Report, 1948”; ‘““The 


oncentration of Productive Facilities, 1949.” 
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APRIL 24, 1959. 


Memorandum to: Paul Rand Dixon, general counsel and staff director. 
From: John M. Blair, chief economist. 
Subject : Industry and company coverage of S. 215. 

In response to a letter from the chairman dated April 8, 1959, the Secretary 
of Commerce transmitted to the subcommittee a special tabulation of 1954 Census 
of Manufactures data for industries in which the leading eight companies ac- 
counted for 50 percent or more of the value of shipments, or value added by 
manufacture in some cases. The letter of transmittal from the Secretary of 
Commerce together with the tabulation is attached. 

The tabulation is based upon the same body of data from which the concen- 
tration ratios presented in the subcommittee’s report on concentration, “Con- 
centration in American Industry,” was compiled. The first two columns show 
the concentration ratios for those industries which in 1954 had concentration 
ratios in terms of the eight largest companies of 50 percent or more. Of the 
450-some-odd “four digit” industries, 288 had ratios in terms of the eight larg- 
est of at least 50 percent. 

The tabulation also shows a distribution for each of these industries of the 
number of companies by value of shipments. For each industry shown on the 
attached tabulation the 22 largest companies in the industry are distributed 
according to their value of shipments in the industry. For example, the first 
industry shown in the tabulation is meatpacking in which the eight largest com- 
panies are shown in the second column to have accounted for 51 percent of the 
value in 1954. Of the 22 largest companies in that industry, 10 are shown to 
have had shipments of more than $100 million, four from $50 to $99 million 
and eight from $25 to $49 million. 

If the basis of coverings of the bill were altered from assets to value of ship- 
ments the tabulation provides a basis for determining its coverage in respect to 
both industries and companies. Thus, if the cutoff point were value of ship 
ments of $100 million per company the number of industries included would be 
73 and the number of companies, on the basis of the tabulation, 218; if the 
cutoff point were lowered to $50 million, the number of industries included 
would rise to 104 and the number of companies to 389; if it were lowered to $25 
million the number of industries included would be 144 and the number of com- 
panies 693. The complete summary tabulation is attached. In a few cases, 
more than 22 companies may meet the lower cutoff point. 

Two technical observations are in order. First, the value of shipments is 
roughly analogous to sales. It differs from sales in their usual published form 
in that it includes interplant transferg, but excludes shipments from foreign 
plants and shipments from nonmanufacturing establishments or branches. It 
happens that the inclusions and exclusions tend to roughly offset each other so 
that, in general, the ratio of value of shipments of sales appear to be roughly 
in the order of 1 to 1 in the aggregate. There may, however, be important 
differences for particular industries. Second, the census tabulation is with 
respect to companies on an “unconsolidated” basis. That is to say, General 
Motors appears in the tabulation in each industry in which it is among the 
eight largest companies. Hence in terms of actual number of companies under 
common ownership and control the tabulation of number of companies tends to 
overstate the total. 

As a final observation the number of both industries and companies included 
would be further diminished if the bill were.made applicable only to industries 
with shipments above a certain amount, such as $100 million. 

(Attached are pertinent tables. ) 
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Number of industries and companies represented in industries with (A) con- 
centration ratios of 50 percent or more (8 largest companies) and (B) ship- 
ments by companies of varying amounts 


Value of shipments within the industry (millions of dollars) Number of | Nuraber of 
industries companies 
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5756 ADMINISTERED PRICES 


Wire From GENERAL Morors 


New York, N.Y., April 8, 1959. 
Senator Estes KEFAUVER, ; 
Chairman, Senate Antitrust and Monopoly Subcommittee, 
U.S. Senate, Washington, D.C.: 


I have your letter of April 1, 1959, advising of scheduled hearings on Senate 
Bill 215 to commence on April 22, 1959, and inviting me to appear and testify 
on Friday, April 24, 1959. We do not believe that the appearance of a General 
Motors representative at the hearings on the proposed legislation is necessary 
or appropriate. Our inability to testify should not affect your deliberations 
appreciably because the proposed legislation has no significance or impact which 
is peculiar to General Motors. Basically, we are in no different position with 
respect to the application of this proposed legislation than any of the many 
other manufacturers or assemblers of mechanical products who purchase com- 
ponents representing a substantial portion of their end product from suppliers, 
many of whom may not be subject to the proposed legislation in the pricing of 
such components. The record indicates that approximately 50 cents out of 
each dollar received from the sale of GM products has been paid to about 26,000 
suppliers for materials, services, supplies, etc. If information as to our busi- 
ness operations, procedures, and products is required to determine the applica- 
tion of the proposed legislation to the business of General Motors in particular, 
or to industries generally of which it is a member, your subcommittee has very 
complete information in its files and records as a result of testimony and evi- 
dence presented at hearings in the past few years, including last year. As we 
previously advised in our telegram of February 17, 1959, with respect to another 
hearing of your subcommittee, we do not believe that we should be expected to 
testify as to such of our business activities as are the subject of a Grand Jury 
investigation currently in the Federal District Court for the Southern District 
of New York, which on the basis of the subpena issued to us comprehends all 
our activities covering a considerable period of time. In view of the foregoing, 
we believe that the General Motors position on S. 215 can be adequately pre- 
sented by the filing of a written statement in the same manner as the statement 
which was filed in connection with the recent hearings on Senate Bills 838 
and 839. Our statement, which will be filed on or before April 24, 1959, will 
take the position that the proposed legislation is fundamentally in conflict with 
our competitive enterprise system and economy. The language of the bill is 
so sweeping as to permit its application to large sectors of our economy. How- 
ever, even if its application were narrowly defined, its abridgment of economic 
freedom would touch producers and gellers over wide sectors of American in- 
dustry. It would importantly affect consumers. We view this bill, if the 
Congress were to pass it, as a long step in the direction of substituting Govern- 
ment controls for the free competitive processes of the market. Our statement, 
together with testimony and evidence previously submitted to your subcommittee, 
should be sufficient for the purposes of the subcommittee in its consideration 
of the proposed legislation as it would affect a manufacturer such as General 
Motors. I might add that I am leaving tomorrow for an extended overseas 
visit to the facilities and operations of General Motors in Europe during the 
period for which the hearing is scheduled and for some time thereafter. This 
is an annual inspection trip arranged some time ago. 


F. G. DoNNER, Chairman, General Motors Corp. 


{Submitted by Theodore E. Veltfort, managing director, Copper & Brass Research Association} 


May 18, 1959. 


_ Proportion of metal cost for representative brass mill products 


ia “Metal cost ! | Base price ? | Metal cost: in 
Product Principal metal content (cents per (cents per percent of 


= Bt ot pL pound) pound) __|__base price _ 
Copper sheet ) or. 31.5 55. 6 

Copper rod___ ‘ 31.5 52.9 

Copper tube oie be scalitambdbialeGiae de 31.5 55.8 

Brass sheet. a 25.4 48.2 

Brass wire 24. 48.8 

Brass rod ___. 23. 32.7 

Brass tube-........- oh ae . 51.7 

1 a al costs as of Mar. 1 10, 1959, 1 as given in American Metal Market: 

opper. 


Re eee ies mc eeat cami de is tele ae a a eee ae oes le ee a ok ed x 
2 Prices as of Mar. 10, 1959, as given in American Metal Market. 
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[From the Washington Post and Times Herald, Apr. 5, 1959) 
STEEL STRIKE PATTERN COULD CHANGE THIS TIME 
(By Bernard D. Nossiter, staff reporter) 


Once again a forthcoming steel wage-price bargain is in the center of the 
economic stage. This is logical. Steel, the backbone of the economy, goes into 
everything from sewing needles to superliners, from axes to autos. 

Price changes in steel, some economists think, are a major cause of the be- 
havior of the economy. Some of President Eisenhower’s top advisers believe that 
the increase in steel prices (with help from autos) over the past 5 years trig- 
gered inflation, recession and the present slow recovery. The chief economists 
at the Federal Reserve Board feel the same way. And so do many in both 
parties on Capitol Hill. 

Wage changes in steel are important, too. For if steel pricing sets the pace 
for industry, steel wages this year will set the pattern for all workers. 

And this is no mere numbers game. For, as Woodlief Thomas, the economic 
adviser to the Federal Reserve Board, has emphasized, overhigh prices and 
wages in steel throw sand into the economy’s delicately interlocked parts. So 
the machine either breaks down (recession) or runs inefficiently (unemployment, 
slow growth). 

EVENTUALLY, THEY’LL SIGN 


Steel’s current wage pact runs out June 380. Around the middle of next month, 
President David McDonald of the United Steelworkers will meet a representa- 
tive of Roger Blough, chairman of the United States Steel Corp., in a New York 
hotel room. There McDonald and his retinue and Blough’s man, Conrad Cooper, 
plus the industry’s smaller managements, will eventually sign an agreement. 

Before the pact is finally signed, however, a strike may come—at least shutting 
down the steel mills. If it goes on long enough, steel’s customers—autos, ships, 
farm machinery and lots more—will have to cut down, too. 

The steel industry has been passing the word at least since last September 
that a strike was coming. Union sources fear that it is inevitable. 

The prospective consequences not only of a strike (from industry’s standpoint, 
a short one, clearing out currently excessive inventories, would not be entirely 
unwelcome) but of the wage and price bargain which would follow, have aroused 
many responsible officials, from President Eisenhower on down. 

These officials hope that public opinion is being mobilized so strongly that 
there will be a peaceful settlement in which a wage increase will not be used 
as the lever for another price rise. 


CURTAIN ROSE IN 1946 


On March 25 Mr. Hisenhower broke a personal precedent, singling out by 
name the steel industry and the steel union in a plea for restraint. Meanwhile, 
support is mounting on Capitol Hill for bills which would require big industry 
and big labor to tell at Government hearings why specific prices and wages 
should be raised. 

This is not the first time the White House has taken a direct interest in the 
drama of steel bargaining. The current negotiations can only be understood as 
the third act of a play which opened in the winter of 1945-6. 

Then, the Nation, once again at peace, was sick of war and the restraints 
imposed by war. Price and wage controls were still on as the economy shifted 
gears from war production to peacetime goods. But everybody chafed at the 
restraints; industry wanted freedom to set its own prices; labor wanted to 
bargain for its own wages, and consumers were fed up with rationing. 

The country appeared to want to go back to normalcy, but on a scale un- 
dreamed of in the Roaring Twenties. As it turned out, the country got just 
what it wanted. 





ADMINISTERED PRICES 


The 1946 strike left this train of slag pots standing empty in Republic Steel’s 
Chicago plant 


TUSSLE OF TITANS 


In that first postwar winter, two titans dominated steel and steel was the 
pace-setter for the economy. Philip Murray not only headed the big union but 
was also president of the CIO. Benjamin Fairless was United States Steel's 
chairman and his standing in the industrial community was as high as Murray's 
in labor. . 

Some of today’s top steel stars were then important feature players on the 
bill. McDonald had risen from personal secretary to Murray to secretary- 
treasurer of the union; Blough was Fairless’ counsel. 

The bargaining, however, was three-cornered, because President Truman’s 
administration had to be in the picture. The negotiations rambled from the 
White House to United States Steel’s suite at the Carlton Hotel. 

The union wanted a big wage increase for itself and as a pattern for mass 
production industries. The corporation, then as now, insisted that any wage 
increase would require a hefty price increase. A strike would imperil recon- 
version by making scarce goods even scarcer. 

Murray and Fairless pushed and hauled with each other, John Snyder, the 
Reconversion Director, and Chester Bowles, the Price Administrator. Bowles 
tried to hold the price increase down to $2.50 a ton. Snyder was more “flexible.” 

At the 11th hour, Mr. Truman proposed a compromise: an 18.5 cent wage 
increase and a $4-a-ton price boost. Murray accepted this; Fairless said no. 
A crippling 4-week strike then followed until Mr. Truman offered the cor- 
poration another $1-a-ton price raise. And the steelworkers went back to their 
jobs with the 18.5 cents. 

In effect, this was a strike to get a price increase, because neither the Gov- 
ernment nor the corporation opposed the 18.5 cents in wages. 

Why did Fairless do this? His friends recall that steel was the model industry 
in cooperating with wartime price controls. His friends say, however, that 
many industrialists felt that prices and wages had been held down artificially 
and, with the war over, should be gradually raised. Fairless himself was afraid 
that the economy would not expand; that steel’s most profitable policy was to 
operate with rising prices and reduced production. This same thinking is 
believed to dominate the industry’s mind today. 
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Critics of Fairless say he acted as he did to break price and wage controls. 
In this, he had much support. For only 9 months later, in November 1946, 
controls were virtually wiped out. The voters had had enough, too. So they 
elected a Republican Congress. 








NO BARS THIS TIME 


















































Ten years later, in the summer of 1956, the steel bargaining was again the 
central economic drama. The decade had been dizzyingly prosperous for some. 
Income and output records had been broken annually—except in slump years. 
Cold war and Korean war had left the economy with a structure not completely 
unlike that of World War II. 

But there were no controls. Prices went up. Wages went up. The stock 
market went up. 

Workers in the big unionized industries got real gains in income. Share- 
holders in the basic industries did even better and their profits were taxed at 
no more than 25 percent. 

Others—farmers, white collar workers, civil servants, old age pensioners— 
didn’t fare as well. 

The chief actors in the steel play had changed, however, by 1956. Murray had 
died. McDonald, his former secretary, was president of the union. Blough, the 
suave, glib lawyer, had replaced Fairless. 

The plot of the story hadn’t changed, however. Again the strike ran 4 weeks. 

It was followed by wage and price increases. 

Then as now, the word had gone out early that a month-long strike was in 
the cards. So the customers had hurried to stock up on steel ahead of the 
deadline. 

Friends of Labor Secretary James P. Mitchell and Treasury Secretary George 
M. Humphery let it be known that these two had “settled” the strike in secret. 
However, many skeptics figured that this was a face-saving device to get the 
union and the corporation off the hook. The skeptics figured that the prestrike 
scare talk had built up inventories to a point where a strike was “necessary” to 
bring them down. 

TWO ALTERNATIVES 






A way of reducing inventories without a strike would have been to cut prices, 
but that is something that steel just doesn’t try. Still another alternative to a 
strike would have been to cut back production and lay off men. 

But the arrangement which was devised left the industry and the union satis- 
fied. From 1947 through 1958, the wholesale price of finished steel went up 101 
percent; all industrial prices, 32 percent, and all wholesale commodity prices, 24 
percent. In the same period, steelworkers’ wages went up 100 percent and all 
manufacturing wages, 72 percent. 

Since more steel was being produced by fewer workers, the companies were 
making fine profits. These don’t show up too clearly in the annual reports 
because fast tax writeoffs obscure “true” profits. The Senate Antitrust Subcom- 
mittee has shown, however, that profits per ton went up from $7.47 in early 1953 
to $19.31 in late 1958, a jump of more than 250 percent. 


FROM $12 TO $100 





All this has been fine for the stockholders, too. A man who bought United 
States Steel at its average price of $12 a share in 1937 could have turned an $88 
per share profit when it hit $100 recently. Since then, with the heat being 
turned on against any price increase, it had slipped a shade under $90. But from 
$12 to $90 is a nice gain, especially since the top tax rate on this is 25 percent. 

And, for Blough and fellow executives, this is an especially rewarding picture, 
because from time to time they issue themselves options enabling them to buy 
thousands of Steel shares later at fixed prices. As of January 1, Blough and 
257 other Big Steel executives had claims on stock which would yield them an 
$18 million profit. 

All this, however, is against the current background of high unemployment. 
Jobs are short in steel, too. Also in the picture is the late and curious recession 
with its rising prices. These factors are fueling the heat from Capitol Hill, the 
Federal Reserve Board and the White House. 

Senator Estes Kefauver, Democrat of Tennessee, has invited Blough and Mc- 
Donald, along with General Motors chairman Frederic Donner and United Auto 
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Workers president Walter Reuther, to testify on a price notifieation bill before 
the steel negotiations begin. Both steel men are expected to oppose vigorously 
any effort to make them tell the Government in advance why they raise their 
prices and wages. 

Public relations advisers for both union and the industry (and they share 
some) are telling their clients that another wage-price boost in steel, or an in- 
ventory-clearing strike, will build up even more support for the disliked bill. 

However, United States Steel is understandably reluctant to forgo a walk- 
out. As things now stand, the corporation can blame the union or price increases. 
And it saves money by taking a strike. 

If steel were now producing for real demand instead of for strike-scared cus- 
tomers, it would have to lay off men. This would increase its unemployment 
compensation taxes and force it to pay out supplemental unemployment benefits. 

Nevertheless, by last weekend the heat was so strong that there were rumors of 
a new face-saving device with political overtones. A suggestion has been sent 
aloft that Vice President Nixon’s Cabinet Committee on Inflation hear McDon- 
ald and Blough before Kefauver gets to them. 

If this script goes according to one plan, there will be a wage increase but 
little or no price increase. And the Vice President will emerge as the hero who 
stopped inflation. 

Predictions are worthless here. With such brilliant actors and such high 
drama, only the men who write the scripts can foretell how the third act will 
come out. And these script writers are busy repolishing even that. 


[Prepared by subcommittee staff] 
U.S. Steer Corp. 
Roger Blough’s stockholdings through stock option 


Number Closing 
of shares market Total 
quotations 


Position, Agri M, 1959: 
He sd. 9274| $1, 606, 737. 50 
6 1, 114, 500. 00 


Value of holdings 2, 721, 387. 50 


Sold or otherwise disposed of, value on that date: 
Aug. 26, 1955, sold 222, 000. 00 
July 11, 1956, sold Soca abs a 180, 375. 00 
Nov. 14, 1956, donated , 2, 133. 75 
Nov. 22, 1956, donated ‘ 67, 051. 25 
May 28, 1957, transferred_-_-...-.- : 129, 500. 00 
Oct. 31, 1958, donated BY 60, 812. 50 


Value of dispositions 661, 872. 50 


Gross value, or sales or disposition value..............----|---------.-- 


Less cost of acquisitions or of unexercised rights: 
Sept. 30, 1954, from 1951 options...........-- plemug apaniieb els 
Sept. 30, 1954, from 1953 options 
Feb. 2, 1955, from 1951 options... y , 000. 
July 17, 1956, from 1955 options oa 576, 000. 00 
Apr. 21, 1959, unexercised 1953 options. .....-...-.-.---- 222, 000. 00 
TOU GONE. ob vicdcdece Pout iets cideisata tecnica a deena a sa eberaaere cies ohn hate 1, 118, 000. 00 
Profit on disposition, or accrued at current market price, period 
BE I ee an dtl cnuuene cpaih pueaaapedaabbaee 2, 265, 110. 00 
Less: Long term "capital gains tax at 25 percent 566, 277. 50 


Net, after tax deduction 1, 698, 832. 50 





Note.—Above computations stated in post split, Apr. 13, 1955, denominations. 


Sources: Company proxy statement and reports of Mr. Blough’s stock activity filed with SEC; stock 
market quotations from Wall Street Journal. 
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22, 000. 00 
30, 375. 00 

2, 133. 75 
87, 051. 25 
29, 500. 00 


176, 000. 00 


265, 110. 00 
566, 277. 60 


598, 832. 50 
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SUBMISSIONS BY U.S. STEEL 


[P. 24 of annual report, United States Steel Corp.) 












Profits and cash flow—18-year period, 1946-58 
(In millions) 


Receipts from customers—the public...........-.-...--..-----_-~-.. $41, 344 
Costs: 
UA NU SINOTRG COMI nis ics so ccna an ete nits rsh thbadaeamniain $17, 068 
Products and services bought... a656. cnn nsncccn cece 14, 855 
Wear and exhaustion of facilities_...................... 2, 473 
Estimated taxes on income and other taxes___._.___------ 3, 976 


Interest and other costs on long-term debt, 













Income reinvested in business 


Less: Repayment of borrowed money___---_---------_------ $177 
Increase in U.S. Government securities set aside: 
For property additions and replacements___._..__--_ 280 


For taxes { 


Sere CNG SION i i 
OG CI es ih he rhein aa 3, 966 
Less: Cash available from wear and exhaustion 



















Ane i a at a ee 
Proceeds from sales of United States Steel bonds, common 


MOCK QUOD aa bin edd dnediddnatkasndinbusdnbbididadainimmenaa 750 
Cash increase: 
Balance, Dec. 31, 1958 (p. 34, lines 1 and 2)---.-... 507 
Beiehee, 64%. 2, IOWG. nck nccnbacndpicnstmeienmnn 487 
—_—— 20 


Notr.—In this statement cash ineludes U.S. Government securities excluding amounts 
set aside for property additions and replacements and for taxes. 
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United States Steel's financial story, 1910-58 


{Dollars in millions] 


Prod- Prod- | Wear | Inter- Pre- Rein- 

ucts Em- ucts and |estand | Income ferred vested | Per- 
and ploy- and ex- other and | Income) stock in cent 
| serv- | ment | serv- | haus- costs | other loss divi- busi- | income 
ices costs ices tion on taxes dend ness | of sales 
sold bought debt 


$30. 6 
31.1 
32.6 
33.3 
33. 
32. 
32. 
31. 


$25. 2 
25. 2) 
25. 2 
25. 2) 
25. 2 
25. 2 
25. 2 


$491.8) $175.0) $157.1 
431.7; 161.6) 146.3 
533. ¢ 189.6} 214.3 
560. 207.5) 191.6 
412. 162.7) 153.7 
523. 177.3) 189.8 
902. 3 263.9) 265.3 
4 347.9) 345.9 
453.0) 339.2 
479.7| 364.5 
581.8) 413.6) 
333.2) 249.9 
323.4) 334.7 
470.4) 377.4 
443.6) 266.9 
458.2) 333.6 
469. 346. 7 
412. 323. 1 
402. 338. 4 
410. 350. 0) 
371. 234.8 
258. 187. 2 
138 141.8 
167. 161.4 
214. 140. 5 
253. 191.2 
339. 287.5 
447. 342. 6 
294. 228. 3 
386. 293. 5 
464. 358. 3 
628. 604. 6 
782. 673. 4 
912. 730. 6 
957. 814.4 
70. 1 
560. 4 
839. 4 
1, 008. 9 
885. 7 
1,118.8 
1, 327.9 
1, 307.6 
1, 418.7 
1, 134.3 
1, 355. 2 
1, 487.5 
1, 324, 2 
1, 085. 6 
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1 Denotes deficit. 


Note.—The data are in some respects necessarily approximate, and are based on the yearly earnings re- 
Ported annually to stockholders without adjustment for surplus charges and credits except that the years 
1942 and 1943 reflect renegotiation settlements made in the succeeding years. For example, taxes are as 
accrued before aijustments. Employment costs include pensions and social security taxes and, beginning 
with 1949, also include payments for insurance and other employe benefits. 


Law DeparTMENT, UNITED States STEEL Corp. 
New York, N.Y., May 22, 1959. 
Mr. PAuL RAND Drxon, 
Counsel and Staff Director, Antitrust and Monopoly Subcommittee of the 
Senate Judiciary Committee, Washington, D.C. 


Dear Mr. Drxon: During the appearance of Mr. Roger M. Blough, chairman 
of the board of directors, United States Steel Corp., before your subcommittee 
on April 24, 1959, a number of questions were asked with respect to which Mr. 
Blough agreed to supply the answers subsequently, or which were left unanswered 
because the discussion changed. I would like to supply the answers to those 
questions for the record. 
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1. AS appears on pages 271 and 272 of the transcript, Senator Kefauver 
asked Mr. Blough to comment on a chart prepared by Dr. Gardiner Means. I 
enclose a statement entitled “Comments on Dr. Gardiner Means’ testimony 
before the Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee on January 24, 1959, and charts introduced by him,” and an accompanying 
chart entitled “Increases in Average Hourly Earnings in All Manufacturing and 
Wholesale Price by Commodity Groups.” 

2. As appears on page 278 of the transcript, Senator Kefauver asked Mr. Blough 
to supply figures for return on net worth for the industry for 1950 to 1958. 
The figures for some of the years were given by Mr. Blough based on data pub- 
lished by the First National City Bank of New York. The figures compiled by 
the Federal Trade Commission were entered by the subcommittee staff. To 
complete the record, the data for United States Steel on the TNEC basis, and 
for the steel industry on the FTC basis as furnished by the subcommittee staff 
and as published in the April 1959 bulletin of the First National City Bank of 
New York are as follows: 


Percent return on net worth 


Steel industry 


U.S. Steel 
First 
FTC basis National 
City Bank 
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We wish to point out that there is a basic fallacy in using return on invest- 
ment as a measure of profit size. This fallacy was described in R. C. 
Tyson’s statement presented to your subcommittee in August 1957 in the fol- 
lowing lanzuage: “Uwing to accounting practices and tax laws the properties 
acquired long ago are recorded in an entirely different kind of dollar than is 
the present-day income. Moreover, the expedient of 5-year amortization has 
served still further to bring down the recorded net book values of properties. 
Today’s income in cheapened dollars cannot properly be comparied with the 
smaller number of bigger dollars paid for things 20 or more years ago. The 
ratio records the speed of inflation as much as it does the return on investment. 
Its use for measuring historical trends is, therefore, denied. Its only significant 
= might be to compare one industry or company with another at the same 
time. 

“Even that use of the percent return on net assets is impaired by the fact 
that the extent to which particular companies or industries are required to be 
heavily invested in long-term assets varies over a wide range. The longer last- 
ing the assets the more understated the book assets are in terms of present-day 
dollars comparable with present-day income dollars. The steel industry is more 
heavily invested in such long-term assets than most other industries. Accord- 
ingly, its income percent of net assets should be much higher than for most 
other industries if it is realistically to be earning at an equivalent rate of return 
on investment. This, however, is not true of the steel industry’s rate of return 
on net assets.” 

The extent to which book assets are understated in the steel industry in terms 
of present-day dollars was illustrated by Mr. Blough in his testimony on April 24, 
1959 (pp. 275-276 of the transcript). He stated that the return on investment 
for United States Steel in 1957 (as shown in the above table) was 12.7 percent, 
whereas if United States Steel’s assets were restated in terms of current dollars, 
the actual return on investment would have been 4.4 percent. 

3. As appears on pages 320 and 321 of the transcript, Senator Kefauver asked 
Mr. Blough to supply for the record the answer to the question whether bonuses 
were included in the data used as a basis for the charts submitted by United 
States Steel Corp. I enclose a statement entitled “Inclusions in Charts ‘Net 
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National Product Components’ and ‘the Nation’s Wages versus Corporate 
Profits’ submitted by United States Steel Corp.” 

4. As appears on pages 386 ff. of the transcript, Senator Kefauver, in dis- 
cussing the BLS output per man-hour series, charged that the basis of computing 
such output had recently been changed for three industries, namely, steel, 
cement, and seamless hosiery, from man-hours worked to man-hours paid, with 
the effect of showing a lower increase in output per man-hour, and asked Mr. 
Blough if United States Steel Corp. had representatives on the Advisory Com- 
mittee on Government Statistics in the Budget Bureau and whether they had 
recommended that this change be made. 

The fact of the matter is that there has been no change in the basis used 
by the BLS. Their bulletin of April 1959 discloses that the output per man-hour 
was calculated on an hours paid for basis which is the same basis that had 
previously been used in this series. (See BLS Bulletin 1200, September 1956.) 
The letter from Mr. Blair of April 21, 1959, has in it a series of figures on out- 
put per man-hour labeled BLS series as of February 24, 1959. From the letter, it 
is indicated that these data are on an hours worked basis. We presume that 
this calculation was made by the BLS at the request of the subcommittee for the 
use of the subcommittee. As far as we can determine such figures on an hours 
worked basis for steel are not an officially published series of the Bureau and 
such data had not been made public prior to their use by the Subcommittee. 
In order that the record be clear, I am enclosing a statement entitled “Comments 
on Output Per Man-Hour as Used in the BLS Series.” 

Since no change was made in the basis used, I assume Senator Kefauver's 
question as to whether any representative of United States Steel Corp. recom- 
mended a change is no longer pertinent. However, for your information, this 
will advise that United States Steel Corp. has no representative on the Com- 
mittee on Productivity and Technological Developments of the Business Research 
Advisory Council of the Bureau of Labor Statistics. It does have a representa- 
tive on the Advisory Council on Federal Reports which has nothing to do with 
the BLS index. The Council, established in 1942 by request of the Director of 
U.S. Bureau of the Budget, is a body of businessmen, each appointed by the 
sponsoring national business organization which he represents, or by the Coun- 
cil as a representative of business at large. The function of the Council is to 
advise with the Bureau in simplifying and improving or eliminating question- 
naires and reporting procedures of the Federal agencies in connection with the 
Bureau's administration of the Federal Reports Act. 

5. As appears on page 278 of the transcript, Senator Kefauver asked Mr. 
Blough to supply for the record data with respect to price increases in steel, 
both general and extra, and wage increases, since 1950. 

I enclose a table entitled “BLS Prides and Employment Cost and Average 
Hourly Earnings—United States Steel Corp.” This table shows the data on 
price changes in steel, as published by the Bureau of Labor Statistics in their 
Wholesale Price Index—Finished Steel Mill Products Prices, measured from 
December to December of each year and the cumulative increase from 1940 to 
date. “Extras” are the charges for the thousands of variations of specific sizes, 
grades, finishes, etc. For comparison, for all employees of United States Steel 
the total employment cost per hour and average hourly earnings are shown 
along with the year-to-year percent change and the cumulative change from 
1940 to date. Employment cost data include all payments to and for employees 
including base rates, incentives, vacation pay, social security taxes, insurance, 
pensions, and all other employee benefits. The data cover total employment 
eost for all employees as included in our profit and loss statement. Average 
hourly earnings is that part of the total employment cost exclusive of social 
security taxes, insurance, pensions, and other employee benefit costs. 

6. As appears on pages 340 to 342 of the transcript, Senator Carroll quoted a 
statement made by another Senator on the floor of the Senate on March 18, 1959, 
in which such other Senator quoted from Mr. Blough’s report to stockholders at 
the annual meeting on May 7, 1956. Senator Carroll suggested that if the 
statement were wrong, Mr. Blough might say it was wrong. 

The Senator's quotation from Mr. Blough was incomplete and entirely out of 
context, so as to give a very misleading impression of Mr. Blough’s remarks. 
This was pointed out in an editorial appearing in American Metal Market under 
date of March 24, 1959, a copy of which I enclose for the record. I also enclose, 
so that the record may be entirely clear, a copy of Mr. Blough’s report to stock- 
holders from which the quotation was purported to be made. 
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I believe that this covers all matters which remain open, and I would ap- 
preciate your inserting this letter and the enclosures in the record at the ap- 
propriate place. 

Very truly yours, 
JOHN S. TENNANT, General Counsel. 


COMMENTS ON Dr. GARDINER MEANS’ TESTIMONY BEFORE THE ANTITRUST AND 
MONOPOLY SUBCOMMITTEE OF THE SENATE JUDICIARY COMMITTEE ON JANUARY 
24, 1959, AND CHarTsS INTRODUCED BY HIM 


The principal, if not the only, statistical material that has been advanced on 
the supposition that there is relationship between recent inflation and unjustifi- 
able price increases is that about which Dr. Gardiner C. Means testified on 
January 24, 1959, before the Antitrust and Monopoly Subcommittee of the Senate 
Judiciary Committee. (See pp. 47444780 of the record of the hearings of the 
subcommittee.) He did not analyze inflation as such, but concerned himself 
only with measuring selected price consequences of it. He confined himself 
to prices of commodities, despite the fact that it is the prices of services which 
consumers buy which have been most actively advancing living costs. He did 
not deal at all with retail prices which consumers pay. 

He concerned himself with wholesale prices only and pointed out that since 
1953 the groups of prices which he designated as being primarily “administered” 
advanced (up to October 1958) greater percentages than did other groups which 
he designated as “market” prices. From this he concluded that, contrary to 
the price increases from 1942 to 1953 which he said represented an old fash- 
ioned inflation, the more recent inflation could be termed an “administrative 
inflation.” There was strong implication and occasional assertion that adminis- 
tered prices had been increased more than was justified by cost increases, 

In preparing his material Dr. Means used a questionable statistical device 
which is perhaps pardonable inadvertence on his part, since he confessed at 
the outset that he had very hastily assembled his material to meet the sub- 
committee’s time schedule. The device was to select the prices of 1942 as the 
starting point of price changes to be examined. 

One wonders why anyone should suppose that price relationships in the middle 
of a war—with some prices frozen and others running free—represented a normal 
relationship, departures from which were a proper occasion for legislative concern. 
It so happens that many of the prices he designated as “administered” were 
frozen at the war’s outset, while many of those he designated as “market” 
were not and thus were already well along in the inflation. For example, by 
1942 the prices deemed by Dr. Means to be “market” prices, had advanced on 
the average by 40 percent over their prewar 1940 levels; whereas the increase 
for those he deemed to be “administered” was only 6 percent. 

The most natural—indeed, the most desirable and necessary—thing after the 
war was over was for prices to move in such fashion as to overcome their war- 
distorted relationships and restore workable peacetime relationships. This 
involved Dr. Means’ “administered” prices doing some relative catching up on 
his “market” prices which had had a big headstart on the inflation. If Dr. 
Means could have had the time to extend his examination to cover the whole 
inflation period he would have discovered that what he thought was a new 
and dangerous “administrative inflation” was in reality only a healthy restora- 
tion of the group price relationships, disrupted by war and wartime price 
controls. 

The accompanying chart (marked “Exhibit A”) shows the price changes from 
1940 to October 1958 for the groups of prices (and their relative weightings) 
as designated by Dr. Means. Reproducing his group classifications should not 
be regarded as endorsing them since Dr. Means violated his own strict definition 
of administered prices in achieving his results. Nevertheless, the facts charted 
require a reversal of his conclusions: When the whole inflation, rather than self- 
serving segments of it, is examined it is found that responsibility for the 
present high level of wholesale prices rests more upon prices than Dr. Means 
has classified as “market” prices than upon those he has classified as “admin- 
istered” prices. These facts are displayed by three bars toward the left of the 
chart showing the weighted average price changes for “market” prices, all 
commodities, and “administered” prices. 

The chart also shows, by the bar on the extreme left, the far greater increase 
in manufacturing hourly wage rates. Dr. Means mentioned that “administered 
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wage” might have something to do with inflation, but he supplied no information 
on the extent of the wage inflation behind the price inflation. Yet wages con- 
stitute the bulk (more than three-quarters) of all industrial costs and have been 
pushing prices up for over two decades. Obviously the omission of wage data 
must have been inadvertent because any analysis of inflation that does not take 
them into account can only be construed by the impartial as no analysis at all. 


1940 - October 1958 


W@ ‘Administered Prices’ 


WHOLESALE PRICE GROUPS* 
(CO ‘Morket Prices’ 
& ‘Mixed Prices’ 

*As designated by Gardiner C Meons 


and WHOLESALE PRICES BY COMMODITY GROUPS 
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EXHIBIT A 


INCLUSIONS IN CuHarRTs, “Net NATIONAL PropuctT COMPONENTS” AND “THE 


NATION’S WaGES VERSUS CORPORATE PROFITS” SUBMITTED BY UNITED STATES 
STEEL Corp. 


The data used as a basis for the charts submitted by United States Steel 
Corp. are published regularly in the National Income issue, the National Income 
Supplement, and the annual review of the Survey of Current Business published 
by the U.S. Department of Commerce, Office of Business Economics, Their 
definitions are as follows: 
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“Compensation of employees” is the income acccruing to persons in an em- 
ployee status as remuneration for their work. It is the sum of wages and 
salaries and supplements to wages and salaries. 

“Wages and salaries” consist of the monetary remuneration of employees com- 
monly regarded as wages and salaries, inclusive of executives’ compensation, 
commissions, tips, and bonuses, and of payments in kind which represent income 
to the recipients. 

“Supplements to wages and salaries” represent the compensation of persons in 
an employee status not commonly regarded as wages and salaries. They consist 
of employer contributions for social insurance, employer contributions to private 
pension and welfare fund, compensation for injuries, directors’ fees, pay of the 
military reserve, and other minor items of labor. 

Source: U.S. Department of Commerce, Office of Business Economics, Busi- 
ness Statistics 1957, page 197. 

The coverage of employee compensation is also spelled out by the Department 
of Commerce in the National Income Supplement. You will note from the sec- 
tion thereof quoted below that it covers all employees in the economy whether or 
not employed by corporations, by Government, etc. and whether they are paid 
on a wage or salary basis, including officers of corporations. 

“The annual estimates of total wages and salaries for the period since 1939 
are extremely reliable. Over 90 percent of the total consists of reported pay- 
roll information taken from accounting records of business and government. 
The lag between preliminary and final estimates is short, and the largest re- 
vision that has been required in recent years by the accession of later data has 
been less than 1 percent of total. 

“From the standpoint of sources and methods, the estimates may be divided 
into those covered by the social security systems and those not covered. The 
former include virtually the whole of industrial and commercial employment. 
They account for almost 80 percent of total wages and salaries and almost 95 
percent of private-industry wages and salaries. 

“The area of the economy not completely covered by the Social Security and 
Railroad Retirement Acts, and therefore estimated independently, consists of 
government, agriculture, private households, and a few quantitatively minor 
industries.” 


COMMENTS ON OUTPUT PER MAN-Hour As USED IN BLS Series 


BLS bulletin of April 1959 published industry data on output per man-hour 
on an hours paid for basis which is the same as has been previously used. 
Hours are for production workers only. The indexes for the individual in- 
dexes for the individual industries shown in this release are based on the 
physical output per man-hour concept and have been revised from previously 
published series for the years since 1947. The major portions of these revisions 
resulted from adjusting production indexes, and in some cases man-hours 
indexes, to levels of output and employment indicated by the Census of Manu- 
factures for 1947 and 1954. Previous data had been published on a base of 
1947-1949--100, and April 1959 data were published on a 1947 base of 100 to 
tie in with census data for that year. Figures on both bases are as follows: 


Steel industry output per man-hour—BLS 


Year Previous series Revised series 
1947-49=100 1947=100 


1 As revised May 6, 1959. 
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It should be emphasized that output per man-hour is not the same thing as 
productivity. The BLS Bulletin 1200 of September 1956 carries ample qualifica- 
tion of this and the following quote from the April 1959 bulletin also expresses 
this point of view. 

“It should be noted that these indexes do not measure the specific contribu- 
tion of labor or of capital, or of any other factor of production. Changes in the 
ratio of output to man-hours (or to employment) may reflect the joint effects 
o fa large number of separate, though interrelated influences, such as technologi- 
cal improvements, the rate of operation, the relative contributions to production 
of plants at various levels of efficiency, changes in integration, the flow of 
materials and components, as well as the skill and effort of the work force, the 
efficiency of management, and the status of labor relations.” 
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{From the American Metal Market, Mar. 24, 1959, p. 2.] 
Forcet It 


In what was obviously a considered statement, Senator Gore of Tennessee last 
week advocated that “the Congress should promptly consider the application of 
utility-type governmental regulation of the price of basic heavy metals.” He 
added, “I refer particularly to iron and steel.” 

It goes without saying that this is a very drastic proposal. It would involve 
a fundamental innovation in what has been up to now the world’s most con- 
spicuous example of a successful national economy. In putting it forward, it 
might have been expected that the Senator would undertake to justify it by 
demonstrating in just what way the alleged shortcomings of “basic heavy 
metals” industries would be overcome by the further intrusion of Government 
into business, together with examples of the offenses supposedly committed by 
them, and particularly by “iron and steel.” But he acknowledged that he is not 
“prepared to suggest the details and guidelines of such a utility type regulation” 
or even to “reach a final conclusion as to its advisability.” He does, however, 
cite as cause for making his proposal the “unfair gouging of the public by the 
big, the powerful, and the rich corporations) ,” and stated specifically : 

“No mystery surrounds the recent increases in the price of steel. The chair- 
man ofthe board of United States Steel advised the stockholders of the corpora- 
tion at the annual meeting on May 7, 1956, that a projection of the financial 
needs of the company revealed the need of an additional $140 million. He then 
proposed to the stockholders that the method that should be used to get this 
expansion capital ‘is by raising prices from time to time as circumstances re- 
quire and permit.’ ” 

It may be said, to begin with, that these assertions are unsupported by the 
record. The world is pretty much inured to the practice of “quoting out of 
context” when it appears that a lifted passage may be utilized to sustain desired 
interpretation. But it so happens that the passages cited do not refer to any 
“expansion program,” nor were higher prices selected as “the method that should 
be used” to achieve the objectives that were being discussed. That this is so 
is proved by what actually was said, which is as follows: 

“Back in 1930 we built an open hearth plant which cost about $10 million. 
Today it will cost us about $64 million to replace that plant. Through deprecia- 
tion we have recovered the original $10 million that we spent on this facility. 
The remaining $54 million, however, will have to come out of our profits * * * 
our profits after taxes.” 

After discussing the problem of bridging the wide gap between the retrieved 
original investment and the cost of réplacing the fully depreciated plant, the 
chairman said: 

“So it seems to me that the best solution to that problem lies in a prompt and 
realistic revision of the depreciation laws * * * and failing that * * * if we 
are to keep pace, as we must, with the growing demand for steel, we shall need 
to add to * * * profit substantially. This can be done in two ways: First, by 
increased efficiency of operation and consequent cost reduction * * * And the 
sole remaining method—the last resort—is by raising prices from time to 
time * * * as circumstances require and permit. In the absence of a more 
realistic treatment of depreciation, there simply is no other course.” 

It ought to be apparent to anyone who has fairly read the address from which 
the quotations were lifted that the chairman was not talking about raising 
expansion capital but of the tremendous financial problems caused by the de 
basement of the dollar, when the time came merely to replace worn out equip- 
ment. It was an exposition of the difficulties which confront an efficient 
organization merely to stand still—to avoid losing productive capacity, not add 
to it. And simple honesty should recognize that the chairman did not propose 
that the method that should be used was by raising prices; he proposed raising 
prices as a last resort. 

We submit that this is not the way in which the matter has been presented 
to those who listen to Senate speeches or read the Congressional Record. We 
submit also, that it is hardly to be expected that sound conclusions can be 
based on false premises, and we assert unequivocally that we would proceed 
on false premises if we weighed the Senator’s proposal against a discussion of 
the inadequacies of depreciation allowances and “last resort’ expedients, in 
order to provide for a method that should be used to raise expansion capital. 

As shown, this whole matter had its inception in the statement of the com- 
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pany’s chairman that the replacement of a depreciated $10 million plan would 
eost (in 1956) $64 million—thanks to inflation. There is legitimate reason 
for difference of opinion as to the handling of depreciation during a cycle of 
inflation, but there is no difference admissible as to the need of this country to 
maintain the productive capacity of our industries. And, if we do not first 
stand still, by replacing plants that are wearing out, we cannot even begin an 
expansion program which will add to the preexisting production capacity. 
And, if a fully depreciated plant, producing any given quantity of steel and 
originally costing $10 million, now costs $64 million to replace, it stands to 
reason that the capitalization of the same production capacity must be increased 
from $10 million to $64 million. 

If the equity of the owners is not to be diluted to the point of confiscation, 
the additional $54 million must come out of earnings. And, no matter how 
the matter is approached, the ultimate investment of $64 million must produce 
more income than one of $10 million. Since the output remains the same, 
higher prices for it are inescapable. 

We don’t need utility type regulation to confirm this simple set of facts. 
And if we should get utility type regulation it will ultimately merely confirm 
what we already know. We have hopes that this will become apparent to the 
Senator, and those of his colleagues who appeared to share his views, once they 
study the details and guidelines sufficiently to discover the difference between 
replacement and expansion, as well as that between methods which should be 
used and those which constitute the last resort. 


Wuat Price, ENoven STEEL? 
(By Roger M. Blough,’ chairman of the board, United States Steel Corp.) 


It is customary for the chairman to report to you on the progress which your 
corporation has made since last year; and to discuss with you some of the prob- 
lems which we see ahead. 

For me this is a happy assignment, because—as you know—last year was an 
outstanding, and in many respects, a record-breaking year for United States 
Steel. Moreover, if the results of our operations for the first quarter of 1956 
can be regarded as a reliable criterion, the present year should also prove to 
be a good one. 

From the standpoint of service to its customers and to the Nation, your cor- 
poration enjoyed its most productive year in 1955. Shipments of steel products 
reached a record-breaking 2514 million tons. Total sales topped the four- 
billion-dollar mark for the first time in our history, and were nearly four times 
as great dollarwise as they were just 15 years ago in 1940. 

Wages and benefits for our employees reached a new all-time high—not only 
in terms of dollars, but in purchasing power as well. Payments to our sup- 
pliers of goods and services also exceeded all previous records; while amounts 
reserved for taxes were the largest in any peacetime year, and almost equalled 
the record level established in the excess profits tax year of 1951. 

Beyond establishing these records, however, United States Steel moved in 
various other ways to meet the growing needs of a growing Nation. It em- 
barked upon a program of expansion which is presently designed to add about 
2% million tons to its steelmaking capacity in the next 2% years or so. Simi- 
larly, it expanded its cement capacity to help meet the pressing shortage in 
that field. It also continued its persistent and successful search for new 
sources of iron ore and other vital raw materials. It developed new and im- 
proved products; and began the production of plastic pipe. In the field of 
coal chemicals, it started construction of a new anhydrous ammonia plant at 
Geneva, Utah. And most important of all, perhaps, it has now completed its 
new center for fundamental and applied research at Monroeville, Pa. 

In all, its capital expenditures for these and other improvements amounted 
to $240 million. This was a relatively modest sum compared to the years 1952 
and 1953 when we were building Fairless Works and developing Cerro Bolivar; 
but it appears even more modest in comparison to the heavy capital outlays that 
will confront us in the years immediately ahead. At present, the amount re- 
quired to complete the projects which have already been authorized for the 


replacement, modernization and improvement of our facilities is about $600 
million. 





1 Formal remarks at the annual meeting of stockholders, Stevens Institute of Technology, 
Hoboken, N.J., May 7, 1956. 
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So this, in a nutshell, is the story of the contribution which your corporation 
has made to the welfare and security of America during the year; and all of 
us, stockholders, employees and management alike, have, I think, a right to be 
pleased with it. On the strength of this record, moreover, it would be reason- 
able, I suppose, to expect that our profits should have reflected this increased 
service to the Nation. And, happily, they did. 

Measured in terms of dollars, our earnings were the largest in our history. 
So, too, were the dividends paid to the shareowners, and the sums reinvested 
in the enterprise. 

After payment of taxes, profits per common share were $6.44. The taxes 
themselves were $8.65; and the dividend was $2.30. So you will note that for 
every $2 we earned as income, almost $3 was paid for the support of Government. 

But measuring profits in terms of dollars alone is a good deal like measuring 
dress-goods with a rubber yardstick; for this method makes no allowance for 
the shrinkage in the value of the dollar, for the increased volume and quality 
of production, or for the heavy investment that has been made in new facilities. 

So in order to get a truer comparison of our profits over the years, we must 
measure them as a percentage of sales; and on that basis we find that out of 
each dollar which our customers spent with us last year, we were able to keep 
9 cents in profits. This was a welcome improvement over the 6 cents we earned 
the year before; but it certainly did not break records. In fact, by these stand- 
ards, 1955 was only the 26th best year in our corporate history. Let me hasten 
to add, however, that it was still the best year we have had since 1940; and by 
any standards of measurement, I think you will agree that it was a good year 
for United States Steel. 

I am glad to report, moreover, that thus far 1956 has been an even better 
year. During the first quarter, we operated at 98 percent of capacity. And 
production and sales both reached new highs. 

Comparing these results with those for the first quarter of last year we find 
that sales were up 26 percent to a total of $1,100 million. Expenses, of course, 
mounted also. Employment costs rose 23 percent. And other charges, includ- 
ing purchased goods and services, provision for wear and exhausting of facil- 
ities, interest payments, and taxes, increased by 26 percent. 

The resulting profit in the first quarter was $104 million which amounted to 
$1.83 per common share, compared to $1.25 in the corresponding quarter of 
last year. This represented a return of 9.5 percent on sales. 

As you probably know, the board of directors, at its last meeting, declared 
dividends of $1.75 per share on the preferred, and 65 cents on the common 
stock, which was the same rate that prevailed in the previous quarter. 

To these simple statistics, I should .add, perhaps, that both demand and 
production moved on a rising scale through the period; and that this upward 
trend has continued thus far into the current quarter, which promises, at present, 
to be the most active in our history. 

But as we look beyond this point, and plan for the years ahead, I must tell 
you frankly that we are confronted by some disturbing facts which cannot be 
ignored. 

First among these is the fact that despite the rapid expansion of our steel- 
making capacity in recent years, we still cannot meet all the demands of our 
customers. And since this same condition prevails throughout the industry, 
there are presently and prospectively painful shortages of certain steel products 
in America today. 

Second is the fact that while our company has just enjoyed its most pros- 
perous year since 1940, our profits—at their present level—could neither support 
nor finanee the heavy capital expenditures that we must make in future years 
if we are to play our full part in providing the steel that this Nation will need. 

Third is the fact that we are confronted this month with wage demands, 
which, if granted even in part, would—in the absence of a compensating price 
increase—seriously reduce our present profit level, and would thus compound 
the financial problems we must face in the future. 

And fourth is the fact that many thoughtful people—in Government and else- 
where—are already gravely concerned by the seemingly endless wage-price spiral 
which has persisted, not only in steel, but in all American industries since the 
beginning of World War II. These people feel, and I share their feeling, that 
we cannot go on forever paying more and more each year for the same article— 
whether it be a bottle of milk, a loaf of bread, or a pound of steel. 
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Now at this point I must say that there is probably no industry in America 
today which understands the evils of inflation more fully than the steel industry 
does; for it would be difficult, I am sure, to find any industry which has felt 
the effects of inflation more severely than has ours. Inflation, in fact, is the 
primary root from which our present financial problems have sprung. 

We, in the management of United States Steel, realize, of course, that no one 
company, nO one industry, or no one labor union can stop inflation. We also 
recognize, however, our clear responsibility to avoid, wherever possible, those 
courses of action which would stimulate inflation further. 

So in the limited time that remains to me here today, I would like to discuss 
this whole financial problem with you, as simply and as briefly as I can. And 
I would like to analyze that problem in the light of the varied and sometimes 
conflicting responsibilities which we, in management, bear toward our share- 
owners, Our employees, our customers, and to the Nation as a whole. 

Now it is obvious, of course, that America must always have enough steel 
to provide for its economic growth and to insure its natural defense. And the 
primary responsibility of our corporation, as I see it, is to contribute, as fully as 
possible, to an ample supply of steel. That is our business and there is no 
better reason for our existence. 

But to play our full part in meeting America’s steel requirements means that 
United States Steel is going to have to expand its capacity by an average of 
at least 1 million tons each year for the next 10 years, according to the most 
careful estimates we can prepare at this time. And that, of course, we feel is 
conservative. 

Before we can even talk about expansion, however, we must first arrange to 
keep our present facilities intact. We must replace those that wear out, and 
modernize those that become obsolete. And this, today, is our most difficult 
problem. This is where inflation has hurt us the most. 

Without inflation, replacement costs would present no serious problem; for 
they would be handled, almost automatically, by what we call normal deprecia- 
tion. Now I realize that financial problems like depreciation are hard to explain 
to those who are not constantly working with such matters; but let me try to 
illustrate it this way: 

When a machine is used to produce steel—or anything else—it wears out a 
little each year. In other words, it “depreciates.” So if we buy a machine that 
will last for 25 years, and if the machine costs us $25 million, it will wear out 
at the rate of a million dollars’ worth each year. Thus the Federal tax laws 
permit us to recover a million dollars a year, on the average, on this machine 
as a cost of doing business. And at the end of the 25 years, when the machine 
wears out, we have got our 25 millions back through this process of “normal 
depreciation.” So theoretically we can buy a new machine with it. 

But that’s where Old Man Inflation steps in. During the past ten years 
alone, our plant and equipment costs have more than doubled. So $25 million 
won’t begin to pay for the new machine. Let me give you an actual example 
of this problem as we face it today: 

Back in 1930 we built an open hearth plant which cost about $10 million. 
Today it will cost us about $64 million to replace that plant. Through deprecia- 
tion we have recovered the original 10 millions that we spent on this facility. 
The remaining 54 millions, however, will have to come out of our profits—our 
profits after taxes. 

But in order to earn 54 millions in profits after taxes, we have to earn 112% 
millions before taxes. And, last year, it took the profit on 600 million of the 
dollars we received from our customers—about one-seventh of our total sales— 
to pay for that one open hearth plant. 

So every penny of profit we made on one-seventh of our total sales last year 
will be wiped out in replacing this open hearth. And that, of course, is only 
one facility. We have many other furnaces, mills and machines which must 
be replaced each year. 

In this connection, however, I should point out that many new facilities we 
buy today are better and more productive than the old ones they replace; and 
the new open hearth shop I have just described will produce about one-third 
more steel than the present one does. But taking this into full account, it will 
still cost more than four and a half times as much, per ton of capacity, as the 
original facility did. 

Thus you see that a substantial part of our profits are not real profits in the 
Sense that they can be used to pay dividends, or to provide for expansion and 
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growth, or to serve any of the other functions that a profit is supposed to perform. 
They are what I would call phantom profits destined for replacement, profits 
which are eaten up by inflation, almost before we get them. They cannot finance 
progress. We must use them just to stand still. 

So bearing this fact in mind, let us look now at the financial picture we face 
in the future: 

Our engineers tell us that during the next 5 years we will have to spend an 
average of $350 million each year on replacement alone. That is at present 
construction costs. To serve the needs of our customers and the Nation, we must 
also expand our capacity by a million tons annually. That will cost another 
$150 million a year by the most conservative estimates. Thus our total capital 
requirements will come to half a billion dollars a year. That’s how much we 
shall need. 

Now, how much do we have? Well, our reinvested profits last year amounted 
to 220 millions—the largest such sum in our history. In addition to that, we 
recovered through normal depreciation about $140 million. Add these together 
and you have about $360 million. Now, under some wartime emergency legisla- 
tion enacted by Congress we also received last year another $145 million of 
special depreciation, called amortization, but this relief will disappear within 
the next 2 years or so after which we will have only our normal depreciation 
and reinvested profits on which to rely. 

Thus, we need 500 millions. But in future years—on the basis of last year’s 
record—we would have only 360 millions. That leaves us 140 millions short— 
even if the cost of new facilities does not continue to rise as it has in the past 
10 years. If it does, we will be 240 millions short. And in that case, we would 
not even be able to replace all of our present facilities as they wear out—let alone 
expand. Moreover, we must recognize, I think, that we will not always be opera- 
ting at full capacity as we did last year, nor will we always have such substantial 
amounts to reinvest in the business. 

So there are the cold, hard facts of the matter. There is the problem that has 
to be solved. Inflation has taken its toll. And we must all be prepared to do 
everything in our power to stop its devastating course. To the problems which 
past inflation has left with us—and in light of the possibility that even if slowed, 
inflation wil continue to some degree—I see only two possible solutions. 

The first and most logical of these is to attack this whole replacement prob- 
lem at its source and to cure its fundamental cause. But that can only be done 
by government; for the root of the difficulty—as I have said—lies in the in- 
adequacy of the normal depreciation provisions of the law. The time has come, 
I think, when Congress should face up squarely to the fact that these deprecia- 
tion provisions no longer serve the purpose for which they were intended. It is 
time to reappraise this law and to revise ‘it realistically. 

In this connection, I should remind you, perhaps, that 2 years ago Congress 
recognized the inadequacy of the depreciation provisions of the present tax law, 
and made revisions which were designed to ease the burden caused by inflated re- 
placement costs. But these fall far short of meeting the needs of industries such 
as steel. 

The Government has also twice recognized the inadequacy of this law in the 
past—once at the outset of World War II and again during the recent Korean 
conflict. In order to provide for the rapid expansion of defense facilities of all 
kinds, Congress enacted special legislation permitting American industry to de- 
preciate such facilities over a period of 5 years instead of the usual 20 or 25. 
It was this special legislation which enabled the steel industry—among others— 
to perform the miracles of expansion that it has performed in recent years, and to 
meet the heavy capital demands that this program of expansion entailed. 

But the relief accorded by these laws was only temporary; and in the case 


of United States Steel it will largely disappear within the next 2 years, as I 
have said. 
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So it seems to me that the best solution to that problem lies in a prompt and 


‘realistic revision of the depreciation laws—a revision that is already long over- 
due. And failing that, the only other possible solution is for us to recognize 


frankly that what we thought was a good profit last year—and it was a good 


profit—will be woefully inadequate to finance our replacement and any appreci- 


able part of our expansion needs in the years ahead. So if we are to keep pace, 
as we must, with the growing demand for steel in this Nation, we shall need to 
add to that profit substantially. 

This can be done in two ways: 

First by increased efficiency of operations and consequent cost reduction ; and 
I wish I had time today to tell you of the great strides that your company is 
constantly making in that direction. Unfortunately, however, I do not. I can 
only remind you that there are rigid limits not only upon the rapidity with 
which such economies can be effected, but also upon the total savings that can be 
made in this fashion. And obviously there is no practical prospect of meeting 
our future capital requirements by this method alone. 

And the sole remaining method—the last resort—is by raising prices from 
time to time in this highly competitive industry as circumstances require and 
permit. In the absence of a more realistic treatment of depreciation, there 
simply is no other course. 

So in the light of these facts, let us look for one final moment at the con- 
flicting responsibility of which I spoke at the outset of this discussion. To 
keep this Nation’s present supply of steel intact and supply it with the steel 
capacity it needs for its economic growth and military protection in this con- 
tinuing inflationary economy means higher steel prices in the future. But 
higher steel prices along with the higher prices for other industrial commodities 
we have all been experiencing, is simply further evidence of the inflation of 
which I have been speaking. 

Inflation is not in the public interest. But an ample steel supply is, Where, 
then, does our responsibility lie? 

And as corollary of this question, I would pose you another: Which condition 
is likely to produce the lowest steel prices in the end—a plentiful supply of the 
comodity or a critical shortage of it? 

Our friends, the farmers, should be able to give us the answer to that one. 

But when we talk of inflation, there are other conflicting responsibilities to be 
reckoned with, also. For while labor friends who are here today may differ, 
many informed people in this country believe that continually larger annual 
rounds of wage increases have become a major cause of inflation. 

We know, of course, that if we trace the average product from the raw ma- 
terial to the finished article—and if we eliminate taxes from the picture—we 
find that labor accounts for from 75 to 85 percent of all costs. So it would 
seem logical and inevitable that repeated increases in wages must naturally 
exert a strongly inflationary influence upon prices generally. And our own 
financial records over the years will clearly support that fact. 

Therefore, we recognize that we have a definite responsibility to keep within 
bounds the annual wage changes which we have been experiencing. Yet we 
also have a responsibility to meet, to the best of our ability, the proper needs 
and aspirations of our employees. And to the Nation as a whole we have a 
further responsibility to avoid, if possible, a strike that would choke off the 
supply of steel and bring serious financial hardship to the workers and owners 
in hundreds of plants that depend on that steel supply. 

These then are some of the serious responsibilities which rest on the manage- 
ment of United States Steel as we look to the future today. But we face them 
with courage and confidence, for we do not bear them alone. We know that 
they rest also upon our stockholders, upon our employees and their union repre- 
sentatives, upon our customers, and upon the thoughtful and farsighted men 
in Government who bear an even greater share of this burden of inflation 
And if all of us together can meet our respective responsibilities with patience, 
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understanding, and restraint—and perhaps even a little wisdom—there is no 
doubt in my mind that any problems of the future will be fully solved in the 
enduring interest of the Nation as a whole. 

And meanwhile, let me simply assure you that so far as the management of 
United States Steel is concerned, we shall do everything in our power to help 
provide America with an adequate supply of steel at all times—steel of’ the 
highest possible quality, at the lowest possible price. 


STATEMENTS SUBMITTED By GARDINER C. MEANS 


VIENNA, VA., June 5, 1959. 

DEAR SENATOR KEFAUVER: I have examined the comment on my testimony of 
January 24, 1959, that has been submitted by the United States Steel Corp., in 
which the corporation argues that 1940 was a year with less price distortions 
than 1942 and is, therefore, a more appropriate base for measuring the war 
inflations. 

Actually 1940 was a year of serious depression (8 million unemployed) and 
serious price distortion. In contrast 1942 was a year of relative price balance. 

My decision to use 1942 as the base for measuring the war inflations resulted 
from years of study of price behavior. Thus in mid-1941 when the OPA was 
under great pressure to freeze the price structure, an analysis carried out under 
my direction at the Bureau of the Budget showed that most of the price rise 
since the beginning of the war was in those items which had fallen most in the 
great depression. It also showed that even with this improvement in price 
balance, the price structure was still seriously distorted and a considerable 
further rise would be needed in those market prices which had dropped most in 
the depression to bring them into balance with the administered prices which 
had fallen least in the depression. I sent a memorandum to the Price Admin- 
istration disclosing these facts and suggesting that the price structure should 
not be frozen until price balance was reestablished. When the general price 
freeze was adopted in March 1942, the price structure was in remarkably good 
general balance. 

In my testimony before your committee on July 12, 1957, I brought out the 
fact that prices were in good balance in 1942. I presented the chart repro- 
duced on page 5777 which shows how market prices dropped greatly in the great 
depression while administered prices had dropped relatively little ; how this dis- 
tortion was reduced in the partial recovery to 1937; how the distortion increased 
again with the increase in depression to 1938; and how this distortion was elim- 
inated in 1942 when full employment was finally achieved under the pressure of 
war demand. A careful study of the actual behavior of prices will show that, 
in general, there was less distortion in the price structure in 1942 than at any 
time since the beginning of the depression. 
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The chart shows the general distortion in August 1988 and the absence of 
general distortion in March 1942, but does not give actual values for 1940, 
However, the distortion in 1940 was more than half that of mid-1938 and stil] 
quite serious. 

The greater distortion in 1940 and the lesser distortion in 1942 are also shown 
in the table below which gives the percentage price change in the major groups 
of the BLS wholesale index from the predepression level to 1940 and to 1942, 


Percentage change from 
average 1926-29 to— 
Commodity group 


Farm products 

Processed foods 

Textile products ' 

Chemicals and allied products '___. 

Rubber and rubber products ? 

Fuel, power and lighting materials 
Miscellaneous products ! 

Tobacco manufactures and bottled beverages 
Hides, skins, leather and leather products 
Furniture and other household durables 
Metal and metal products 

Nonmetallic minerals ...__.__- 

Lumber and wood products. 

Finished steel price index. 


1 Old Bureau of Labor Statistics series. 

3 The rubber and rubber products index in 1926 was nearly 60 percent above its average for 1927, 1928, 
and 1929. This year has been excluded from the predepression average because of this abnormality. The 
bold face indicates the administration dominated groups; the light face indicates market dominated groups; 
and the italic indicates mixed groups. 


In 1940, farm products, food and textiles, which constitute roughly a third 
of the wholesale index by weight, were 22 to 34 percent below their pre 
depression level, while metals, metal products, and nonmetallic minerals which 
constitute another third of the index were only about 5 percent below their pre- 
depression level. By 1942, farm products, food and textiles as groups were just 
about back to their predepression levels, as were metals, metal products, and 
nonmetallic minerals. Thus a large part of the 1940 to 1942 price rise was a 
recovery in price of those things which had dropped most in the depression. 
In fact, by 1942, 8 of the 13 groups with approximately four-fifths of the index 
weight were within 314 percent of the?r respective predepression levels. 

The fact that the defense effort in 1941 did not create serious distortions in 
the price structure but reduced those already existing and that the price freeze 
in early 1942 preserved this improved balance is a tribute to the skill of those 
in charge of price control and the cooperation of business leaders. 

However, when the Steel Corporation refers to market prices such as farm 
food and textile as prices which “had a big head start on inflation” it is 
attributing to war inflation the reflation or recovery of market prices from 
depression levels. The latter is a normal result of the expansion of demand as 
a depressed economy of 8 million unemployed expands to a full employment 
economy whatever the source. And to measure the war inflations from 1940 
is to start with a distorted price structure and to include reflation from de- 
pression along with the true classical inflation. I did not make this mistake. 

Sincerely yours, 
GARDINER C. MEANS. 


STATEMENT TO THE SENATE SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
(By Dr. Gardiner C. Means) 


I appreciate very much the opportunity you have given me to comment on the 
testimony of the U.S. Chamber of Commerce given jointly by Walter’ D. Fackler 
and Padraic P. Frucht before your committee on April 23, 1959. I have examined 
their testimony with care and see no reason to modify in any way the testimony 
I have previously given. At no point did they question the facts I have pre- 
sented. At no point did they give evidence that the 8-percent increase in the 
index of wholesale prices since 1953 was the product of excess demand. At 
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no point did they give evidence that this increase did not occur predominantly 
in the concentrated industries as my testimony disclosed. Rather they pre- 
sented industries as my testimony disclosed. Rather they presented addi- 
tional factual evidence confirming the analysis I made before your committee— 
evidence which is given the appearance of conflict by misrepresenting the state- 
ments I have made. : 

The chamber of commerce appears to recognize the problem of excessive 
market power and the presence of administered prices with which your com- 
mittee is concerned. Thus, its representatives say, “The problem of excessive 
market power which may distort the allocation of resources, change the dis- 
tribution of income, and frustrate freedom of consumer and occupational choice 
is a matter that should engage the sober consideration of this committee and 
sober citizens generally” (p. 5223). Also, “No one ever denied that there were 
and are administered prices in some sense * * *” a sense which turns out to 
be that in which the term has usually been used in your hearings. 

The representatives of the chamber of commerce have offered criticism of 
my testimony on administrative inflation at three levels: Criticism of the analysis 
of wholesale price behavior since World War II; criticism of the emphasis on 
wholesale prices as compared with consumer prices; and criticism in the realm 
of abstract theory. I will take up each of these in turn. As to the facts on 
wholesale price behavior which I presented in the four charts I to IV (pp. 4748- 
4754), the representatives of the chamber were repeatedly asked if they found 
them in error, and no errors were suggested. Also, while they pointed out 
that the classification of price groups as market-dominated, administration- 
dominated and mixed was a matter of judgment, they suggested no changes in 
classification. This is more than a matter of oversight. I am sure that if 
lumber and wood products had been classified as administration-dominated in- 
stead of market-dominated, or if steel or rubber and rubber products had been 
classed as market-dominated, this error would have been forcefully pointed 
out. With the review that these charts have received by the economists of the 
Federal Reserve Board, the Federal Trade Commission and now the chamber 
of commerce, I believe we can regard them as not containing serious errors 
and can turn attention to their implications. 

The representatives of the chamber offer no explanation of the particular 
character of the rise in wholesale prices after 1953 as shown in Charts III 
and IV. They offer some rather vague theories about how free markets operate 
but do not come down to the concrete question as to whether the price increases 
in the administration-dominated industries shown in these charts were a product 
of a high or excessive demand, a curtailment of supply, or involved a departure 
from the classical equating of supply and demand. 

For example, was the 37 percent higher price of steel in 1958 over 1953 due 
to a greater demand for steel at the latter date, a smaller supply of steel or 
were some other factors needed to explain the greater price in the presence of 
less production and idle men and machines? Because of its vagueness on this 
point, the chamber of commerce testimony offers no challenge to the conclusion 
that the 8 percent higher level of the wholesale price index in 1958 over 1953 
arose not as a result of excess demand but from administrative action beyond 
the control of market forces, action to increase incomes either on the part of 
management or labor. 

The chamber’s chief attack on my analysis of wholesale price behavior has 
to do with the rise in wholesale prices between 1942 and 1953, and is based on 
a gross misrepresentation of that analysis. In complete disregard of my ex- 
plicit statement to the contrary, the chamber of commerce representatives 
attribute to me the view that the price movements during the period were all 
of one kind and then attempts to discredit my analysis by showing that they 
were of two different kinds. Thus they say, this was a “period in which, if you 
will recollect, classical inflation was operative, a period in which we are en- 
titled to believe, according to Dr. Means’ statement, that administered prices, 
the black columns, would rise more slowly and market prices would rise more 
quickly” (p. 5247). Then, on the basis of this assertion, they argue that my 
analysis is disproved by the fact that in the latter part of this period (1947-53) 
the reverse took place, with administered prices rising more and market prices 
less or declining somewhat. 

Let us look at my testimony. I presented two charts (I and II) for this 
period. The first showed the relatively even increase of all wholesale price 
groups in 1953 over their 1942 level. The second showed the very uneven in- 
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crease in the first part of this period with the major increases in market-domi- 
nated prices. From these two charts it should be obvious that in the second 
part of the period a movement opposite to that in the first part must have 
occurred. If both groups had moved up by the same amount in the period as a 
whole and market prices moved up more in the first part of the period, then 
simple arithmetic makes it necessary that administered prices must have risen 
more in the second part. Thus my charts alone are sufficient evidence that I 
did not hold that the price movement was the same throughout the period as the 
chamber of commerce representatives falsely maintain. 

In my actual testimony describing these charts, I pointed out the two different 
kinds of movement. Of the whole period I said, ‘‘Here we have the effect to 
be expected in a monetary inflation. The excess demand had its initial impact 
on flexible market prices, while administered prices clearly lagged behind. Only 
in the later stages of this monetary inflation did administered prices catch up 
with the general rise” (p. 4758). The same position was elaborated in my 
statement to the joint economic committee of February 16, 1959, which the 
chamber of commerce representatives cite in another connection. There I 
showed that the end result of the two war inflations was essentially classical 
and then I said, 

“When we look at the process of inflation, however, we find a quite unclassical 
difference in behavior between market and administration-dominated prices. 
In the beginning of a monetary inflation, market-dominated prices tend to rise 
more rapidly while administration-dominated prices lag well behind. Then in 
a period of readjustment, market-dominated prices fall back while administra- 
tion-dominated prices continue to rise until the two groups are more nearly in 
balance. The first stage in this processis shown in chart II.” 

When the chamber of commerce representatives present their chart D show- 
ing for the latter part of the period the administered price continuing to rise 
while market prices fell or rose little, they are giving very clear verification of 
my analysis, not disproving it. 

When Dr. Blair correctly stated my position on this point, saying, “I think 
Dr. Means would hold that the showing depicted in chart D does, in fact, ac- 
cord with his expectations,” the chamber of commerce representative replied, “I 
disagree. Dr. Means said in the 1959 hearings, speaking of this period 1942 to 
1953, ‘* * * there is no evidence that administered prices as such had a tendency 
to go up more or less than market prices * * *’.” My statement here referred 
to the difference between 1942 and 1953 prices, not what happened between. 
‘Only by taking this statement out of context, was the chamber of commerce 
reresentative able to make it appear that I regarded the price adjustments in 
the period as homogeneous, whereas I had explicitly pointed out that they were 
not. I have difficulty in believing that my statements on this matter were not 
clear or that the falsification was indavertent. 

The other criticisms of my analysis of wholesale price behavior are of minor 
importance and could be disregarded if they did not rest to such a large degree 
on misrepresentation. I will mention only two. 

The chamber of commerce representatives say, “Dr. Means considers the 
period from 1951 to 1953 as one of classical war inflation * * *”’ and then sup- 
port this assertion by quoting my testimony out of context as follows: 

“* * * the classical type of inflation such as we had after World War II 
and in the Korean war. These inflations were demand inflations in which 
there was too much money chasing too few goods. As a result of the excess 
demand, market-dominated prices rose first and most while administration- 
dominated prices lagged behind” (p. 5249). 

Very conveniently they leave out my next two sentences which say, 

“Then, when there was no longer too much money chasing too few goods, 
market-dominated prices dropped back and administration-dominated prices 
continued to rise until a new balance of prices had been established. According 
to my analysis, this balanced condition had been reached by 1953.” 

Now it just so happens that the Wholesale Price Index declined nearly 5 
percent from 1951 to 1958. I cannot imagine any conceivable circumstance in 
which I would call such a price decline a “classical inflation,” nor has my testi- 
mony laid any basis for such a conclusion. In fact, the evidence which the 
chamber of commerce representatives offer to support their contention that the 


11 have given the quote as it appeared in my testimony and without the italics added in 
the Chamber of Commerce testimony. 
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period 1951 to 1953 was not one of classical inflation indicates that prices be- 
haved almost exactly as I said they would in the sentence he chose to leave 
out. Thus, his evidence, instead of contradicting, again validates my analysis. 

Another example of misrepresentation involves a table I presented to you in 
my testimony of March 10, 1959. This table showed for industrial groups only 
the price changes from July 1957 to July 1958. The table does not include 
farm and food products because it was specifically introduced to show the actual 
price movement which underlay a Federal Reserve Board statement for the 
same period according to which there was “little change in price of most indus- 
trial commodities (italics added). Yet concerning this table, the chamber of 
commerce representatives said, “* * * He [Dr. Means] came before your com- 
mittee on March 10, a little over a month ago, and said ‘Here is clearly a case 
of administrative inflation.’ And he presented a table and said in effect: 
‘See, the administered prices; it is in the administered price sector where we had 
prices rising even in a recessionary downswing’,” and implied that the omission 
of farm and food from the table resulted in presenting a false picture. Now, 
the statement attributed to me does not appear anywhere in the March 10 
hearings, either directly or in effect, and it in no way reflects the purpose of the 
table or what I said about the table. The chamber of commerce representatives 
not only manufactured a false quotation but also falsified the use to which the 
table was put.” 

In the preamble to the chamber of commerce testimony, you were urged, before 
making important decisions in the field of price administration, “* * * to ask 
dispassionately and objectively the simple question: What? Why? and How? and 
to demand answers that meet the basic canons of scientific analysis and evi- 
dence” (p. 5222). I submit that the chamber of commerce criticisms of my 
analysis of wholesale price behavior do not meet these basic canons. Indeed, 
I submit that the chamber of commerce representatives were able to find so 
little to criticize in the analysis itself that they had to falsify in order to have 
anything substantial to criticize. 

A more bona fide issue has to do with my focus on wholesale prices. The 
chamber of commerce testimony questions the relevance of the analysis of whole- 
sale price behavior to the problem of inflation and wants to make the con- 
sumer price index the center of focus. As I stated in my testimony before you 
on March 10, there are a number of reasons why wholesale prices are more 
relevant to the work of your committee. At the outset of this series of hear- 
ings, the chairman stated with respect to the problem of inflation and the pur- 
pose of the committee, “We are concerned particularly with the extent to which 
administered prices in concentrated industries may contribute to this problem.” 
(p. 1.) With this as the committee’s center of focus, it is inevitable that 
wholesale price behavior should be the central subject of analysis. There are, 
however, other important reasons why you should be concerned primarily with 
wholesale, not consumer, prices. 

1. The Wholesale Price Index includes the prices of the very important 
category, producers goods which are not covered by the Consumer Price 
Index. 

2. The Wholesale Price Index is much more sensitive to demand condi- 
tions than is the Consumer Price Index which tends to lag significantly 
behind the Wholesale Price Index and to fluctuate less. 

3. The Wholesale Price Index excludes those consumer services such as 
rent and utility rates which lag even more than the consumer index as a 
whole and it also excludes those personal services such as medical and 
barber whose prices are so largely a labor return. 





*When the same table was later introduced in testimony before another committee for 
the purpose of showing, not industrial price movements, but, wholesale price movements, 
the farm, food, and miscellaneous groups were added. 

Also it should be noted that farm and food prices are subject to weather conditions 
which can produce a wide discrepancy between the planned production and actual produc- 
tion of individual producers, a condition which plays only a small role with industrial 
Prices. For longer periods and larger price movements, this factor is of secondary impor- 
tance. In a year’s comparison and a small average price movement this factor can cover 
up the effect of demand and administrative influences on prices if farm and food are 
included. This is the reason why, when the table was presented as evidence of wholesale 
Price movements, not industrial price movements, the movement of farm and food prices 
was segregated and placed at the bottom of the table. Whether “miscellaneous” should be 
classed with farm and food may be debatable. Two-thirds of its weight is constituted by 
pone eo = feed, but it does contain a small weight of commodities other than animal 

ein feed, 
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4. The role that administrative pricing plays in inflation can be seen 
more readily in wholesale commodity prices than in retail commodity prices, 

5. It is in wholesale prices that organized labor and wage contracts play 
the most important role in determining costs. 

All of these considerations seem to me to make wholesale prices the appro- 
priate focus of the committee’s attention. 

It is at the third level of criticism, that of theory, that the chamber of com- 
merce testimony is most revealing. In essence, the chamber of commerce repre- 
sentatives held that the evidence of administrative inflation should not be 
accepted, no matter how clear, unless a theory of the economy has been provided 
which explains it. Thus they say, of economists who contend that the inflation 
since 1953 has been primarily an administrative inflation and not a demand in- 
flation, the latter “* * * have not as yet managed to present even one sys- 
tematic, logically consistent, analytical model of the process by which * * * 
‘administrative’ inflation is generated and transmitted” (p. 5222). This is, in 
effect, taking the position that a phenomenon does not exist unless it has been 
explained. This is the approach of the scholastics. It does not meet ‘the basic 
canons of scientific analysis and evidence.” In the two greatest scientific ad- 
vances of this century, relatively theory, and quantum theory, the theories grew 
out of the facts not the other way around. 

Even more revealing is the fact that the representatives of the chamber of 
commerce do not themselves derive their conclusions from a systematic, logically 
consistent, analytical model. They refer to the classical model but they do not 
derive their conclusions from it, as can easily be shown. 

First consider the classical model. The chamber of commerce representatives 
presented this model in most graphic terms when they said, “The free market, 
in a sense, is a giant automatic calculator which continuously establishes and 
changes the value of inputs and outputs which in turn determine how resources 
are used” (p. 5229). For “value of inputs and outputs” one could equally well 
substitute “prices of inputs and outputs.” In this model, prices are con- 
tinuously established and changed under the pressures of supply and demand. 
The “giant automatic calculator” is Adam Smith’s “unseen hand” of market 
forces. This model is in the tradition of Alfred Marshall’s “Principles,” of 
Leon Walras’ famous system of equations and Irving Fisher’s mechanical con- 
trivance. In this model, no producer has any “area of discretion” over pricing 
or any market power to administer his prices. Prices are determined by the 
“giant automatic calculator.” This is a truly beautiful and elegant model and 
in this model an administrative inflation would be logically impossible. 

However, the chamber of commerce representatives do not derive their con- 
clusion from this model. They realizeethat in real life prices are not as flexible 
as the model requires. So, along with other classical students, they introduce 
the idea of lags and friction to account for the difference between the model 
and the actual reality of the market. Thus, they refer to “lags and friction” 
(p. 5233); “the timing and lags involved” (p. 5233) ; and “rigidities and lags in 
the system in response to the demand” (p. 5237). They treat administered 
prices as a form of rigidity or friction which causes a lag in adjustment. But 
they presume that somehow the end result of a system with administered prices 
is about the same as if reality did in fact mirror the classical model. This 
also is a beautiful solution to the problem presented by the reality of adminis- 
tered prices, but far from elegant. In effect it is an effort to shove the problem 
of administered prices under the ruge and advise on policy as if administered 
prices did not exist or were not significant. 

There are two interesting characteristics of this inelegant solution. First, 
it provides no systematic, logically consistent, and more realistic analytical 
model containing the “friction” of administered prices to take the place of the 
classical model. And second, the complete absence of an analytical model cap- 
able of including administered prices means that there is no logical basis for 
claiming that the results shown by such a model would be the same as those of 
the classical model, except for some lags and delays and approximations. 

Let us turn for a moment to the physical world and the role of the quite 
different friction existing there. It is physical friction on which you rely 
when you park your car on a hill and set the brakes. Here, the difference be 
tween a frictionless model of car behavior and a model including friction is 
of the essence. Car behavior under the two conditions is crucially different. 
How, then can it be taken for granted that the “friction” of administered prices 
has no significant effect on the functioning of our economic system? 
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Even more important, the inelegant solution of sweeping administered prices 
under the rug as “friction” has had the unfortunate result of distorting the 
view of their actual behavior. According to the protagonists of the classical 
model, the “friction” of administered prices can only produce a lag in adjust- 
ment, never a lead, and therefore could not generate an administrative inflation. 
Perhaps this notion is a carryover from the analogy of physical friction which 
is a slowing up, not an energizing, phenomenon. Certainly it has no basis in 
observation. 

The area of discretion which makes administered pricing possible is not a 
one-way street. The power to choose one price rather than another within the 
limits set by market forces is not only a power to postpone price changes when 
market conditions change but is also a power to initiate price changes when 
no change in market conditions has occurred. The rise of steel prices in both 
1954 and 1958 when the demand for steel was falling does not have the appear- 
ance of a lag in adjustment to falling demand. Even the classical crutch 
of “friction” would seem to be a distortion of the fact of price administration. 

Perhaps when the reality of administered prices is introduced into the eco- 
nomic model instead of disregarded, the difference between this more general 
model and the classical model will be as striking as a car with and without 
brakes. Such explorations as I have made in this field do disclose most striking 
differences, one of which is administrative inflation, a development not logically 
possible in the classical model. Certainly the representatives of the chamber of 
commerce are not justified in saying that there are no significant differences 
until they have designed such a model and shown that no significant differences 
arise. In the absence of such a logical proof, their assertion that the “friction” 
of administered prices makes no significant difference other than a lag in adjust- 
ment is a matter of faith, and perhaps a little of hope, but not a product of 
scientific analysis. And policy recommendations based on this faith are not 
derived from a systematic, logically consistent, analytical model as the chamber 
of commerce representatives would like you to believe; they rest on a precon- 
ceived motion not based on a scientific foundation. 

However, the case for administrative inflation does not rest on such model- 
building grounds. The elegant model to displace the classical still remains to 
be built. The real case for administrative inflation rests on the empirical 
grounds which your committee has been so effectively developing. “Certainly”, 
as the chamber of commerce representative says, “in as important an inquiry 
as this, objectivity and truth rather than preconceived notions should prevail.” 


GARDINER C. MEANS. 


MEMORANDUM OF THE LAW DEPARTMENT, NATIONAL ASSOCIATION OF MANUFAC- 
TURERS, RE STATUTORY POWER OF FEDERAL TRADE COMMISSION To CoNnbucr 
A PUBLIC HEARING AS PROPOSED BY S. 215 


During the course of the testimony by Mr. Charles R. Sligh, Jr., on behalf of 
the National Association of Manufacturers, before the subcommittee on April 
29, 1959, on S. 215, Mr. Rand Dixon, counsel for the subcommittee, stated that 
the Federal Trade Commission presently has the power to accomplish all the 
objectives of S. 215 with the exception of the proposed 30-day waiting period. 
We requested, and were granted permission to file this memorandum express- 
ing our views to the contrary. 

If such power exists, it must be found in section 6 of the Federal Trade 
Commission Act. Subsection (a) of section 6 vests with the Commission the 
power to gather and compile information concerning, and to investigate the 
organization, business, conduct, practices, and management of corporations en- 
gaged in interstate commerce, and their relation to other corporations and to 
individuals, associations, and partnerships. Subsection (b) authorizes the 
Commission to require the filing of reports and answers to specific questions, 
furnishing information as to the items authorized to be investigated under 
subsection (a). 

Section 9 of the act gives the Commission the right of access to any documen- 
tary evidence of the corporation being investigated or proceeded against, and 
the power to require by subpena the attendance of witnesses and the pro- 
duction of such documentary evidence. 

While the language of section 6 is broad and sweeping, it has never been 
construed to authorize the Commission to conduct investigations, backed up by 
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the subpena powers of section 9, of any subject matter or of the affairs of any 
corporation of its choosing, without regard to the substantive law. It is, or 
should be a truism of the law, that the Federal Trade Commission, under sec- 
tion 6, may conduct only those investigations authorized by the statute. If 
section 6 is construed to empower the Commission to examine the books and 
records of every corporation engaged in interstate commerce whenever, and for 
whatever reason the Commission thinks best to inquire, it goes beyond any 
power which Congress can confer. F7'C v. Baltimore Grain Co., 284 F. 886, 
affirmed 267 U.S. 586 (1925). 

Section 6 of the act cannot be read in a vacuum. It must be considered in 
the light of the function intended by the Congress to be served by the Federal 
Trade Commission. It is apparent from the legislative history of the act that 
it was considered a companion to the Clayton Act, enacted at the same session 
of the Congress, and that the Commission was created primarily to administer 
and enforce the substantive provisions of the antitrust laws. ‘These laws pro- 
scribe certain types of trade practices which are deemed to be deceptive, unfair 
or injurious to competition, and thus unlawful. The fact that section 6 makes 
no specific reference to the substantive provisions of the antitrust laws does 
not give license to read that section as though it were entirely sealed off from 
section 5 of the same act, or has no relation to the practices proscribed by the 
Sherman and Clayton Acts. U.S. v. Morton Salt Co., 338 U.S. 632, 649 (1950). 
Nor may section 6 be read to authorize the Trade Commission to conduct irrele- 
vant and unauthorized investigations under the guise of carrying out an author- 
ized function. UWS. v. Basic Products Co., 260 F. 472 (1919). By no stretch of 
the imagination can it be said that an increase in the price by an individual 
producer of a product marketed in interstate commerce runs counter to any of 
the practices proscribed by the antitrust laws. 

In the Basic Products case, the Commission demanded access to book and 
records of the defendant in order to ascertain the production costs of a product 
manufactured by the defendant. The Navy Department had requested the Com- 
mission to conduct such an investigation, looking toward the Navy’s possible 
purchase of the patent covering the product in question. Unquestionably, the 
information sought by the Commission concerned the “organization, business 
conduct, practices and management” of the corporation. 

The Court refused to enforce the demand. It said, at page 477: 

“The act of Congress under which the Federal Trade Commission has pro- 
posed to investigate the cost of producing a patented product and perhaps the 
amount of compensation which should be paid by the United States, in order 
that the Navy might acquire the same, does not in terms justify such proceeding. 
The act is aimed at unfair methods of competition in commerce.” 

And at page 482: 

“It never was intended that the extent of a free man’s duty to perform should 
be determined by those who demand performance.” 

The Court declared sound the contention that the act was unconstitutional, 
not only “insofar as it authorizes investigations and compulsory disclosures 
of matters which are beyond the commerce power,” but also “insofar as it 
attempts to authorize a search or seizure by an administrative agency of Gov- 
ernment without charge or suspicion of wrongdoing.” 

The leading case in which the investigatory power of the Federal Trade 
Commission was considered is FTC v. American Tobacco Co., 264 U.S. 298 (1924). 
This case arose from the refusal of respondents to comply with a subpena alleg- 
edly issued pursuant to a Senate resolution directing the Commission to investi- 
gate certain phases of the tobacco industry, but the Court disregarded the 
Senate resolution as it was not based on any alleged violation of the antitrust 
laws (section 6(d), FTC Act), and considered the case “on the general claim 
of suthority put forward by the Commission.” 

The Court said, at pages 305-306: 

“There mere facts of carrying on a commerce not confined within State lines, 
and of being organized as a corporation, do not make men’s affairs public, as 
those of a railroad company now may be. Smith v. Interstate Commerce Com- 
mission, 245 U.S. 338, 48, 62 L. Ed. 135, 140, 38 Sup. Ct. Rep. 30. Anyone who 
respects the spirit as well as the letter of the fourth amendment would be loath 
to believe that Congress intended to authorize one of its subordinate agencies 
to sweep all our traditions into the fire (Interstate Commerce Commission V. 
Brimson, 154 U.S. 447, 479, 38 L. Ed. 1047, 1058, 4 Inters. Comp. Rep. 545, 14 Sup. 
Ct. Rep. 1125), and to direct fishing expeditions into private papers on the possi- 
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bility that they may disclose evidence of crime. We do not discuss the question 
whether it could do so if it tried, as nothing “short of the most explicit language 
would induce us to attribute to Congress, that intent. * * * It is contrary to 
the first principles of justice to allow a search through all the respondents’ 
records, relevant or irrelevant, in the hope that something will turn up.” 

The Court concluded at page 307: 

“We have considered this case on the general claim of authority put forward 
by the Commission. The argument for the Government attaches some force to 
the investigations and proceedings upon which the Commission had entered. 
The investigations and complaints seem to have been only on hearsay or sus- 
picion; but even if they were induced by substantial evidence under oath, the 
rudimentary principles of justice that we have laid down would apply. We 
cannot attribute to Congress an intent to defy the fourth amendment, or even 
to come so near to doing so as to raise a serious question of constitutional law.” 

Prior to the Supreme Court decision in the American Tobacco case, the U.S. 
District Court for the District of Maryland had issued a similar ruling in FTC v. 
Baltimore Grain Co., supra. In that case the Commission sought access to 
respondents’ books and records, on its own motion under section 6, and pursuant 
to a Senate resolution directing it to investigate farm and export grain prices, 
market manipulations, profits of exporting firms, etc. The Court disregarded 
the Senate resolution, as it did not allege any violation of antitrust laws and 
thus conferred on the Commission no authority not already given it by law. 

The Court stated at page 888: 

“The precise question here to be decided is whether the statute confers upon 
the Commission the right to inspect and copy the papers of any private corpora- 
tion engaged in interstate or foreign commerce, whenever, in the judgment of 
the Commission, such inspection may furnish information of value to an inquiry 
it is making as to some economic or commercial problem, and when it has no 
reason to believe that any violation of law has been committed.” 

The Court did not question the timeliness of the investigation. It pointed 
out that the export grain market was a serious problem, had resulted in enact- 
ment of legislation and even forced a realinement of political parties in the 
grain States. It recognized that Congress needed the facts concerning the 
problem and that the more thorough the inquiry, the more valuable its results 
could be. 

But that was only one side of the coin, the Court said. It continued at 
page S89: 

“No official can be given authority to rummage through the papers of an 
individual without the latter’s consent, in the hope that something or other may 
be discovered useful for some public purpose.” 

While noting that the rights of a corporation as against the sovereign which 
created it may be limited, the Court found it necessary to inquire whether the 
United States may exercise, over a corporation engaged in interstate commerce, 
all the powers which are possessed by the State which chartered it. 

The Court said at page 889: 

“Even if it may, the wording of the statute, broad and general as in some re- 
spects it is, does not suggest that Congress intended to strike down, as respects 
private corporations engaged in interstate commerce, all the limitations which 
for 150 years or more had protected private papers from searches under general 
warrants. Nor is there anything in the legislative history of the act to sug- 
gest that the legislators supposed that they were taking so radical a step, or that 
they were raising a constitutional question so serious and far-reaching in 
character.” 

The Court concluded, at page 89: 

“* * * if it really means that, whenever the Commission thinks best to make 
an inquiry into the way in which some great department of commerce is carried 
on, it may send its employees into the office of every corporation which does an 
interstate business in that line, and empower them to go through the company’s 
books, correspondence, and other papers, I am satisfied it goes beyond any 
power which Congress can confer, in this way, at least.” 

The Supreme Court affirmed the Baltimore Grain case, per curium, 267 U.S. 
586 (1925), citing the American Tobacco case. 

A close parallel to the language of sections 6 and 9 of the Trade Commission 
Act are found in the Interstate Commerce Commission Act. That act gives the 
Commission authority to “inquire into the management of the business of all 
common carriers * * *, and shall keep itself informed as to the manner and 
method in which the same is conducted, and shall have the right to obtain from 
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such common carriers full and complete information necessary to enable the 
Commission to perform the duties and carry out the objects for which it was 
created * * *.” For the purposes of the act the Commission was also vested with 
the power “to require, by subpena, the attendance and testimony of witnesses 
and the production of all books, papers, tariffs, contracts, agreements, and doc- 
uments relating to any matter under investigation.” 

In construing the Interstate Commerce Commission Act, the Supreme Court, 
in Harriman v. ICC (211 U.S. 407 (1908) ), held that the purposes of the act “for 
which the Commission may exact evidence embrace only complaints for viola- 
tion of the act, and investigations by the Commission upon matters that might 
have been made the object of the complaint.” 

The Court added, at pages 419-420: 

“These, in our opinion, are the purposes referred to; in other words, the 
power to require testimony is limited, as it usually is in English-speaking 
countries, at least, to the only cases where the sacrifice of privacy is necessary— 
those where the investigations concern a specific breach of the law.” 

The principle expounded in these cases has never been seriously questioned; 
on the contrary, it has been consistently adhered to by the courts, and has been 
recognized by the Congress. In Shapiro v. U.S. (335 U.S. 1 (1948) ), for example, 
the Court noted that the Congress itself, in drafting the Emergency Price Con- 
trol Act, had taken steps specifically to frame the statute so as to avoid conflict 
with the decision in the American Tobacco case. 

That the constitutional limitations of the Trade Commission’s investigatory and 
subpena powers as set out in the Basic Products, American Tobacco and Balti- 
more Grain cases are today recognized by the courts, see F7'C v. Hallmark, 
U.S. Court of Appeals, Seventh Circuit, decided March 30, 1959, and FTC v. Wal- 
tham Watch Co., U.S. District Court for the Southern District of New York, 
decided January 13, 1959. While these cases order compliance with Commission 
subpenas, they involved investigations of alleged practices specifically prohibited 
by the act. 

A case sometimes cited as bolstering the authority of the Federal Trade 
Commission to embark on “fishing expeditions” is U.S. v. Morton Salt Co. (338 
U.S. 632 (1950)). This case does nothing to detract from or to dilute the prin- 
ciple of the American Tobacco case, nor in the slightest degree to remove the 
constitutional impediment to investigations not authorized by the act. 

The Morton Salt case involved a demand for compliance reports in the course 
of an investigation to determine the manner and form of compliance with a 
court decree. A specific violation of the act had been found by the Commission. 
The Court had upheld the Commission’s cease and desist order and decreed com- 
pliance. The Commission is specifically authorized by section 6(c) to make 
investigations, upon its own motion, of the manner in which such a decree has 
been or is being carried out. 

The Court in the Morton Salt case recognized that corporations “should have 
protection from unlawful demands made in the name of public investigations,” 
and that “governmental investigations into corporate matters may be of such a 
Sweeping nature and so unrelated to the matter properly under inquiry as to 
exceed the investigatory power,” citing the American Tobaco case. The Court 
went on to hold that “it is sufficient if the inquiry is within the authority of the 
agency, the demand is not too indefinite and the informtaion sought is reason- 
ably relevant.” 5 

We submit that an inquiry by the Federal Trade Commission into the “rea- 
sons for and the justifiability of” a proposed price increase by any corporation 
is not “within the authority of the agency,” and that the information which 
would be sought in furtherance of such an inquiry is not “reasonably relevant” 
to any power lawfully exercised by the agency in question. 

We can only conclude that a public hearing, or investigation, including the 
subpena power of section 9 of the act, into the “reasons for and the justifiability 
of” a proposed price increase by a corporation engaged in interstate commerce, 
is not within the present scope of the Federal Trade Commission’s authority. 
We do not view the legislative history of the act, nor the judicial construction 
of it, as contemplating such power. 

It is evident that there must appear some reasonable relationship between the 
mandatory sacrifice of privacy and the evils sought to be eliminated by the 
antitrust laws. In other words, an inquiry under section 6 of the act must 
present reasonable and readily ascretainable limits. No other construction 
would seem to effectuate the intent of Congress and keep the procedures of the 
Commission within constitutional limits. 
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We find no evidence that it was intended that the Federal Trade Commission 
should possess unlimited powers of inquisition or an unlimited right of access 
to books and papers of private parties or corporations, or a search without basis 
of some facts tending to establish a charge of wrongdoing. 


{From the Washington Post and Times Herald, Apr. 5, 1959] 


BUSINESS OUTLOOK : PER TON STEEL PRoFIT SOARS IN 4 YEARS 
(By J. A. Livingston) 


On Tuesday, the 28th, directors of the United States Steel Corp. will be 
embarrassed by riches. They’ll meet to declare a dividend on the common 
stock and review first-quarter earnings. Those earnings will be almost too good, 
as will be earnings of other major steel companies, such as Bethlehem, Re- 
public, Jones & Laughlin. 

Stockholders will cheer the reports. And so will David J. McDonald, presi- 
dent of the United Steelworkers of America. 

The stockholders will cheer in expectation of higher dividends. McDonald 
will cheer speculatively, calculatingly. He'll ask himself and his fellow 
unionists: How much more can we pry out of the steel companies in higher 
wages and fringe benefits? 

The steel industry has done a tremendous job in getting down costs and get- 
ting up prices, thereby raising its profit potential. Nothing manifests this more 
clearly than 1958 results. Notwithstanding a drop in operations from 85 to 61 
percent last year, all but 2 out of 33 companies reported profits. And these 
losers were comparatively small as steel companies go, Pittsburgh Steel with 
sales of $135 million and Barium Steel with sales of $28 million. 


SHARING STEEL’S WEALTH 


“The past year,” says Standard & Poor’s Corp., investment publishing house, 
“has clearly demonstrated that the industry’s huge postwar outlays for plant 
modernization and expansion are beginning to pay off in a big way. Profit 
for the first half promise to verge on the phenomenal. * * *” 

At one time, it was thought fine if a steel company operated at 60 percent 
and broke even. But now, leading companies make substantial profits at that 
rate. Here’s the 1958 score on the half dozen largest companies : 


Rate (percent) Profits per share 
Company 


1958 1957 1958 1957 


United States Steel $5. 13 $7.33 
Bethlehem ae 58 R 2.91 4.13 
Republic..._....- J we 3. 96 5. 45 
Jones & Laughlin-- 66 2.79 5. 65 
National 66 5 4. 80 6.13 
Youngstown 56 6. 23 12. 35 


United States Steel Corp. exemplifies the improvement. Last year it shipped 
3.3 million fewer tons of steel than in 1954. Yet its net income, at $301 million, 
was more than 50 percent higher than 1954’s $195 million. In net per ton, 
income advanced from $9.65 to $17.75. 


TARGET FOR M’DONALD 


Nobody can be honestly sure what today’s break-even point in steel is. How- 
ever, Avery C. Adams, chairman and president of Jones & Laughlin, has said 
he could break even at 44 percent of capacity. Yet, J. & L. is not considered the 
steel industry’s most modern or most efficient company. Last year, its net in- 
come came to 3.5 percent on its sales as compared with 8.7 percent for United 
States Steel, 6.8 percent for Bethlehem and Republic, 6.6 percent for National, 
and 4.2 percent for Youngstown. 
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United States Steel’s break-even point is now considered to be between 35 and 
40 percent, and other leading companies would not be far from that range. 
Inference: First-quarter earnings will make an attractive target for McDonald 
at the negotiating table. Operations have averaged 75 to 80 percent. 

It is true that wage rates have increased almost yearly. Since 1945, they 
are up 150 percent. Steel executives argue that these increases forced them to 
advance prices. But union economists insist that steel companies have profited 
from wage increases by upping prices even more. 


WHY EISENHOWER IS 
Price of steel has stair-stepped upward 150% since 
1945; wholesale commodities have risen only 74%. 





















60 . 2 
1945 ‘46 ‘47 ‘46 ‘40 ‘SO '8i ‘Se ‘53 ‘64 ‘55 ‘56 ‘S7 ‘SG ‘5D 
Source: fron Age: Department of Labor, J. A. Livingston 





PRESIDENT SETS CEILING 










The advance in steel prices since 1945, at 150 percent, is the same as the 
increase in wages, but does not allow for fringe benefits. The rise, however, is 
double the rise in whoelsale prices, up only 74 percent (see chart). This ex- 
plains why President Eisenhower was so emphatic at a recent press conference 
in saying that he hoped both the companies and the union would arrive at a 
wage settlement which would not boost steel prices. 

This is the first time President Eisenhower has staked the prestige of the 
White House on a wage negotiation. he implication is clear: He will exert 
pressure on his former Secretary of the Treasury, George M. Humphrey, now 
chairman of National Steel, and other steel executives to absorb any wage in- 
crease. This suggests that: 

1. Bargaining will be tough. 

2. There may be a strike. 

3. Profit margins will not be as great in the second half of the year as in 
the first half. 

Not only may wages go up in the second half, but production will go down. 
Production will be cut either by a strike or a letdown in demand. After all, 
steel users are buying steel now in anticipation of a strike. They’ll have plenty 
on hand if there is no strike. 

This suggests some slackening in business in general later on in the year. 

















[From the Washington Post and Times Herald, Apr. 17, 1959] 
STEEL WorRKER. Propuction Data Founp Pointing BotH Ways 


(By Bernard D. Nossiter, staff reporter) 





The Labor Department yesterday issued some politically explosive figures 
showing steelworkers’ productivity fell 6 percent between 1956 and 1958. 

At the same time, some unofficial Government figures were released showing 
that the same steelworkers’ productivity jumped almost 10 percent between the 
start of 1957 and the start of 1959. 
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The official figures, showing the drop, can be used by steel producers to 
bolster their case against demands for wage increases by the steel union. 

The unofficial figures, showing the rise, can be used by the union to strengthen 
its case that the producers can afford a wage increase without raising prices. 

The official data were released at a press conference just 1 month before the 
industry and the United Steelworkers are scheduled to begin bargaining over a 
new contract. The existing pact, signed in 1956, runs out on June 30. 

The official and unofficial measurements were not calculated by the Govern- 
ment in exactly the same way. However, economists regard the difference as 
unimportant in determining a trend. 

Until yesterday’s release, the latest productivity figures for steel only covered 
years through 1956. They were issued in October 1957. But Ewan Clague, the 
Commisioner of Labor Statistics, said that the new release was not timed to 
influence the steel bargaining. 

Productivity is a measure of the physical output or tons of steel produced by 
each worker. When productivity rises, labor costs for each ton of steel drop 
and profits rise. When productivity falls, labor costs increase and profits de- 
crease. 

President Eisenhower and many economists think that wages should go up 
only as productivity increases because then no price boosts are needed to prop 
up profits. However, administration economists think that the proper wage 
guide is the productivity increase of the whole economy rather than the increase 
in any one industry. 

The apparent contradiction between the official and unofficial figures was ex- 
plained last February by Roger Blough, chairman of the giant United States 
Steel. He said that the 1956-58 productivity drop “was due primarily to the 
sharp drop in steel production during the period of recession.” 

Then Blough said, “Now that the demand for steel is rising rapidly, it may 
be expected that output per man-hour will do likewise.” 

In fact, productivity in these first 2 months of 1959 was more than 20 per- 
cent above last summer’s level, according to the unofficial data. 

Clague explained that when steel output is cut, workers are not laid off as 
quickly. The companies must pay supplemental unemployment benefits to their 
laid-off workers. But when steel output is increased, Clague said, workers are 
not added on as quickly. Steel employers don’t want to be obligated for sup- 
plemental unemployment benefits at some future time. 

So, Clague and other economists agree that the most meaningful course to 
follow in determining whether producivity is rising or falling is to compare 
periods when the industry is producing at about the same rate of capacity. 

On this basis, the first quarter of 1957 is not much unlike early 1959. Over 
this stretch, the unofficial figures show steel productivity rising 9.7 percent or 
about 4.5 percent a year. 

Another calculation has been made by the Senate Antitrust Subcommittee, 
using Labor Department figures. This shows that steel productivity rose 7 
percent between the last quarter of 1957 and the last quarter of 1958. The 
industry was operating at a 75-percent rate at the end of 1957 and at a 73-per- 
cent rate at the end of 1958. 

The figures tend to bear out the economic fact that productivity has been 
rising sharply in steel, a fact supported by the high production and high un- 
employment in the industry. 

Official figures recently released by the Labor Department show that produc- 
tivity for the entire economy has been rising at about a 2-percent-a-year rate 
between 1953 and 1958. 


{From the Washington Post and Times Herald, Apr. 23, 1959] 
UNTEMPERED STEEL 


We hope and trust that neither the steel industry nor the Steelworkers Union 
thinks it has disposed of the President’s plea for restraint on price-wage in- 
creases by asking for full capitulation by the other at this early stage of the 
battle. The union cannot escape its responsibilities to consider the effect of 
rising wage costs upon inflation merely by demanding that increased salaries 
and other benefits be paid out of earnings while prices are frozen. Nor can the 
companies avoid their plain duty to bargain reasonably and in good faith by 
asking the union to sit on its hands while business booms and profits soar. 
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The opening skirmish was disappointingly superficial on both sides. The only 
good thing that has come of it is an agreement that face-to-face negotiations on 
the industrywide contracts, which expire June 30, be started earlier, on May 4, to 
leave more time for averting a strike. Unhappily, the brief hearings scheduled 
for today and tomorrow before the Senate Antitrust and Monopoly Subcommit- 
tee do not seem calculated to bring the matter into much better focus. 

One of the weakest points in labor’s case for a big package of wage and other 
improvements in the new contract is that it has chosen to rest the appeal in 
large part on claimed increases in “output per man-hour,” an argument which 
takes no account of automation. It can be argued fairly that labor should 
share in the fruits of technological progress—but when the union also seeks 
to divert earnings needed to finance such progress to the payment of higher 
wages, it takes up a position that becomes self-defeating if pressed too far. 
Some first-class, expert elucidation on productivity is sorely needed and the 
subcommittee might bear down on this point. The truth is that the productivity 
of labor has not risen very fast and is unlikely to do so. 

The steel companies, on the other hand, are playing the “none of your busi- 
ness” theme song on prices and earnings a bit too loud. To be sure, neither 
is a matter for contract with the union or among the companies. But the extraor- 
dinary increases in steel prices and profits in the past 6 years are very 
much the public’s business. For the public has paid for the steel industry’s 
joy ride and has, so far, no means of slowing it down. 

It seems probable, as Eugene Havas suggested in a letter to this newspaper 
the other day, that steel and the other highly concentrated industries have 
forced upon the country a level of prices and wages that less protected indus- 
tries cannot afford. The companies can put some of the blame on the unions 
but must bear most of it themselves, for they seemingly have had the ability— 
and have it today—to hold down prices or even to cut them significantly. If 
they did, the unions would have little or no support for any unreasonable wage 
contract. Yet the industry has refused to utilize this weapon, and calls instead 
for public action to break union power. 

If there is one thing that both the United Steelworkers and the steel companies 
ean be sure of, it is that the public is not going to take remedial measures 
against only one side. Both the steel union and steel management have shown— 
and continue to show—a curious insensitiveness to their public responsibilities, 
and although they fight each other publicly, they serve each other privately 
very well indeed. The Kefauver subcommittee would do well to be on guard 
against the old “he did it” game and to dou some finger-pointing of its own if 
the Senate will clear the way for some really thorough hearings. 


° 









{From the Washington Post and Times Herald, Apr. 28, 1959] 
Bureau ApMits “Stoppy” STatTistics Jos, ACCEPTS UNION’s STEEL OUTPUT REPORT 
(By Bernard D. Nossiter, staff reporter) 


A storm blew up yesterday over the sensitive “unofficial” steel productivity 
figures released 11 days ago. The Government admitted it was guilty of “sloppy 
work” in putting out inaccurate figures which the steel industry had planned 
to use against worker wage demands. 

There were these developments: 

The United Steelworkers Union discovered what it called an enormous error 
in the productivity data. The Government had reported steelworker produc- 
tivity fell 6 percent between 1956 and the slump year of 1958. Instead, accord- 
ing to the union, the drop was only 3 percent. 

Commisisoner Ewan Clague of the Bureau of Labor Statistics told the Wash- 
ington Post that union researchers had correctly spotted the arithmetic error, 
pony union estimate was about right and that “this convicts us of sloppy 
work.” 

The staff of the Senate Antitrust and Monopoly Subcommittee wrote a 
memorandum calling the method used by Clague’s Bureau “a hybrid concept” 
that understated steel productivity gains. 
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M’DONALD WRITES MITCHELL 


The union’s president, David J. McDonald, sent Labor Secretary James P. 
Mitchell an indignant letter, claiming that the arithmetical mistake would not 
have occurred “if the agency’s normal operating procedures had not been inter- 
fered with for purposes which we are at a loss to comprehend.” 

McDonald said that when the steel productivity measurement was first com- 
pleted in 1956, the figures were sent privately to the industry and the union 
“for comment before public release.” 

But this time, McDonald observed, they were rushed out at a unique and 
much publicized press conference without any private examination and on the 
eve of the 1959 steel wage talks. 

If the past procedure of a private check had been followed, McDonald said, 
“the error clearly would have been discovered before the damage resulted.” 

McDonald said he was sure the arithmetical mistake was an honest one. But 
he added: “The damage cannot now be completely undone because the fact 
never catches up with an error.” 

MeDonald asked Mitchell, however, to put out corrected figures promptly at 
an equally well-publicized press conference. 

Mitchell said he would not comment until he had seen McDonald’s letter. 


CORRECTIONS TO BE PUBLISHED 


Clague said he would publish corrected figures next week. He said they 
would also include other minor revisions that would not greatly affect the re- 
sults computed by Otis Brubaker, the union’s research director. 

Clague said he personally was responsible for the hurried release of the 
data and denied any official pressure on him to get out the results. In 1956, 
the official release came well after negotiations ended, although the figures had 
been circulated for checking before the talks began. The 1956 figures would 
have helped the union had they been available because they showed a huge jump 
in productivity in 1955. 

Union sources said they remembered that Clague had held up the data in 
1956 because he said he did not want to prejudice the negotiations. But last 
night Clague said he did not recall this. 

The arithmetical error, Clague said, was made by one of his economists who 
applied an improper weight to stainless steel man-hours. 

It was checked and checked and checked, Clague said, but it was not spotted 
until Brubaker found it last week. 

Clague said he had not checked with the union or the industry before releasing 
the figures because he thought they were “on the track.” 

Productivity, or output per man-hour, is important to bargaining because many 
economists and President Eisenhower have said wage increases should not ex- 
ceed productivity gains. The figures provide a rough guide to the industry’s 
ability to pay and still cash in profits without boosting prices. 


FIGURES OF LITTLE HELP 


Actually, Clague and other economists agree that the Government figures, 
even when correct, are of little help in steel. 

These experts say the best way to determine how steel productivity is moving 
is to compare periods of similar rates of steel production. Reporters at the April 
16 press conference pried loose some “unofficial” figures to make this comparison. 
They showed a marked rise in recent years in steel productivity. 

The Senate subcommittee’s criticism had a different base. The critique said 
the Government should have measured output per man-hour worked but instead 
measured output per paid man-hour. This means that vacations, holidays and 
other nonworking but paid hours are in the Government figures. This holds 
down the reported productivity. 

Clague said the subcommittee was suggesting a purely physical measurement of 
—— but that his method was better to determine labor costs for a ton 
of steel. 

In testimony before the Joint Economic Committee, Clague used both methods 
to measure productivity for the whole economy. He said however, Congress has 
given his Bureau more funds to determine whether it should work up both 
methods for steel. 
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[From the Washington Post and Times Herald, May 5, 1959] 


THE PROFITS OF STEEL 







I have read the April 20 letter of Eugene Havas and we are in agreement 
that steel labor costs should not be increased and that steel prices should come 
down. But Mr. Havas’ sketchy statistics lead him to an incorrect estimate of the 
price deduction needed. 

He says the industry has overcharged consumers by “about $1 billion per 
annum,” and his next sentence infers that this was “in the postwar years.” 
Profits before income taxes averaged $1.4 billion in 1946-48 and $2 billion in 
what he later calls “the highly prosperous 1955-58 period.” 

Profits after taxes averaged $0.7 billion and $1 billion respectively. Each 
reader must decide for himself whether or not the 50 to 70 percent reduction in 
Federal tax receipts and company profits which Mr. Havas is apparently calling 
for would have been desirable. 

If Mr. Havas believes steel profits have been so much too high he should apply 
his remedy to many or most industries. Even in 1955-57, steel’s rate of return 
on net assets ranked only 16th among the 40 manufacturing industries tabulated 
in the well-known First National City Bank of New York series. In 1958, it 
ranked 26th. 

It may rank higher in 1959, but how can we tell, until the penalty is paid after 
July 1 for the early 1959 rush of orders to replenish inventories and anticipate 
a possible strike? 

Mr. Havas says Wall Street estimates put expected steel profits in 1959 at 
50 percent above 1958. (He does not say, and I do not know, whether these 
estimates assume a strike, a labor cost increase, or a price increase.) I heard 
3 weeks ago from an officer of the Chase Manhattan Bank that the latest Wall 
— estimates put average 1959 profits of all industries at 33 percent above 

VIS. 

But steel profits had dropped 31 percent in 1958, and profits of all industries, 
10 percent (First National City Bank data). Thus steel’s profits in 1959 are pre- 
dicted to be 3 or 4 percent, and profits of all industries 20 percent, above 1957. 
It is not my choice, but that of Mr. Havas, to play with these profit estimates or 
to place such emphasis on one industry. 

He goes on to say that United States Steel’s profits were $7.47 a ton in 1953 
and are $20 now. (This company’s labor costs were $63 per ton shipped in 1953 
and $88 in 1958.) He concludes that a $12.50 price reduction is called for, and 
will leave United States Steel earning “about $6 per common stock.” But the 
rest of the industry is much less profitable—perhaps because it is less integrated 
or less efficient on an overall basis, but not because its prices are lower. 

The 1958 decrease in profits for 48 smaller steel companies was 33 percent, so 
that a 50-percent increase will bring them back to the 1957 level. In 1957 the 
industry, omitting United States Steel, earned $13.10 per ton shipped. Mr. Havas 
would cut this to $7.10, resulting in a lower ratio of profits to sales than any 
since the war. 

I suggest that a $5 average cut be tried (assuming, of course, no union-bar- 
gained labor cost increase), thus eliminating the 1958 price increase. This would 
leave the smaller steel companies with a profit-sales ratio at about the postwar 
low of 1951-54, except as they may control costs better or increase sales more 
than the 50-percent-profit forecast assumes. 

Lest some readers unwarily accept Mr. Havas’ estimate that 200,000 steel- 
workers have lost their jobs due to laborsaving machinery, I want to state for 
the record that the Labor Department puts February 1959 employment in steel 
at approximately 593,000, as against an average of 599,000 for 1946-58, and a 
peak of 653,000 for 1953. 















































Simon N. WHITNEY. 
CHEVY CHASE. 
{From the Washington Post and Times Herald, May 5, 1959] 


Pro AND Con oF O’MAHONEY BILL—PRICES AND PRESSURES: DOES COMPETITION 
REGULATE? 


(By Bernard D. Nossiter, staff reporter ) 


jumped 70 percent from last year to a comfortable $106 million. 








In Hoboken, N.J., yesterday, Roger Blough, chairman of the United States 
Steel Corp., was telling his stockholders that first-quarter profits after taxes had 
He also said 
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that his industry would enlist in the fight against inflation by resisting any claims 
for wage increases by the United Steelworkers Union. 

This morning, Blough will be back across the Hudson River in his 20th-floor 
office at 71 Broadway. But further uptown, at the Roosevelt Hotel, Blough’s team 
and negotiators for Bethlehem and Republic Steel open formal talks with Presi- 
dent David J. McDonald of the Steelworkers on a new wage contract. 

The old one expires at midnight June 30. As that hour approaches, both sides 
are painfully aware that many Washington officials—expert and nonexpert— 
are convinced that the steel bargain will play a major part in determining 
whether the Nation is to have more creeping inflation, slow growth and relatively 
high unemployment. 

Capitol Hill has been alive to steel’s crucial role for some time. Last week, 
Senator Estes Kefauver, Democrat, of Tennessee, and his Antimonopoly Sub- 
committee continued their 2-year inquiry into the problem—the power of a few 
institutions to make economic decisons with vast public consequences. 

The subcommittee was taking testimony on a proposed remedy—a bill by 
Senator Joseph C. O’Mahoney, Democrat, of Wyoming, that would compel giant 
corporations and big unions to explain at public hearings proposed price-and-wage 
increases before they went into effect. 

The hearings were largely ignored in the press. But at the Hoboken meeting, 
Blough, who likes neither the investigation nor the bill, told the stockholders 
he considered the measure “of such vital interest,” he would send them all a copy 
of his April 24 testimony before Kefauver. 

Last week’s hearings were distinguished by a high-caliber pro-and-con discussion 
of O’Mahoney’s bill. What was probably the ablest case so far presented against 
the measure was delivered by Robert A. Bicks. Bicks, who won’t be 32 until 
the end of this month, is the remarkable, energetic, Acting Chief of the Justice 
Department’s Antitrust Division. 

Bicks is a true conservative with a strong attachment to a competitive enter- 
prise system. 

He believes that setting prices impersonally in a competitive market is a better 
technique for achieving maximum material welfare than any conscious and 
enforced decisions by private managers or public boards. He recognizes that 
markets in many industries today are not competitive, that prices are “adminis- 
tered.” But he is confident that the antitrust weapon, coupled with proper 
Government, budget, and tax policies, can meet this problem. 

Bicks said that O’Mahoney’s bill makes little sense unless the hearings aim at 
influencing the price-and-wage decisions brought under the inquiring spotlight. 

Ou this, the measure’s friends agree with Bicks. The bill, as Colston Warne 
of Amherst and president of the Consumers Union said, would focus an informed 
public opinion on specific price-wage decisions and thereby restrain the man- 
agers from acting against the public interest. 

Bicks said that this public pressure would then be substituted for “the ebb 
and flow of buyers’ pressures” to “mold business pricing decisions.” 

But Bicks assumes that “market pressures are—or can be—sufficiently virile 
to mold price decisions.” If they are not, he argued, ‘complete success ought 
not to diminish our striving for the ideal, the goal of unrestrained individual 
effort at the heart of our competitive market system.” 

Bicks is so dedicated to this theme that he has even started antitrust inquiries 
in the auto and steel industries. He has been so vigorous, in fact, that Justice 
Department insiders now fear he will not be nominated to head the division 
he is ruuning temporarily. 

On the other side, the O’Mahoney bill’s proponents were treated to a first-class 
lefense. It came from Leonard Woodcock, a vice president of the United Auto 
Workers, the only union in favor of the bill. 

Woodcock has argued that it is too late in the day to talk of competitive forces, 
that in major industries administered pricing and concentration have gone too 
farto reverse. For him, the problem is: 

“Who runs this country? Is the United States ruled by the American people, 
their elected Representatives in Congress, the White House, and the courts? 
Or is de facto power vested in the hands of a few executives of monopolistic 
billion-dollar corporations able to set aside the law of supply and demand and 
to substitute a system of administered prices designed to yield extortionate 


and economically unhealthy profits at less than full production and full employ- 
ment levels?” 
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Woodcock said: “We would welcome the opportunity which public hearings 
under S. 215 (the O’Mahoney bill) would provide to bring into the light of day 
the true causes of price increases in the automobile industry.” 

Woodcock recognized that the bill would compel the UAW and other unions 
in concentrated industries to justify wage demands, just as the corporations 
would have to justify their price increases. 

He said, “We are prepared to enter the public goldfish bowl along with the 
auto corporations when they alleged that our demands are inflationary.” 

However, McDonald of the Steelworkers has said he wants no part of this, 
To Warne of the Consumers Union, this stand, by both Blough and McDonald 
“seems to me completely irresponsible; a refusal to recognize that the steel 
prices of the Nation are of vital public concern and should be so considered.” 


[From the New York World-Telegram and Sun, Apr. 20, 1959] 
Wuo WILL Pay FoR THE STEEL WAGE RISE? 
(By Lawrence Fertig) 


What will be the course of the present recovery? Will it lay the foundation for 
a longer period of prosperity or will it degenerate into a boom-and-bust with dire 
results for the country? A clue to the right answer may be had in the next few 
months. A turning point can be the wage negotiations for the steel industry. 

The steel decision will have a bearing on the steady rise of industrial prices, 
During the past year these prices increased by approximately 1144 percent—de- 
spite the recession. This rise could be given substantial impetus if the bell- 
wether of all industry—steel—is forced to give king-sized wage increases. This 
would result in a hike in basic steel prices and would set the pace for other 
big industries. Also it would act as a crusher on small business which js being 
ground down by high costs. 

How do steel workers fare today? Their average hourly gross earnings are 
$3.03 an hour ($3.60 including fringe benefits). This is 40 percent above the 
average factory wage, and it is the third highest in all industry—higher than 
autos, electrical goods, and other basic industries. 

The official monthly publication of the U.S. Department of Labor, “Employ- 
ment and Earnings,” says: “A study of changes in hourly earnings between 1950 
and 1957 reveals that the earnings position of the production worker in primary 
iron and steel manufacturing improved steadily in relation to that of the average 
factory worker * * * the net gain in earnings per hour of the production worker 
in primary iron and steel amounted té 99 cents from 1950 to 1957. Only one 
other manufacturing industry experienced so great an absolute increase in 
earnings * * *,” 

In 1958 steelworkers continued their gains. It can be seen from the above 
official statement that no case can be made out for a wage rise on the ground of 
“injustice” or “lagging” earnings. 

“Raise steel wages substantially and take it out of profits,” says the AFL-CIO. 
What profits do they refer to? There is no such thing as a “pool” of industry 
profits which can be drawn on by everybody. Each company must pay its own 
bills, make its own profit and stand on its own feet. 

The policy of raising wages and forcing each company to absorb the entire 
cost could mean bankruptcy for many marginal producers of steel. Take the case 
of the Colorado Fuel & Iron Co. On sales of $276 million, total labor costs were 
$116 million last year. A 10 percent increase in labor costs would have equaled 
$11.6 million, which is almost $10 million more than the entire profit of $2 mil- 
lion earned by the corporation. 

In the case of Granite City Steel, Crucible Steel, and others, the results of 
such a policy would be similarly disastrous. While profits might be more 
favorable when the steel operating rate is very high, it is essential for the wage 
price structure to be set so that all but the biggest companies would not be in 
grave jeopardy when business declines somewhat. Surely the AFL-CIO does 
not want to curtail production and cause even more structural unemployment. 
Yet that is what absorption of wage increases would mean. 

We can get at the heart of the price problem by answering a very simple 
question. If steel wages are not increased now what will happen to the price 
of steel in the immediate future? The answer is plain. The price of steel 
would not go up. This would result from many factors including unused plant 
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capacity, current profit margins and sensitiveness to public opinion on the 
part of steel management. j 

Not a penny would be added to steel prices now if wages are not increased. 
The stability of steel wages and prices would have a tonic effect throughout 
industry. But since labor cost is nearly 40 percent of the price received for 
their products by steel manufacturers, any important wage rise would have 
to be retrieved by an increase in steel prices. 

What this country needs more than anything else is a moratorium for at 
least a year on wage increases in basic industries. This would benefit everyone, 
but most of all it would benefit workers themselves. First of all, such a policy 
would play a big part in reducing unemployment. High unemployment and 
constantly increasing wage costs not justified by productivity follow each other 
like day follows night. 

Excessive annual wage rises are a factor in pricing a great many people 
out of their jobs. Another effect of stable labor costs would be stable or re- 
duced prices in many lines. This would give all the consumers a break. It 
does the worker no good to raise his wages a few pennies an hour and then 
take that gain away from him when prices increase. 

It may be naive to think that the wage-price spiral will be halted by volun- 
tary abstention of steel union leader David J. McDonald, who is under pressure 
to beat Walter Reuther’s last contract gains of 47 cents an hour, and John L. 
Lewis’ 63 cents an hour. But it is important for the public to fix responsibility 
in this case. Any increase in steel prices this year, and any renewed wage- 
price spiral in industry, would be due to new wage demands. 


{From the Wall Street Journal, Apr. 17, 1959] 


CEMENT Firms, Factne Stirr CoMPETiItion, FIND PRoFIT MARGINS THINNING 
DESPITE OUTLOOK FOR INCREASED SALES 


HIGH OUTLAYS, PRICE FREEZE, PROSPECT OF WAGE BOOST ADD TO INDUSTRY’S WOES 
(By Jerome J. Zukosky, staff reporter of the Wall Street Journal) 


“This is going to be one of the tougher years in the cement industry.” 

Speaking is Perry W. Andreas, president of North American Cement Corp., 
a medium-size producer with plants in New York State and Maryland. Like 
many other cement industry executives, whose plants last year turned out about 
$1 billion of the grey powder that makes cement, Mr. Andreas is finding 1959 
prospects shaping up into an uncomfortable paradox. 

The paradox: Profit margins are slipping despite prospects cement shipments 
will be 5 percent to 10 percent ahead of 1958 marks. And cement’s biggest single 
market, highways, is showing one of the heftiest increases of all kinds of 
building. 

SMALLER PROFIT MARGINS 


To be sure, profits of most major producers for the full year 1959 are ex- 
pected to increase slightly over last year’s earnings. But in contrast with many 
other segments of the building materials business, few cementmakers expect 
profits this year to rise from 1958 totals proportionately as much as sales, 
a key indicator of slimming profit margins. 

Behind the profits squeeze is a plethora of problems: Excess capacity that 
will diminish only slightly, if at all, this year; a radical change in pricing, 
forced by increasing competition, that prohibits any price increases in the in- 
dustry in 1959 despite rising costs. And competition is spurring producers to 
keep capital outlays near, or higher, than last year’s levels to pay for more 
efficient low-cost mills. But one of the biggest problems—labor costs—is just 
beginning to take shape. 

Negotiations have just started on labor contracts that expire May 1 in most 
plants. The AFL-CIO United Cement, Lime and Gypsum Workers Union, rep- 
resenting the bulk of the industry’s workmen, already has laid on the table 
a package of wage and benefits demands adding up to an estimated increase 
in labor costs of between 30 cents and 40 cents an hour. Last year, the con- 
tract settlement brought increases of about 16.5 cents an hour. 

“I doubt very much if our earnings go up as much as shipments,” says an 
official of United States Steel Corp.’s Universal Atlas Cement Division, one of the 
top three cement producers. Other major producers whose officers estimate 1959 
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prospects the same way: big Denver-based Ideal Cement Co.; Alpha Portland 
Cement Co., Easton, Pa.; Permanente Cement Co., Oakland, Calif., an affiliate 
of Kaiser Industries; Medusa Portland Cement Co., of Cleveland, and Lehigh 
Portland Cement Co., Allentown, Pa. Estimates of increases in shipments this 
year range from about 5 percent to 10 percent for each of these concerns. 


[From the Washington Post and Times Herald, letter to the editor, Apr. 19, 1959] 
Wuat PRIcE STEEL? 


The exchange of letters between the 12 steel companies and David McDonald, 
the leader of the steel union, shows that both parties want to hold the line at the 
expense of the other. 

There is little hope for a common platform regarding the gains of pro- 
ductivity either, unless there is third party intervention in the public interest. 

With steel wages well above the national average it is not in the public in- 
terest to raise them. The gain of the increased productivity should be passed 
on to the consumer in the form of lower prices, just as it was recently done 
by the soft coal and the can industries. 

Since the unions are primarily interested in getting something for their mem- 
bers, and the leaders of the industry only in their stockholders, it is time for a 
new approach to get for the consumer his due, and stop inflation. 

Whether the public notice proposed by Senator O’Mahoney would suffice or a 
utility-type regulation envisaged by Senator Gore would be necessary, depends 
on the outcome of the forthcoming steel contract negotiations. In the past 10 
years the steel contract became a pattern for the rest of the industry and a lot 
of our economic and financial problems are caused by the unduly high steel 
profits which made it impossible for the industry to deny wage increases which 
the rest of the economy could not afford. 

Besides raising the wages to a level which is too high for the less concen- 
trated and protected sectors of our economy, the steel industry proceeded to 
levy an extra toll on the consumer amounting to about $1 billion per annum. 
Thus in the postwar years the steel industry could rebuild and expand its facili- 
ties to the tune of about $10 billion, not by raising funds in the market but by 
charging its customers not only for its products but for its plants. 

It also increased dividends far beyond the increase granted to its workers, 
and gave its executives substantial extra benefits in stock options. These stock 
options feed on inflation because the executives have a vested interest in higher 
stock prices. 

Some of the already published preliminary reports indicate, and Wall Street 
analysts estimate, that steel profits will exceed in 1959 all previous earning 
records, and will be about 50 percent higher than in 1958. The substantial rise 
in profits is due to increased productivity and to a 15-percent cut in the labor 
force. 

The real issue in the present steel contract negotiation is the future of the 
200,000 unemployed steelworkers who lost their jobs to the increased use of 
labor-saving machinery. There is no hope for reemployment for them in the 
steel industry, and neither a shorter work week nor a 3-month vacation every 
5 years would solve the problem. 

The victims of automation in the steel and automobile industries must be 
relocated to other jobs, and judging from the preliminary skirmishes between 
the representatives of the industry and the unions there is little inclination by 
either party to face this and act accordingly. The burden of providing for the 
unemployed is left to the community. The high profits of the industry and the 
high wages of the steelworkers thus present a problem of public interest. 

With profits for the leader of the steel industry rising from $7.47 per ton in 
1953 to $20 at present, it is clear that there is ample room for a cutback in 
prices. A reduction of 5 percent would leave profits of about $12.50 per ton 
for the United States Steel Corp. and would assure net profits of about $6 per 
common stock, more than twice the average earnings of 1946-54, and about 
the same as in the highly prosperous 1955-58 period. 

A 5-percent cut in steel prices would be less than the cut announced by the 
can companies paying the same wages as the steel industry, and it would save 
the consumer more than a billion dollars a year. 
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This could change public psychology from inflationary expectations to confi- 
dence in steady growth assisted by a sound dollar. It could help to restore the 
listurbed balances of our economy and could absorb the laid-off workers in 
the steel and automobile industries. 

EUGENE HAvas. 

WASHINGTON, 


APRIL 27, 1959. 
STATISTICAL CRITIQUE OF Bucene Havas’ Letrer? 
(By Simon N. Whitney *) 


The letter on which I have been asked to comment is one with whose general 
rcommendation—that a price reduction, not a wage increase, is called for in 
seel—I agree. But most of the figures used by Mr. Havas to prove his point 
ire, in my view, misleading unless corrected or supplemented. Such a critique 
isneeded, since he is not the only one who has made these arguments in the forum 
if the subcommittee. 

He introduces his first estimates as follows: “* * * the steel industry pro- 
ceeded to levy an extra toll on the consumer amounting to about $1 billion per 
mnum. Thus, in the postwar years the steel industry could rebuild and expand 
its facilities to the tune of about $10 billion, not by raising funds in the market, 
but by charging its customers not only for its products but for its plants.” Since 
itis not clear whether the $1 billion “extra toll” was for the whole postwar 
weriod or only for what he later calls “the highly prosperous 1955-58 period,” I 
shall consider both possibilities. 

From 1946 through 1958 the iron and steel industry earned an average of 
$1,424 million annually before and $711 million after Federal income taxes.’ A 
price reduction amounting to $1 billion a year would, therefore, have reduced 
both company income tax payments and net profits by about $500 million, or 70 
recent. Since the industry’s return on book net assets averaged 11.7 percent 
for 1946-58, Mr. Havas’ prescription would have left it with a return averaging 
$5 percent on net assets. This would have been less than the current yield on 
United States Steel Corp.’s outstanding bonds. By way of comparison, report- 
ing corporations in 40 to 45 manufacturing industries earned an average of 14 
percent in these years. ' 

In 1955-58 the industry earned $1,999 million before, and $1,008 million 
after, income taxes. Its average return on net assets was 12.6 percent as against 
129 percent for all manufacturing. In 1955, 1956, and 1957 it ranked 16th among 
4) manufacturing industries, in 1958 it ranked 26th. Its 1959 rank cannot even 
be guessed until the extent of any decline in shipments after July 1 is known. 
Reducing profits before taxes by $1 billion would have made steel’s 1955-58 rate 
of return 6.3 percent, or the lowest, except for meatpacking and textiles, among 


140 manufacturing industries. 


I have no quarrel with Mr. Havas’ round figure of $10 billion for investment 
in plant, since total “additions, improvements, acquisitions, and miscellaneous 
investments” were $10.8 billion between the end of 1945 and the end of 1957. 
But I do differ as to its origin. Reinvestment of income came to only $4.6 billion 
in these 12 years. Depreciation reserve accounts yielded $5.7 billion, and new 
issues of bonds and stocks, $2.3 billion. These three sources financed both the 
plant improvements and the $1.8 billion of additional working capital required 
by the increasing volume of business. 

Mr. Havas criticizes the industry for “charging its customers” for new plants. 
Ils he rejecting the tradition, which started with the beginnings of industry 
in America, of ploughing earnings back into plant expansion? Could the United 
States have built up otherwise the huge capital plant on which its world power 
ind its standard of living are alike based? To cite a well-known example, the 


1His letter to the Washington Post and Times Herald, Apr. 19, 1959, appears in these 
hearings, p. 5796. 


a snene comments are personal and have not been cleared with the Federal Trade Com- 
sslon, 


*Most aggregative figures in this comment are from the Annual Statistical Reports of 


ithe American Iron & Steel Institute. Rates of return are from the April issues of the 


tonthly economic letter of the First National oa Bank of New York. The rates of return 
for primary iron and steel in the Federal Trade Commission-Securities and Exchange Com- 
Mission publication, Quarterly Financial Report for Manufacturing Corporations, are less 
tmparable with those of the American Iron & Steel Institute. 
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Ford Motor Co. grew from its original $28,000 investment without going to the 
public for any new money at all. It unblushingly “charged its customers” for 
its new plants. Customers generally (i.e., the American people) have on the 
whole paid for our industrial plant, just as they have on the whole received its 
fruits (i.e., its output). Stockholders have merely paid for somewhat more than 
others, and, when their ventures were successful, received higher rewards. 

I assume that Mr. Havas would allow new and small corporations, even if not 
old and large ones, to reinvest their profits. The burden of proof seems to me 
to be on him to show at what stage, and why, the authority of directors over 
dividend policy should be removed. 

The steel industry has had more difficulty in floating securities than most 
others, because of its “prince or pauper” reputation which has scared off possi- 
ble investors. At times since the war, investment bankers have turned down 
steel company propositions for new financing. Nevertheless, the industry has 
raised over $2 billion through new securities. United States Steel, for example, 
sold $300 million of new bonds in 1954, and another $300 million in 1958. Byi- 
dently it could not finance all its expansion out of profits. 

Mr. Havas next offers an estimate by “Wall Street analysts” that steel profits 
will be 50 percent higher in 1959 than in 1958.*. Since these profits decreased 31 
percent in 1958,° this means that their 1959 level would be 3 or 4 percent higher 
than that of 1957. What about profits of other industries? At a meeting of 
Washington economists on April 1, an officer of one of the largest Wall Street 
banks stated that financial experts expect total corporate profits to increase by 
33 percent. Since these decreased by 10 percent in 1958, the 1959 level would 
surpass 1957 by 20 percent, as against 3 or 4 percent for steel earnings. In offer- 
ing these 1959 forecasts, I should add that it is not my choice, but that of Mr. 
Havas, to play in this way with Wall Street estimates, or to single out one indus- 
try for special attention. 

Mr. Havas now gives us two figures on steel employment: That it has de 
creased 15 percent between 1958 and 1959, and that 200,000 workers have lost 
their jobs due to increased use of labor-saving machinery. Is there any support 
for these estimates in the following Bureau of Labor Statistics figures on em- 
ployment in “blast furnaces, steel works and rolling mills?” ° 


Mr. Havas next discusses the profits of United States Steel, telling us that it 
earned $7.47 per ton in 1953 and $20 ‘at present. I am not sure how the $7.47 
was derived. As I understand the company’s annual reports, its net income 
was $8.85 per ton of steel shipped in 1953, and $17.75 in 1958. Earnings on 
common stock alone (i.e., after deducting preferred stock dividends) were $7.89 
and $16.26 per ton, respectively.? Earnings in the first quarter of 1958 will be 
announced April 28, and may perhaps reach Mr. Havas’ $20 per ton estimate. 

He recommends a price cut of 5 percent, which he states would leave United 
States Steel earning about $12.50 per ton, or about $6 per share of common 
stock.® Six dollars per share would come to $323 million, or (adding preferred 


4 We are not told the assumptions behind this estimate. Possibly they include a short 
strike, a moderate labor cost increase, and a fully offsetting price increase. 

5The 1957-58 steel industry profit comparisons here and further on are those of the 
First National City Bank of New York rather than of the American Iron & Steel Institute, 
since the former permit comparisons with other industries. 

6 Figures through 1958 are in the Monthly Labor Review. 

7United States Steel’s employment costs increased from $62.54 to $87.60, per ton 
shipped, between 1953 and 1958. 

®The following footnote was added on May 5, 1959: In my letter to the Washington 
Post of May 5 I wrongly said that Mr. Havas had proposed a $12.50, rather than a 5 per- 
cent (presumably $7.50), price reduction. He had mentioned $12.50 merely as his estimate 
of United States Steel’s profit per ton after the price reduction. It is not an excuse, buta 
fact, that I wrote my reply in such haste the morning Mr. Havas’ letter appeared as to 
have slipped into this error. The haste proved unnecessary since the newspaper did not 
print my letter for 2 weeks. ‘This error caused me to conclude that the profits of smaller 
steel companies would be reduced to $7.10, instead of, as I now calculate, to $9.36 per ton. 
But the only deduction I drew—that this would mean “a lower ratio of profits to sales 
than any since the war’—=still holds. Reducing 1957 sales and profits (assumed to be 
the same in 1959) by $7.50 and $3.60 a ton, respectively (thus allowing for the 52 percent 
corporate income tax), would ee the profit-sales ratio of the smaller companies from 
the 1957 figure of 6.4 percent to 4.9 percent. The postwar low percentages were 5.2 in 
1952 and 5.6 in 1958. (Notice that to reduce United States Steel’s profit from $20 to 
giz-te a ton would, because of the 52 percent income tax, require a price cut of more that 
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stock dividends) to a net income of $348 million. The stockholders would no 
doubt like to receive more, and the management has made it plain that it wants 
more so as to carry on its expansion program. Nevertheless, this $348 million 
would be 97 percent of the 1955-58 average and more than $125 million above 
any previous postwar year. The country may not be willing to pay enough for 
steel to finance the expansion the companies think necessary. 

The only question I raise is as to the effect on smaller steel companies. As 
a result of their lesser degree of integration, less participation in other and 
perhaps more profitable lines of business than steel, less overall efficiency, or 
other factors like these—but not because their prices are any lower—smaller 
producers as a group earn less per dollar of sales than United States Steel. 
If the Nation’s steel needs could be supplied without the contribution of the 
least profitable producers, these should, and would, be forced out of business 
before long. But their product is in fact needed, at least in such years as 
1947-48, 1950-51, 1953, 1955-56, and early 1959. To force any of them out 
by a price cut thought up by Mr. Havas (or by me, or anyone else outside the 
industry) hardly seems called for. 

Subtracting United States Steel’s totals from the industry’s, we find that in 
1957 other companies shipped 56.5 million tons and earned $732.2 million, or 
$12.96 a ton. Since their profits decreased by 33 percent in 1958, a 50 percent 
recovery will get them back to the 1957 level. If the average price is $150 
per ton® a 5-percent cut would (unless demand revives as a result) reduce 
corporate income taxes by $3.90 and net profits by $3.60. The smaller steel 
companies would then be earning $9.36 per-ton, or less than in 1948 or 1949. 
However, between 1948 and 1958 the costs (including all taxes) of the iron and 
steel industry, per ton of steel shipped, increased by 70 percent. Mr. Havas 
would thus put the profits of the smaller companies in a squeeze analogous 
to that which peacetime rent control laws impose on the incomes of landlords— 
holding them to a preinflation level while other incomes are rising. 

The fact that I differ with his statistics does not mean that I differ with his 
advocacy of a price decrease rather than a wage increase. A $5 per ton price 
reduction, wiping out the 1958 advance, seems to me a more defensible propo- 
sition to make to the industry than Mr. Havas’ $7.50. Even a $5 cut in sales 
and profits would reduce the profit-sales ratio of the industry (exclusive of 
United States Steel) below that of any year since the war except 1952—unless 
sales respond surprisingly, or costs are better controlled than is apparently 
assumed by those forecasting a 50 percent profit gain. But a price cut could 
prove healthy for the industry if it halts the inroads made by substitutes and 
imports. Even if the profit ratio in steel has not been higher than that else- 
where, costs plus profits have pushed prices to a level which poses a threat to 
the long-run position of the industry itself. 

As for wages, Mr. Havas’ statement that they are “well above the national 
average” is no exaggeration. Hourly earnings of steel workers in February 
1959 were 40 percent above the average for other manufacturing industries. 
Between 1947 and the first 2 months of 1959, production worker productivity 
may have increased by nearly 50 percent, and total employee productivity some- 
what less.1° But employment costs per hour increased by 133 percent, or 
probably three times as fast as employee productivity. The only possible 
rationalization of a steel wage increase in 1959 is the present high level of 
profits. Will this level persist after the strike, or the drop in buying, next 
July? A temporary upswing in profits might justify a profit-sharing plan, 
but hardly a permanent wage increase. 

New statistics on steel productivity announced April 16 were said by one 
newspaper to be “politically explosive.” Is the theory of Gardiner C. Means 


® This is the latest price estimate in table 2 of John M. Blair’s presentation on March 13, 
at B 5045 of these hearings. ‘This table 2 is also the source of the estimates to be given 
im footnote 9 for the 1957 and 1958 price increases in steel, and those later in the text for 
1957 and 1958 steel sales. 

©The Bureau of Labor Statistics announced on April 16 that output per production 
worker man-hour had advanced 28.9 percent between 1947 and 1957, and said that if cur- 
rent data, not its own, were to prove reliable, the increase between the first quarter of 1957 
(which was about 5 percent above the 1957 average) and the first 2 months of 1959 would 
be 9.7 percent. The fact that an increasing number of steel employees are those not called 


* “production workers” is always forgotten by those who stress how much faster steel prices 


ave advanced than production worker payroll costs. Yet the contribution of these non- 
roduction workers is one of the reasons that output per production worker man-hour 
ncreases, 
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that in 1957 steel labor costs increased only $1.75 a ton, and steel prices $11, 
thus exploded? He explicitly assumed a better than 4 percent advance in man- 
hour productivity in 1957, but the fact of a decline is now established. Also, 
the American Iron and Steel Institute has now published its revised 1957 and 
preliminary 1958 data. These show that in 1957 the industry’s labor costs 
increased approximately $9 for every ton of finished steel shipped, other costs 
and taxes, $4, and net profits, $1.% In the recession year, 1958, costs per ton— 
though not profits—went up further. 

The claims have been pressed on this subcommittee that profit controls the 
price of steel, and this, in turn, the whole price level. How can these things be? 
Iron and steel industry net profits took only 7.3 cents per dollar of sales in 1957, 
and 6.3 cents in 1958. Steel shipments in 1957 are estimated at $11.4 billion, and 
in 1958 at $8.8 billion, or only 2.5 and 2.0 percent, respectively, of the gross 
national product. Certainly steel has a sympathetic effect on other prices, 
especially as the press keeps building it up, but just how far is the psychological 
factor supposed to carry us? 

The facts of recent price history do not support the argument that other prices 
have closely followed steel. But it cannot be doubted that, since 1937, the union 
contract in steel (like that in automobiles) has helped set the national pattern. 
Merely repeating the slogan, “no price increase in steel this year,” deals with 
effect rather than cause. I suggest that the subcommittee use its influence on 
public opinion to build resistance to the annual rise in labor costs, and that the 
industry itself throw into the scales an offer to pass on to consumers more of the 
benefits of the rising productivity which its huge capital investment has created.” 
On this important point, I find that Mr. Havas and I are in agreement. We 
seek about the same end, though we rely on different statistics. I wish his letter 
all possible influence toward this end. 


ReEPty TO Dr. SIMON N. WHITNEY 
(By Eugene Havas) 


Dr. Whiney admits that in the postwar period the steel industry reinvested 
$4.6 billion from undistributed profits and $5.7 billion through the cash flow of 
depreciation reserve accounts. This is more than $10 billion in 12 years. 

In the same period the industry set aside about $2 billion for pension funds 
and increased dividend payments four to five fold. United States Steel paid out 
$35 to $56 million annually in the years 1946-49 and $161.2 million in 1957 and 
1958. Bethlehem Steel distributed $17.9 to $23 million in 1946-49 and $105 to 
$107 million per annum in the last 2 years. Moreover, according to published 
information of reliable investment services, United States Steel may raise its 
dividend before the end of this year. 

All this proves that the industry financed its modernization and plant expan- 
sion from the consumers’ contribution, in contrast to American Telephone & 
Telegraph Co. which did it largely from funds obtained from the market. 

In the postwar period this big regulated company raised about $9 billion in 
stock capital and borrowed about $4 billion. This is altogether $13 billion new 
capital, and it accounted for about two-thirds of its $20 billion postwar expan- 
sion program. 

In contrast the steel companies spent $12.5 billion for plant expansion and 
modernization of which $10.5 billion was charged to the consumer in higher 
prices. Moreover, they have today more in cash and Government bonds in their 
portfolios than their total debt contracted for plant extension. - 

The above figures conclusively prove that the steel industry made the public 
pav for its expansion and plant modernization. 

Goldman, Sachs & Co., one of the best known financial firms of Wall Street, 
reported that United States Steel spent for plant expansion and modernization 


4 Such total industry figures should be modified if we want to relate them more accu- 
rately to steel alone. Iron, cement, ships, and other products >, make up more 
than a quarter of the industry’s dollar sales. If average steel prices increased about 
$10.50 a ton in 1957 (derived from Dr. Blair’s table 2), labor costs probably advanced 
nearly $7, other costs about $3, and net profits close to $1. Similarly, if average steel 
prices increased about $4.50 a ton in 1958, labor costs probably advanced more than $3, 
and other costs less than $2, while net profits decreased by a few cents. 

12The offer could not be in the form of a joint announcement or agreement on prices. 
Either of these would conflict with the antitrust laws. 
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$4 billion in the postwar period of which $3.9 billion was obtained from retained 
earnings and depreciation writeoffs. 

Dr. Whitney mentions that the industry raised about $2.3 billion outside 
funds, of which United States Steel borrowing amounted to $600 million. The 
annual report of the United States Steel Corp. for 1958 disclosed that approxi- 
mately $1,200 million was held in cash and in short-term Government funds. 
United States Steel borrowed in the market to have extra reserves when long- 
term money was available at attractive rates. 

As to whether the $1 billion annual investment refers to all the postwar years 
or only to the years 1955-58, it is clear that the overtaxing of the consumer was 
gradually increased since the end of the war, but particularly so since 1955, 
after excess-profit taxes were discontinued. The industry, instead of passing 
on to the consumer the substantial relief it received from the Treasury, con- 
tinued to burden the economy with prices as if it still would have to pay excess- 
profit taxes. 

This is why it would seem equitable in view of the serious plight of the 
Treasury to reimpose the excess-profit taxes so as to prevent the companies from 
paying higher dividends and higher wages. Increased wage payments would 
serve only to spur the unions serving less profitable industries to get more in 
wages and contribute to the inflationary spiral. 

As to Dr. Whitney’s view that the steel industry had to charge the consumer 
for its expansion because its feast and famine reputation prevented them get- 
ting adequate funds through sale of bonds and stocks—the traditional way of 
fnancing—it must be pointed out that this is a poor excuse and not an accurate 
one. 

The June issue of Fortune magazine carries an article on the First Boston 
Corp., one of the Nation’s most active investment firms. It states that in 1948, 
when nobody in Wall Street wanted to have anything to do with the financing 
of Henry J. Kaiser’s companies, First Boston stepped in and in 10 years success- 
fully raised $114 billion in stocks and bonds. 

Would anyone believe that the United States Steel Corp., with the two Morgan 
partners and other bankers sitting on its board, could not have availed itself of 
the same facilities through its first rate connections in Wall Street that the 
Kaiser companies obtained? 

The answer is easy. United States Steel Corp. never wanted to issue additional 
stock—except for options granted to its officers—because it did not want to 
share the tremendous profits accruing from its postwar expansion with new 
equity capital. The same is practically true of the other big steel companies. 

It is very convenient for publicity purposes to invoke the prewar feast-or- 
famine period, but such self serving statements will impress no one who is aware 
of the radically improved situation of the steel industry today. 

The best example of the time-honored conventional financing for gradual ex- 
pansion is that of the American Telephone & Telegraph Co. This huge regulated 
system increased its stock capital from $2.3 billion to more than $7 billion through 
sale of additional stock. Most of the new stock capital came through convertible 
bonds, and also through sales of stock to employees. Public interest was well 
served by that kind of financing. 

American Telephone & Telegraph while increasing its capital more than 
threefold and borrowing additional $4 billion for its expansion program, was 
able to increase its earnings threefold. But since it has increased its share 
capital threefold, the dividend remained the same throughout the postwar ex- 
pansion period at $9 per share until last Christmas, when the declaration of a 
modest 10-percent increase in dividend and stock split created a national 
sensation. 

Against this modest increase of 10 percent in dividend by the American Tele- 
Phone & Telegraph Co. steel companies increased their dividends four- and five- 
fold in the postwar years. They were able to do this because unlike American 
Telephone & Telegraph Co. they did not increase their share capital, so they had 
more to distribute to the limited number of stockholders. 

By doing so they had driven up the value of their stock in 10 years by 1,000 
percent. To conceal this, both United States Steel and Bethlehem Steel split their 
stock to divert public attention from their enormously increased profits. If 
these stocks had not been split, United States Steel would be quoted today at $600 
and Bethlehem Steel at $665 and their dividend would be not $3 and $2.40 per 
annum but $18 and $28.80 respectively per share as of 1949. 

The only addition to United States Steel Corp.’s capitalization was restricted to 
stock options granted to executives who 5 years ago were granted stock options 
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at $18.50 per share, now worth $100. United ‘States Steel Corp. directors did 
not even see proper to issue additional stock for the thrift plan made up from 
employees’ contributions and those of the company. Whereas American Tele- 
phone & Telegraph Co. raised about $900 million new capital by stock issue 
sold to its employees, United States Steel continuously buys in the open market 
its own stock for its emplyees thrift plan. Could anything else prove more 
strikingly that United States Steel wants to keep its profits for the existing stock 
and continues to finance its expansion and modernization by charging it all to the 
consumer? 

If United States Steel or Bethlehem Steel had followed the conventional 
financing practices of the American Telephone & Telegraph Co., or even those 
of the Kaiser companies, the public would not have been charged for $10 billion 
plant expansion and additional billions for pension funds and fivefold increased 
dividends. This burden now is considerably more than $1 billion per annum 
and is steadily increasing. 

Therefore Dr. Whitney’s concern that United States Steel could not have 
earned more than 3% percent, is entirely unwarranted, and his figure that a 
$7.50 cut in the steel price would reduce the overall average industry earnings 
to 6.3 percent is also wide of the mark in view of the just-published first quarter 
earnings of the steel industry and the projections of reliable investment services 
for the second quarter. 

Spokesmen for the steel industry accuse labor of asking their share of in- 
creased productivity on the basis of the last quarterly earnings. To be sure 
one quarter of good earnings may not justify changes in pricing or wage policies, 
However, the industry does not practice the kind of moderation it preaches. 
Their reference to 1940 statistics, showing higher earnings per sales than those 
of 1958, are equally misleading. For 1940 was an exceptionally profitable year 
because of the European war orders, whereas in 1958 the industry was operating 
at the lowest rate in the postwar period. 

Also the steel industry leaders often say that 1947 profits for all industry 
were higher than in 1958. Again they are comparing the recession year of 1958 
with one of the highly profitable postwar boom years. Moreover, whatever the 
profits of all industry may have been between 1947 and 1958, the steel industry 
made more profits in 1958 than in 1947, and paid considerably higher dividends, 
too. And it is very probable that the overall industry rate of profitability has 
declined just because most of the industrial undertakings were unable to pass on 
to the consumer the high prices charged to them by the steel industry. 

All this talk about not making enough on sales volume as compared with 1940 
or any other year is utterly misleading, because higher sales volume should 
enable any company to operate more,profitably even if the profit rate is de- 
creasing on the aggregate sales volume. This is what made Ford grow from a 
pioneer industry with little capital toa great industry. 

The steel industry is no longer a feast or famine type pioneer industry. It 
has the best credit rating and the best connections in Wall Street, its former 
directors are sitting on the boards of investment companies eager to buy steel 
stocks and bonds. Therefore there is absolutely no reason why the steel in- 
dustry should not avail itself of the traditional financing through stock and 
bond sales just as the old established American Telephone & Telegraph Co. and 
the pioneering Kaiser companies are doing. 

Nobody can foretell exactly what the effect of a strike will be, if there is one, 
but the buoyancy of the leading steel stocks on the New York Stock Exchange 
conclusively show that those in the know are not worried about steel profits 
with or without a strike. In fact, dozens of reliable investment services and 
stockbrokers advise their clients to buy United States Steel and other leading 
steel companies, forecasting good prospects, increased dividends, extras, stock 
splits, ete. 

The concern of Dr. Whitney for the smaller steel companies does not make 
much economic sense either. Being a believer in the operation of the free and 
competitive market, he would certainly not want prices to be governed by the least 
efficient units. That would be the worst kind of heresy to all believers in the 
free enterprise system. 

But there is no need to worry about the 100 or so small steel companies who 
are responsible for about 10 percent of our steel production. They either have 
their special reason to be small independent companies or are affiliated with 
big companies or customers who manage them according to their special purposes. 

A striking example of the profitability of the smaller units is the recent 
statement of the head of the Alan Wood Steel Co., which in June 1958 claimed 


that 
in th 
tions 
So 
busi! 
as U 
publ 
if we 
duce 
Th 
ings, 
quar 
To 
$374 
the s 
In 
oper 
with 
95 pe 
of th 
Tl 
of tl 
on t 


inte! 
stan 
W 
com) 
tion, 
to 
boat 
pror 
dust 


ors did 
ip from 
n Tele- 
k issue 
market 
e more 
ig stock 
il to the 


ntional 
n those 
) billion 
creased 

annum 


ot have 
. that a 
arnings 
quarter 
services 


e of in- 
be sure 
policies, 
reaches, 
in those 
ble year 
perating 


industry 
of 1958 
aver the 
industry 
vidends, 
ility has 
) pass on 


ith 1940 
» should 
e is de- 
y from a 


stry. It 
; former 
uy steel 
steel in- 
ock and 
Co. and 


e is one, 
xchange 
1 profits 
ices and 
' leading 
is, stock 


ot make 
free and 
the least 
rs in the 


nies who 
her have 
ted with 
yurposes. 
e recent 
; claimed 


ADMINISTERED PRICES 5803 


that it was necessary to raise the steel price by $6 per ton. This company earned 
in the first half of 1959 more than in the full year of 1958, and their 1958 opera- 
tions Were more profitable than those of 1957. 

So let us shed no tears for the small steel producers. They must know their 
business, otherwise they would not have survived. The big companies, such 
as United States Steel, Bethlehem Steel, and others, find it very convenient for 
public relations purposes to speak of the difficulties of the small companies. But 
if we want to protect effectively the consumer we have to look at the big pro- 
ducers, because their decisions will set the stage for steady economic growth. 

The last report of the SEC-FTC states that steel companies after-tax earn- 
ings, measured as a percentage of stockholders’ equity, were higher in the first 
quarter of this year than earnings of manufacturers generally. 

Total earnings of the industry after taxes in the first quarter amounted to 
$374 million, which is about $1,500 million on annual basis. In the first quarter 
the steel industry operated about 85 percent. 

In the second quarter operating rate was above 95 percent, and third quarter 
operation could reach 65 percent with a month’s strike or about 75-80 percent 
without strike. Fourth quarter operation would probably be between 80 and 
95 percent, depending how third quarter operations are affected by the outcome 
of the current contract negotiations. 

The SEC-FTC report points out that the $374 million first quarter earnings 
of the steel companies on an annual rate corresponded to 11.7 percent return 
on the stockholders’ equity, compared to 10 percent for manufacturing industry 
as a whole. 

The above figures clearly show that steel profits are too high, and in the 
interest of the economic balance of the country they ought to be cut back sub- 
stantially, if the country is to have normal growth without inflationary pressure. 

Whether this cut should be $5 per ton or $7.50 or more would depend on 
competitive forces. But as it is clear that we have a quasi-monopolistic situa- 
tion, it would be up to the leader of the industry, the United States Steel Corp., 
to come forward with a substantial cut. The recent action of the British steel 

ard to cut the price of steel by $3 per ton as of June 1, 1959, should have 
prompted such action. That it did not, demonstrates again that the steel in- 
dustry does not take seriously its own propaganda that foreign competition 
is pricing American steel out of the market. 

The 6 weeks of the steel contract negotiations prove that neither the industry 
nor the unions take the slighest interest in the public welfare or the consumer. 
They demonstrated that they are interested only in their own particular 
advantages. 

Being a financial analyst and not a production expert, I see no point in going 
into details in Dr. Whitney’s argument how much per ton profit steel companies 
would retain after a $5 or $7.50 per ton cut. Mr. Fred Gardner answered this 
question for the committee and it would serve no useful purpose to debate this 
point. But Dr. Whitney’s argument that the cost per ton of steel has risen 
70 percent is just a self-serving propaganda of the industry, which has no more 
place in a serious discussion than the other propaganda items of the steel in- 
dustry in their large scale advertisements, such as the foreign worker’s low 
wages or the claimed lower cost of steel than that of dirt for flowerpots in 
Manhattan. 

Improbable as it is, even a $10 cut per ton of steel would cost the industry 
only about $500 million after taxes, and would reduce the $1,500 million annual 
profits (based on the $374 million earned in the first quarter of 1959) to about 
$1,000 million, which is the 1955-58 average. For the United States Steel Corp. 
a $10 price cut would mean a reduction of profits from an estimated $440 million 
to about $300 million, or $5 per share earnings. A $5 cut would cost about $70 
nillion and earnings would amount to $370 million, that is more than $6.50 per 
= Earnings on the basis of present prices are estimated at about $8 per 

are, 

The adament stand taken by the industry not to reduce the price of steel, and 
the admission that if any of the major producers would cut the price, the other 
would have to follow with similar price reduction, clearly demonstrates that 
we are faced with the ruthless exploitation of the consumer. Neither fact 
finding boards nor admonitions will move the industry on its own volition to 
give the consumer a break, so that a public utility-type regulation of the steel 
industry or an excess profit tax or both seem necessary to assure the normal 
growth of the national economy. We may be overtaxed this year $1.5 billion 
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by the steel industry and $2 billion in the next years, until the country will 
become aware that the deterioration of the Government credit and the steady 
erosion of the purchasing power of the dollar are due to the insatiable profit 
appetite of the steel industry. 

As to the number of unemployed of the United Steelworkers, the last annual 
report of the United States Steel Corp. discloses that the number of their em- 
ployees decreased about 40,000 between the end of 1957 and 1958. 

Considering that the United Steelworkers Union includes employees of related 
industries and their active membership is more than 1 million, it is more perti- 
nent for our purposes to take their unemployment statistics into consideration. 
They disclosed that, in the spring of 1959, 200,000 of their members were unem- 
ployed. Surely this figure is considerably less now, due to the higher employ- 
ment, but it is still well above 100,000. 


[First National City Bank Monthly Letter, New York, April 1958] 
BUSINESS AND Economic CONDITIONS 
LIMITATIONS TO EARNINGS COMPARISONS 


Although the percentage rates of profit on sales and return on net assets are 
widely used in the measurement of business earnings, there should be kept in 
mind numerous limitations to the strict comparability of these ratios as between 
different companies, different industries, and different periods of time. 

In the measurement of earnings, a change in dollar net income from one period 
to another needs to be related to the volume of business handled or the capital 
employed. 

Net profit per dollar of sales—the simplest ratio for the measurement of 
earnings—shows what portion of the value of the product or service is retained 
by the producers or dealer, after deduction of operating expenses, available for 
payment of dividends or to plow back for expansion. Profit margins, however, 
vary widely depending on the rate of capital turnover and therefore are not 
comparable as between different lines of business. 


RETURN ON “BOOK NET ASSETS” 


For comparing earnings in all lines of business the only common denominator 
is return on capital. In our tabulation we use the total of “equity capital,” also 
spoken of as “book net assets” or “net worth” or “capital and surplus.” Rates 
of return should be adequate to generate from within or attract from without 
the new capital needed constantly for replacement and growth. 

Book net assets are not, in the case of most companies, a fully reliable measure 
of the present-day value of assets. This is due principally to the fact that bal- 
ance sheet valuations of land, plants, and equipment are customarily based on 
historical costs, less depreciation, which in most cases are substantially below 
replacement costs because of sharp advances in wages and materials. 

As time goes on, this discrepancy between book values and replacement costs 
tends—given price stability—to narrow as more of the property account becomes 
represented by additions made during more recent years at the prevailing higher 
prices, but there is always some lag. 

In addition, numerous companies use the LIFO (last-in, first-out) basis of 
inventory valuation, which is designed to reduce the influence of price fluctua- 
tions on earnings and gives an inventory book value below current market. 
Other assets such as investments often are carried below market. Sometimes 
a company’s “intangible” assets—goodwill, patents, trademarks, etc.—are worth 
far more than its “bricks and mortar” yet are given no valuation on the balance 
sheet. 

Often the underground reserves of oil and mining companies, their most valu- 
able assets developed at great expense, are carried at only nominal book valua- 
tions. In some cases, industrial plants and other properties are acquired at 
fortuitous prices and put on the books at a fraction of real value. Discrepancies 
between book values and replacement costs are never uniform as between com- 
panies, and keep changing constantly. 

For these various reasons, the value of net worth comparisons is often called 
into question. 
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EARNINGS OVERSTATED OR UNDERSTATED ? 


In the computation of net income, however, there are likewise numerous 
factors which impair the strict comparability of the figures. Yet no one has 
suggested doing away with such comparisons. 

One item of continuing controversy is the size of charges against income for 
the depreciation and depletion of physical properties. Many businessmen, 
accountants, and economists have pointed out that depreciation charges, even 
under the more liberal rules permitted since 1954, are still inadequate in the 
light of soaring replacement costs; that the earnings as reported are to that 
extent overstated. 

On the other hand, George Meany, president of the AFL-CIO, charged not 
long ago that corporate earnings have been understated, because business has 
written off excessive depreciation. This charge is an admission, indirectly, 
that corporate assets are understated—in other words, that the historical costs 
of plant and equipment have been written down to balance sheet valuations well 
below current values. Yet Mr. Reuther, in his profit-sharing proposal, considers 
all earnings over 10 percent (before taxes) as excess profits to be split up 
among labor, management, shareholders, and car buyers. 

Notwithstanding these qualifications, the widely circulated reports of leading 
companies remain the only current source of earnings data available and are 
indispensable in determining the impact of economic changes upon the ability 
of business to make a living and build for the future. Primarily, the limitations 
to comparability of statements arise from inflation and the drop in purchasing 
power of money. No accounting system based in part on historical costs can 
state earnings or assets accurately unless there is a stable currency. 

THE First NATIONAL City BANK 
OF New YorRK. 


{First National City Bank of New York Monthly Letter, May 1959] 


ADMINISTERED PRICES 


Inflation has many causes, real or alleged. According to Senator Estes 
Kefauver of Tennessee the villian is “administered prices,” which is to say 
the failure of big manufacturers to jiggle their prices around all the time. And 
since a majority of administered price adjustments have been in the upward 
direction the idea seems plausible to some people that monopoly powers are 
being exercised arbitrarily to raise profits at the expense of consumers. 

It is rather odd that “administer,” from the Latin verb to serve, should be 
made into a bad word. Every business, every union is administered. Govern- 
ment administers taxes, postal charges, and civil service salary schedules by 
fixing rates inlaw. Government bodies administer utility charges and railroad, 
bus, and airline fares. Minimum wage laws put floors under the price of labor. 
Fair trade laws require retailers to adhere to stipulated minimum prices, 
while the Robinson-Patman Act limits manufacturers’ price cutting. Farm and 
peeping programs, tariffs, and import quotas have purposes of supporting 
prices, 

So far as Government has a broad policy on prices, it is to keep prices up. 

The Government Printing Office sells a report on the evils of administered 
prices at an administered price of 60 cents. Newspapers and magazines print 
their prices on the front page and make no bones about administering them. 
Barbers, beauticians, and bootblacks post their prices. The first job a merchant 
has when goods arrive is to put price tags on them and perhaps to advertise the 
administered price at which the merchandise will be offered. Auto companies 
are required by Federal law to display suggested retail prices right on their cars. 

Among industrial corporations the practice is to have printed price lists which 
state the prices at which they are prepared to sell. The prices are subject to 
change without notice, but under normal conditions the schedules do not change 
frequently. When demand is slack, to be sure, list prices may be “shaded” by 
various concessions; e.g., freight absorption, elimination of “extras,” and un- 


official discounts. When demand is strong, some buyers may offer premiums 
for quick delivery. 
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FLEXIBLE VERSUS INFLEXIBLE PRICES 


Senator Kefauver, who has been conducting hearings on business pricing 
off and on for the past 2 years, is critical of administered prices because 
they do not change often enough. He contrasts their relative stability, de 
spite changes in demand and supply, with the prices of products traded in open 
markets where prices are continually fluctuating. He is not concerned with 
the universality of price administration but concentrates criticism on a few indus- 
tries ; e.g., steel, automobiles, farm machinery. 

While most prices are “administered” by sellers, there are continuous auction- 
type markets for a number of basic commodities such as wheat, cotton, corn, 
rubber, coffee, cocoa; fluctuating quotations on such exchanges provide a basis 
for actual transactions between buyers and sellers. 

In 1935 Dr. Gardiner C. Means, then economic adviser on finance to Sec. 
retary of Agriculture Henry Wallace, elaborated upon the essentially simple 
facts of the marketplace. He counted price changes from month to month 
of 747 items in the Bureau of Labor Statistics (BLS) Wholesale Price Index 
for the period 1926-33. He found that more than half of the items “averaged 
less than three changes a year,” and concluded: ‘These items represent a type 
of price essentially different in its effects from the flexible market price on 
which the policy of laissez faire has been founded.” 

It assuredly would be news if laissez faire (let do or let alone) were to be 
adopted as U.S. policy toward business. 

Last winter, to bring Dr. Means’ studies up to date, Senator Paul H. Douglas 
of Illinois had BLS statisticians tally the number of times 1,789 commodities 
changed in price between December 1953 and December 1956. "The figures were 
not truly counts of numbers of changes but rather counts of the numbers of times 
that the price quoted on the 15th of any month was different from a month earlier. 
Any true count of price fluctuations, of course, would reach astronomical propor- 
tions for those commodities traded on some of the exchanges where the products 
are standardized and there is a multiplicity of sellers. 

For the mass of manufactured items, where the product of any one maker 
is in some respects unique, prices do not change often—perhaps once or twice 
a year, perhaps once in 2 or 3 years, perhaps not at all for many years. 

In light of the attack on steel pricing, it is interesting to observe from the 
BLS study the manifold examples of products whose prices are set in about the 
same way as steel prices and change about as often. 

Picking examples at random, the price of stainless steel slabs changed as 
often as those for infants’ undershirts and bread. Steel rails were as “flexible” 
as women’s rubber heels, electric typewriters, and golf balls. The price on steel 
bars got changed as frequently as those on men’s suits, wristwatches, and base 
ball gloves. Steel plates chalked up as many price changes as cherry lumber, 
steel sheets as many as footballs, and steel pipe about as many as jukeboxes. 


DR. MEANS’ TESTIMONY 


Dr. Means coined the phrase “administered prices” as a substitute for “in- 
flexible prices”; “flexible prices” he alternatively describes as “market-domi- 
nated prices.” He has presented his views to the Congress in elaborate detail 
over the past 2 years. Out of his testimony and statements three major points 
stand out: (1) Most prices, including wage rates, are administered; (2) Ad- 
ministered prices are to blame for inflation since 1953; and (3) Such an “ad- 
ministrative” inflation could result from excessive wage increases or from 
business efforts to increase profit margins. 

He distinguishes between two harmful types of inflation—‘classical” (too 
much money chasing too few goods, which he says took place 1942-53) and 
“administrative” (a rise in prices in “concentrated” industries). 

Dr. Means supplied several charts, one of which showed that wholesale prices 
increased an average of 71 percent during 1942-53. The inflation of this period, 
he stated, was “classical” in its source. Analyzing developments from 1953 to 
October 1958, Dr. Means attributed the 8 percent average rise in wholesale 
prices during the period mostly to “administration-dominated” prices—e.s., 
steel, automobiles, machinery, paper. ‘“Market-dominated” prices, he empha- 
sized, rose little or fell. 

There is no necessity to adopt any technical terminology to explain what has 
been happening in commodity markets since 1953. Prices of basic raw mate 
rials; ie., “market-dominated prices’—normally fluctuate most widely. They 
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were blown sky high during the Korean war and fell back with the restoration 
of peace and the dissipation of fears of a third world war. In the specific area 
of farm prices, improvement in productivity (much faster than in manufactur- 
ing) and favorable growing conditions have further operated to reduce prices. 
Lower prices for imported minerals and agricultural products reflect at least 
a temporary supersaturation of world demands growing out of the rapid develop- 
ment of newer and cheaper sources of supply. 


ADMINISTERED WAGES 


Products of American industry, on the other hand, were much more restrained 
in their rise during the earlier period, a circumstance for which we might be 
retrospectively grateful. While black markets existed, responsible companies 
did not charge all the traffic would bear. 

Since 1953, labor costs have been pushing inexorably higher, not only in terms 
of direct wage payments but also in terms of fringe benefits and higher Federal 
employment taxes. Careful and impartial studies show that labor costs were 
rising during this period substantially faster than gains in national productiv- 
ity. The only way industry has to finance cost increases, and stay alive, is to 
raise prices. Policies directed toward bigger government spending and spread- 
ing out more purchasing power in the hands of the public have accommodated 
this creeping inflation. 

The 12 major steel companies, desirous of avoiding further increase in steel 
prices, included the following language in a letter April 15 to USW President 
McDonald: 

“It is economic nonsense to contend, as your union has for many years, that 
steelworker wage increases can and should be absorbed and paid out of profits. 
You know, as we do, that wages are the most important element of costs in our 
industry. If the steel industry had attempted to absorb all cost increases since 
1946, without any price increase, by the end of 1957 its losses would have reached 
a staggering $35 billion. Bankruptcy would have occurred long ago.” 


PRICING PROCESS: FACT AND FANCY 


The argument has developed that infrequency of price change is an indica- 
tion of monopoly (single seller) or oligopoly (a few sellers) control. Thus, we 
hear that “business giants” can administer prices because they have “no com- 
petition” and they have the power to “openly defy” the forces of supply and 
demand in the marketplace. 

But, as noted earlier, administered prices are not confined to “big business” 
in “concentrated industries.” 

Putting the right price on a product is a difficult task. Businessmen must 
consider a variety of factors—e.g., demand, costs, taxes, prices of competing 
products, needs for profits. An excessive price risks loss of markets to com- 
petitors and competitive products; an inadequate price may result in business 
failure or lack of financial ability to meet market demands. 

If the corner storekeeper pushes up grocery prices too high, the housewife will 
take her business to the supermarket. Mounting prices for Pittsburgh steel 
products may mean loss of markets to, say, German producers, or to substitute 
materials such as reinforced concrete. If copper prices get too high, cable 
makers switch to aluminum. 

It is always popular, when prices are rising, to put the blame upon the seller 
for profiteering. Yet the trend has been toward narrowing profit margins over 
recent years. This would seem to dispose of the argument of “oligopolistic” 
profiteering. Indeed, if this trend of profits were to continue for long, it could 
be confidently predicted that the Nation will sink into a long slumber of stagna- 
tion. Profits are necessary to bring into being the tools and machinery which 
must be provided for increased employment and economic growth. 

In a letter to Senator Kefauver made public April 23, Raymond J. Saulnier, 
Chairman of the President’s Council of Economic Advisers, attributed rising 
prices (of manufactured goods) in most recent years to a tendency for increases 
in money wages to outstrip improvements in productivity : 

“I believe we have tended of late to depart from the historical relation between 
wage increases and productivity improvements. To the extent that we continue 
to do so, we will create cost pressures that are bound to erupt in price increases. 
And if these cost increases cannot be passed on to the consumer in higher 
prices, they merely create a squeeze on profits that will, over a period of time, 
seriously impair the Nation’s capacity for economic growth.” 
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“PRACTIONALIZE” INDUSTRY ? 


Congressional hearings over the past 2 years have turned up a number of sug- 
gested solutions for the problem of administered prices. Two frequently heard 
are: (1) break up the big companies with antitrust or other laws; and (2) inject 
the Government into the picture with direct price controls or price review. 

Support for the first approach was voiced last fall by Solomon Barkin, director 
of research for the Textile Workers Union, when he told the joint economic 
committee that “reasonable and practical fractionalization of these large cor- 
porations would be desirable in the public interest.” The principal reason we 
have business giants is that there are important economies in large-scale pro- 
duction. Of course if a company runs beyond the size for maximum economy, it 
will tend to lose ground to smaller competitors; but arbitrary limits should 
not be imposed upon efforts to achieve efficiencies of scale. 

Even though there are comparatively few U.S. producers, as in the automobile 
industry, this does not mean there is no competition. Big companies can strug- 
gle among themselves, and with foreign competition, harder than if there were a 
multiplicity of smaller U.S. producers. Indeed, in many lines it would take high 
tariff barriers, and roughshod antitrust action, to keep alive any large number of 
producers—and to enforce higher prices against the consumer. 

Dr. Means conceded in his testimony before the Senate subcommittee in July 
1957 : 

“Administered prices represent a way of doing business that leads to greater 
efficiency and higher standards of living. * * * Without this method of pricing, 
big efficient industry would find it almost impossible to operate. Administered 
prices are an essential part of our modern economy.” 

Even where there is only one producer, as was the case for many years with 
aluminum, its product has to compete with others. There are many manufac- 
turers of unique products—monopolists in the theoretical sense of the word— 
who broaden their markets by pricing to gain buyers at the expense of other 
products. An often ignored facet of competition is in the vastly increased va- 
riety of goods offered in the stores. Innumerable new plastics compete in 
various uses with older raw materials such as steel, copper, paper, glass, and 
rubber. 

We need to wake up and recognize that, under liberal trade policies, we live in 
a world, not in a closed economy. To progress, American industry must be en- 
couraged to grow, rather than prevented from maximizing advantages of scale, 
Mass production, with its efficiencies and low costs, has brought about economic 
growth and living standards in this country which are the envy of the world. 
During World War II our productive capacity was widely acclaimed as a “secret 
weapon.” Faced now with an econonfic war with the Soviets which may well 
decide the world conflict, it makes little sense to entertain thoughts of tearing 
apart our productive sinews. 


FEDERAL PRICE POLICEMAN ? 


The second solution—some sort of Government price control—is receiving 
considerable attention these days. Several bills have been introduced in the 
Congress which call for some Government agency to hold public hearings on pro 
posed price and wage increases. 

For example, a bill introduced by Senator Joseph C. O’Mahoney of Wyoming 
would require “dominant corporations” in certain “heavily concentrated” areas 
to give 30 days’ advance notice to the Government of intent to raise prices. The 
Federal Trade Commission and the Attorney General could require the company 
to justify its price action at a public hearing and to produce all books and ree- 
ords which the Government might regard as necessary. Witnesses for and 
against the price increase could be called to testify at the discretion of the 
Government. At the end of 30 days the company would be free to raise its prices. 

The bill would supposedly apply to only a few basic industries which are “s0 
heavily concentrated that monopoly or the threat of monopoly is present.” 
Labeling this an “illusion,” Roger M. Blough, chairman of United States Steel, 
noted in testimony before the Senate Antitrust and Monopoly Subcommittee 
April 24: 

“Actually, however, it would apply to more than half of all the manufacturing 
industries and subindustries in America, including such ‘basic’ and ‘heavily 
concentrated’ industries as cured fish, chewing gum, cigar boxes, window shades, 
greeting cards, phonograph records, wallpaper, street cars, artists’ materials, 
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freworks, candles, garters, corks, sausage casings, unfinished pickles, straw 
hats, Wash cloths and saddlery, harness and whips.” 

Professor John K. Galbraith of Harvard advocated a public price review board 
before the Kefauver committee in 1957 and again this year. However, he inti- 
mates that there might have to be some sort of penalties for noncompliance 
with the board’s recommendations. In “The Affluent Society,” Professor Gal- 
praith, a World War II price administrator, favored direct controls “to arrest 
the wage-price spiral.” He thought it “possible that very limited restraints 
might serve to reconcile capacity output and price stability.” 

What emerges is the idea that, because prices do not change often enough, 
they should not be changed at all without Government review or permission. 
Apparently, price cuts might be freely permitted; but who would voluntarily 
cut a price if an advance could be obstructed when market conditions change? 
Thus, ironically, the entire line of attack leads to less, rather than more, price 
flexibility. 

All these lines of thinking involve political determination of wages as well as 
prices in private industry. Let the nose of the “reviewers” under the tent and 
inevitably the whole “camel” of controls, herded by a burgeoning bureaucracy, 
would barge in. 

There would be no logical stopping point short of controlling substantially all 
prices and wages (with the inevitable follow-up of ration books), either freezing 
the economy into a status quo or manipulating it into some idealized pattern. 
Yet the American people have no wish to turn their freedom of choice over to 
bureaucrats or to revive the businesses of influence peddling and black mar- 
keteering. This is a road to economic strangulation rather than progress. 
































[Excerpt from General Electric 1958 annual report, p. 27] 





INFLATION AND THE SHAREOWNER 


The inflationary forces that have reduced the purchasing power of the dollar 
toless than half its value in 20 years include two that should be of particular 
Interest to shareowners : : 

Government expenditure policies that tend to exceed the country’s tax-collect- 
ing ability and result in deficit financing and increases in the money supply; and 

The monopoly power of labor unions in major areas of the economy to force 
inrealistically high wage commitments which must be accommodated by further 
inflation. 

The effects of these inflationary pressures include the erosion of the value of 
savings whether such savings are in the form of bank accounts, savings bonds, 
life insurance, or old-age pensions. For exajnple, with price inflation of only 3 
percent a year, the dollar saved by a person at age 25 will have lost over two-thirds 
of its purchasing power by the time he is 65. Such a trend brings hardships for 
almost everyone, and especially for pensioners and others with fixed incomes in 
ite of good prior planning for their retirement. 

Owners of common stocks are not immune from the effects of inflation. Al- 
though ownership of common stcks is generally regarded as one of the effective 
hedges against inflation no savings program can be absolutely immune from the 
forees that disrupt the structure of the economy, and shareowners should be 
aware of the possible detrimental, long-term effects of inflation on their invest- 
ment, 

For example, the market prices of stocks in the long run are based largely 
om the. present and anticipated earning power of companies. If costs rise faster 
than they may be offset either by increased productivity or by customers accept- 
ing higher selling prices, earnings will decrease—and so, generally, will the rela- 
tive price of the stock. 

Also, inflation erodes the capital of business enterprise because unrealistic 
Federal tax laws prevent recovery of the cost of replacement of capital assets to 
issure the continuation of the business. Taxation of these unrecovered costs as 
“earnings” diverts shareowners’ capital to the Government. In General Elec- 
trie’s case, as discussed in last year’s annual report, depreciation as presently 
illowed will fall approximately $900 million short of recovering the amount nec- 
‘sary to continue in place existing productive capacity. 
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These illustrations make it clear that owners of common stocks, as well as 
those with fixed incomes, will gain more by helping to stop inflation than by 
attempting to avoid its effects. 

Management’s efforts to offset increased costs by higher sales and improved 
efficiency have been vigorous. While some increases in prices have been neces- 
sary, increased costs have only been partially reflected in General Electric sell- 
ing prices, as shown in the charts at the left. In its efforts to lessen the impact 
of inflationary pressures on the company’s progress and growth, management 
will place strong emphasis on further advances in technology and higher sales 
volume. Management will work toward greater public awareness of the serious- 
ness of inflation. 

Shareowners can help by supplementing management’s efforts to develop bet- 
ter understanding of inflation by the public and its representatives. Owners can 
also help to marshal public support for sound legislative and administrative 
measures to check inflation. Areas needing particular emphasis include: 

The moderation of Government spending so that taxes will be sufficient to avoid 
further deficits that must be accommodated by money creation ; 

Amendment of the Employment Act so as to make the stability of the dollar 
a prime requirement and objective in Government fiscal and welfare policies; 

Development of public understanding and support for efforts to moderate the 
unions’ drive to enforce inflationary wage settlements and the cheapening of the 
dollar that must accompany such settlements. 

In the period ahead, the essential economic decisions that will check the ray- 
ages of inflation must have the backing of an informed and alert citizenry. 


{From Consumer Reports, April 1959] 
THE BADNESS OF BIGNESS 


HOW MUCH MORE DO CAR BUYERS PAY TODAY AS THE RESULT OF DWINDLING PRICE 
COMPETITION AND OF BUILT-IN OBSOLESCENCE? 


Early in February it became known that the U.S. Department of Justice had 
ealled for a grand jury investigation of General Motors Corp. as a beginning 
step toward an antitrust indictment. Although it is taken for granted that what 
the Government has in mind is a civil action against GM, the criminal indict- 
ment that a grand jury would return is sought in order to give antitrust probers 
access to the company’s files and the ability to compel the production of docu- 
ments. As one antitrust investigator, quoted by Business Week, put it: “Gen- 
eral Motors won't give us the time of day without a grand jury.” 

It will be a long time, perhaps years, before the findings of this particular 
antitrust probe become public knowledge. And whatever the findings, the sub- 
sequent court battle is sure to be lengthy and bitter. If comparable antitrust 
actions of the past are any guide, reports to the general public will be piece 
meal, and may not always reflect in detail what’s going on. Yet few Govern- 
ment actions so directly affect the interests of so many people. 

Nearly 75 percent of the families of the Nation own one or more cars. Better 
than 40 percent of the mountainous installment debt which consumers have in- 
curred is for cars. It has been estimated that the average family pays out 
something between $700 and $1,000 a year to own and maintain an automobile. 
Hence, prices and qualities of cars are matters of great importance to the gen- 
eral public. And at bottom, this is what the complicated procedure now be- 
ginning is actually about. But it will seldom be in these terms that it will be 
discussed in the press. The theme already assigned to this case is “bigness.” 
The issue at stake, as now formulated in press accounts, is: How far will the 
Justice Department go in pursuing the thesis that bigness per se is badness? 
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BIGGEST FIRM IN THE BIGGEST PUDDLE 


That General Motors is big is overwhelmingly evident. It is the biggest cor- 
poration in the country. At the end of 1957 its assets totaled $6.8 billions. 
Since 1931 it has sold better than 40 percent of the cars bought each year, and 
in recent years its percentage has risen to around 50 percent. General Motors 
dealers outnumber those of other auto manufacturers by roughly two to one. 
General Motors’ captive finance company, General Motors Acceptance Corp., 
is the country’s largest automobile finance company. And General Motors is 
the Nation’s largest advertiser—so large, in fact, that had its 1957 advertising 
appropriation ($104 millions plus) been cut in half, the company still would 
have ranked second on the list of the 100 largest advertisers in the country. 

As the biggest in the automobile industry, General Motors is biggest in one of 
the biggest possible puddles. This industry consumes nearly one-fifth of the 
Nation’s steel, more than 2 out of every 5 tons of lead, more than 1 of every 4 
tons of zine, half the reclaimed rubber, nearly two-thirds of the natural and 
three-fifths of the synthetic rubber, almost three-fourths of the upholstery leather, 
nearly all the tire cord, and substantial proportions of the Nation’s output of 
glass, textiles, machine tools, general industrial equipment, forgings, ete. Fur- 
thermore, autos quite obviously determine the level of economic activity in the 
giant petroleum industry as they also set the business tone for auto dealers, 
motor supply shops, auto insurance companies, motels, independent garages, road 
builders, and so on and on. One out of every seven persons employed in the 
country is dependent directly or indirectly on the automobile industry for his job. 


SOME KEY QUESTIONS 


In addition to being the biggest industry with the biggest corporation, the 
automobile business is also, with the possible exception of aluminum, the most 
highly concentrated industry in the country. Three companies control better 
than 90 percent of its production. Their shares are roughly: General Motors 
(Chevrolet, Pontiac, Buick, Oldsmobile, and Cadillac) about 50 percent; Ford 
(Ford, Edsel, Mercury, Lincoln, Continental) 25 percent; and Chrysler (Plym- 


outh, Dodge, De Soto, Chrysler, and Imperial) 16 percent. 

The fear that public welfare is threatened by any concentration of vast eco- 
nomic power in a few hands is soundly rooted in experience. The badness of 
bigness, however, is ultimately determined by how the power is used. And this 
key question breaks down into a number of questions: Is the concentration grow- 
ing worse? Does technology require such concentration of production control? 
Is there price competition among the few companies? Is the industry efficient— 
does it produce the best possible product at the lowest possible price? Is the 
industry responsive to public need and demand? Are suppliers to the industry 
able to bargain fairly? Do auto dealers have the opportunity to exercise some 
control over their own businesses? 

Fortunately, at least partial answers to some of these questions are available in 
a fairly recent Government document: the 312-page “Study of Administered 
Prices in the Automobile Industry,” a report of the Subcommittee on Antitrust 


and Monopoly of the Committee on the Judiciary of the U.S. Senate of the 85th 
Congress. 
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GM’s RETURN ON INVESTMENT AFTER TAXES 
1929-1940 AND 1947-1957 
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The chart above, from the Federal Trade Commission, is a picture 
of GM’s after-tax earnings for the past 29 years (data not available 
for 1941-46). This is the earnings record which the American 
Institute of Management characterized as “nothing short of phenom- 
enal.” Not only do the high earnings since World War II consti- 
tute a remarkable record, but note that, even in the most depressed 
of the depression years, when most businesses operated in the red, 
GM’s earnings remained in the black and, by 1934, had climbed 
back to the planned minimum of 15 per cent after taxes—the earn- 
ings ratio which GM figures into its calculations of car prices 


On many subjects, especially controversial economic ones, the congressional 
hearing room often has been the freest forum in the country. Certainly no 
recent picture of the automobile industry provided from any other source has 
been so revealing and to the point as is this Senate subcommittee’s report. 
There are gaps in it—gaps that can be filled only by the antitrust probers who, 
via the grand jury, will attain access to data heretofore unavailable. But there 
is also a wealth of data to indicate that the pending antitrust case will deal with 
a good deal more than bigness per se. 

Consider the question of trend: Is concentration in the automobile industry 
growing? 

Back in 1904 there were 35 companies making automobiles. The three big- 
gest firms—Olds Motor Works, Ford, and Cadillac—produced approximately 37 
percent of the total sold. It was a rough business in those days as the auto 
developed from the single- and two-cylinder to a four-cylinder vehicle. Many 
firms failed. By 1921 there were, however, 88 auto companies. In spite of the 
number of competitors, Ford, dominated the scene. And all through the 1920's, 
except for the year 1927-28 when the changeover from the Model T to the Model 
A interrupted that dominance, Ford sold better than half the cars made. By 
1925 Ford, General Motors, and Chrysler accounted for about 70 percent of the 
sales. The remaining 30 percent was shared by 46 independent companies. 
Today only two companies—American Motors and Studebaker-Packard—divide 
the small market for domestic cars left after the Big Three have taken their 
share. 

PARADISE LOST 


The elimination of all but two independents has sharply limited the choices 
available to today’s car buyer as compared with 30 years ago. The Senate 
Committee’s report quotes the noted essayist, E. B. White, on this point: 
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“Thirty or forty years ago, when a man wanted a car, he had a fabulous assort- 
ment to choose from—everything from a jackrabbit to a bearcat. Big cars, 
small cars, medium-sized cars, cheap cars, expensive cars, moderate-priced cars, 
high cars, low cars, open cars, closed cars, gas cars, steam cars, electric cars; 
it was paradise.” 

Compared with today, the price variety of the automobiles domestically pro- 
duced in 1923, for example, seems startingly wide. Late that year Ford offered 
the Model T touring car for $380. The Chevrolet and the Overland were selling 
for $495. The Gray was $520. Although a large number of touring cars were 
selling for more than $1,000 but less than $1,500 (Auburn for $1,095; Chalmers 
for $1,185 ; Hanson for $1,395; Haynes for $1,295; Hudson for $1,425 ; Hupmobile 
for $1,125; Willys-Knights for $1,175; Chandler Six for $1,485; Jewett for 
$1,065; Stephens for $1,395), you could also buy a Duesenberg, Pierce-Arrow, 
or Lafayette costing over $5,000. Under $1,000 but above $500 another great 
variety was offered. The Senate’s report gives a partial list: Maxwell, $795; 
Dort, $885; Oakland, $945; Buick, $965; Cleveland, $995; Elcar, $995; Gardner, 
$995; Studebaker. $995. 

Senator Estes Kefauver of Tennessee, chairman of the subcommittee, com- 
mented thus on the economic significance of the narrowing of consumer choice 
that has taken place: 

“Years ago, if an automobile producer made a mistake—priced his car too 
high or came out with a design which did not appeal to buyers—the results, 
while fatal to him, were not necessarily injurious to the automobile industry as 
a whole, and certainly not to the entire economy. The market which he lost was 
filled by one or the other of his many competitors. 

“Today, however, if the Big Three raise their prices unduly or put on the 
market models which do not attract consumers, or if there is an extended work 
stoppage because of a labor dispute, there is little alternative aside from foreign 
cars to which consumers can turn. They can only buy or not buy, and today 
they appear to be doing the latter in large numbers.” 

Has technology demanded the high concentration among producers? 

Many intricate computations are required to determine an optimum plant 
size. Mass production techniques do not mean that invariably, as the output from 
an individual plant increases, the cost per unit of that production decreases. 
This is true only to a point. At one or another level of output, further increases 
do not produce compensatory savings. That particular level is the optimum size. 
Needless to say, such levels shift as production techniques shift. According 
to the latest studies of this problem in the automobile industry, there seems to 
be general agreement that the optimum output from an automobile plan complex 
is somewhere between 300,000 and 400,000 units annually. Hence, General 
Motors’ yearly output of approximately 3 million units is many times the size 
of the optimum plant production. This does not mean that GM, which for 
many years has followed a policy of plant decentralization, has passed optimum 
efficiency. What it does mean is that optimum efficiency in automobile production 
can be attained by an enterprise well below the size of General Motors. It is 
not simply technology, then, that dictates either GM’s bigness or the high con- 
centration in production now characteristic of this industry. 





THE DESTRUCTION OF PRICE COMPETITION 
If there are savings associated with concentrated gigantism, these savings 
should, theoretically, be passed on to consumers in lower prices—they would be, 
that is, if there were price competition in the industry. Here is the most funda- 
Mental of all the questions raised by the present concern over GM’s size. The 
Senate subcommitee concluded firmly that the badness of General Motors’ 
bigness lay in the fact that the company’s size together with its policies have 
tended to destroy price competition in the automobile industry. 

Under the heading, “A study in contrasts: Ford 1920 and 1957,” the Senate 
report tells two stories. Back in 1920, when Ford was the largest unit in the 
industry, the volume of automobile sales fell drastically while materials costs 
continued high in the post-World War I inflation. Ford met the inflation head 
on with deep price cuts. The touring car, for example, was cut by $135 from 
4 price of $575 to $440. It was a bold move. And although Ford competitors 
were hostile over the action, they soon followed suit with reductions of their 
own. But that was the old Henry Ford back in 1920. 

Now look at 1957. New cars had been coming out with higher price tags 
regularly each year for a long time. Just before the 1957 models were intro- 
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duced, rumor in the industry held that new models would be raised again, up 
from 5 to 7 percent over 1956 prices. Ford came out early that year. On 
September 29, 1956, its 1957 price list was announced. It was up an average of 
only 2.9 percent. The industry protested. Two weeks later GM announced 
its new Chevrolet prices—6.1 percent above the prices of the year before. Ford 
waited 1 week and then adjusted its prices to within $1 of Chevrolet prices on 
most models. 

When Senator Kefauver asked a Ford spokesman if he did not think that 
sticking by the original lower prices would have meant more sales for the com- 
pany, the response was: “Probably some more.” In further comment, how- 
ever, the Ford spokesman went on to say that the automobile industry as a 
whole was impressed enough by the consistently excellent record of GM over 
the years to take it for granted that GM knew what it was about when it came 
to pricing cars. 

GM’S RATE OF RETURN 


Precisely how GM does set its prices is described in some detail in the sub- 
committee report. It is a complicated formula, which includes provision for a 
15-percent return on net worth after taxes on an estimated minimum volume 
of sales for the year. But GM has frequently succeeded in averaging a good 
deal better than that, particularly in recent years when sales volume has been 
high. In 1950, for example, its after-tax earnings were 37.5 percent. 

GM has been able apparently to compensate for the rise in corporate income 
tax rates in its calculations over the years in order to stabilize its after-tax 
earnings at a high rate. The rate of return for 1929, for example, was 36.2— 
very close to the 1950 rate. The Senate report comments: 

“The 1929 rate was achieved with a before-tax earnings rate of 38.5 per- 
cent on average stockholders’ investment. In 1950, on the other hand, the com- 
pany had to make a profit equal to 77.4 percent of its average stockholders’ 
investment in order to earn 37.5 percent after taxes.” 

Even the great GM was apparently not prepared for so disastrous a year as 
last year was in the auto business. Sales as a whole dropped 30 percent below 
1957, which was not a good year either. GM’s 1958 earnings, according to a 
New York Times account in February of this year, fell 25 percent below 1957's 
earnings. But GMs’ 1958 return was still about 12.5 percent—a good earnings 
performance compared with that of most other companies. GM’s record as 
a whole, the American Institute of Management has said, is “nothing short of 
phenomenal.” 

The ability to set prices calculated to return high earnings on a set minimum 
volume and, at the same time, to hold or better a giant’s share of the market 
certainly indicates an amazing power to evade price competition. 

In place of price competition, according to the Senate report, the automobile 
industry, like so many other producers of consumer goods in recent years, has 
substituted promotional rivalry. And that kind of competition, especially in 
automobiles, is expensive. The frequent style changes and the horsepower race, 
which are part of the promotional drive, are costly in the extreme. On the basis 
of their own testimony before the Senate subcommittee, the Big Three indicated 
that they are now spending over a billion dollars a year in styling, engineering 
and special tooling. 

On top of this first cost in the promotion of built-in obsolescence must be loaded 
the cost of the heavy advertising designed to convince consumers again and again, 
year after year, that the latest model is even more superlatively the car owner's 
dream than was last year’s similarly touted model. Advertising expenditures 
for automobiles have risen precipitously. In the 1952-56 period, for example, 
advertising costs per car more than doubled for Ford, nearly tripled for Chevrolet 
and more than tripled for Plymouth. 

How have consumers reacted to the formula of style obsolescence, which has 
added an estimated $200 to $400 to individual car prices? 


NEGATIVE RESPONSE FROM CONSUMERS 


Testimony before the Senate subcommittee from consumer witnesses was far 
from enthusiastic. Dr. George Katona of the University of Michigan’s Survey 
Research Center indicated that emphasis on frequent style changes created gen- 
eral uneasiness on the part of consumers and that high prices were calling forth 
a negative response. He testified further that, in spite of the advertising em- 
phasis on style differences, “the auto buyer is not stimulated by new models.” 
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On the contrary, said Dr. Katona: “He does not find an assortment. Every car 
ig alike in his opinion. Thereis no choice.” CU’s chief auto consultant, Mr. Lau- 
rence E. Crooks, who also was called to testify before the Senate subcommittee, 
said: “Sometimes it seems in examining a car as though modern styling was 
created only to hinder both car and driver * * * when a styling feature vies with 
a practical feature, or a safety feature, styling usually wins.” 

Both auto dealers and banks which finance them had been saying for a num- 
ber of years: “Give us a lower price.” But the industry, led by GM, persisted 
in stepping up model changes and the sales promotion new models required, and 
prices continued to rise. Up through 1955 rising car sales were the industry’s 
answer to those who felt auto prices were getting out of hand. What the indus- 
try apparently failed to evaluate properly was the progressive relaxation of in- 
stallment terms from 1952 (when credit controls were lifted) through 1955. 
The impact of increasing auto prices was softened by the longer terms which 
reduced monthly payments. Easier credit terms, however, could not grow easier 
forever. By 1957 better than half of the cars bought on time (as more than 
60 percent of new cars are) were bought on 3-year contracts. But liberalization 
of credit term had frozen in 1955 with the 3-year contract, and, with the freeze, the 
impact of the years of price increases hit the market with full force. 

Among the many experts called into the Senate hearings were a number of 
economists who had studied the price elasticity of automobiles—that is, the 
relationship between price and demand at a given national income. On the basis 
of their testimony, the subcommittee concluded that, at constant income, a 
5§-percent drop in the price of a car would produce a 6-percent increase in sales. 
Why, then, in light of 1958’s miserable sales performance, were not the prices 
of the 1959 models lowered rather than upped? 


A WAY TO LOWER PRICES 


Higher costs, says the auto industry. But on this point the subcommittee’s 
report makes a pertinent comment: 

“The deceptively simple argument that higher costs prevent any price reduc- 
tions answers one question only to raise another: Why are costs so high? * * *. 
The overhead costs (styling, retooling, sales, and advertising, ete.) which make 
it so difficult to reduce prices in a period of low sales result in large part from 
the shift from price to nonprice competition. * * * If the sums which they (auto- 
mobile manufacturers) now spend on nonprice competition were reduced suffi- 
ciently, substantial price cuts could be made without sacrifice of total revenue 
or profits * * *.” 

Summing up, the subcommittee’s findings (which undoubtedly encouraged the 
Department of Justice to take its action) appear to answer the first five of the 
key questions about the badness of bigness as follows: The concentration in the 
industry is growing worse. Technology does not require such concentration. 
There is no effective price competition in the industry. Industry sales policies 
have built waste and high cost into the price of cars to the point where today’s 
automobile prices and qualities do not reflect efficiency in production and distribu- 
tion. The industry, straitjacketed by high concentration and hampered by a 
price-leadership pattern apparently set by GM, has not had the flexibility re- 
quired to respond to public need and demand. 

On the last two of the questions raised earlier—those centering on relation- 
ships with suppliers and automobile dealers—the subcommittee’s report is lack- 
ing in data. Here is where the antitrust probers will have to ferret out and 
piece together the picture from the material that the grand jury power makes 
available to them. 

What the final outcome of this case will be is a favorite guessing game in auto- 
mobile circles. Some say GM may have to give up Chevrolet. Some say that 
General Motors Acceptance Corp. (the captive financing agency) will be di- 
vorced. The plain fact is that nobody yet knows enough about the facts to do 
very good guessing. But if, through its new action, the Government is able to 
free the automobile industry from the oppressive weight of costly nonprice com- 
petition, then it will have made a major contribution to the public welfare. 

Success in the action could bring added dividends. If Detroit should return 
to price competition, perhaps all those manufacturers of washing machines, air 
conditioners, and the like, who have aped the motor makers in their drive toward 
built-in obsolescence, might also return to market sanity. Whatever the out- 
come, to rid the Nation of needlessly multiple models within lines and ridiculous 
annual model changes throughout consumer durables is certainly an objective 
Worthy of major effort. 
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ADMINISTERED PRICES 


GENERAL @® ELECTRIC 
ORGANIZATION AND POLICY GUIDE 


DIRECTIVE POLICY ON THE COMPLIANCE BY THE COMPANY 
AND ITS EMPLOYEES WITH THE ANTI-TRUST LAWS 


NEED FOR A DIRECTIVE POLICY 


The increased decentralization of the Company’s components and responsibilities amplifies the need 
for a reiteration of the Company's policy concerning the anti-trust laws. 

Violations of the law in any area of the Company's operations may have far-reaching effects even 
beyond the Department or Division in which they occur, and may result in substantial injury to the 
Company in lengthy and expensive litigation, treble damage liability, and injunctions or orders affecting 
its property or business. 

The Company’s compliance with these laws depends upon the conduct of its employees in positions 
of responsibility. Moreover, under the law, employees are individually and personally subject to fine or 
imprisonment for a violation to which they are a party. The law provides: 


“*. .. whenever a corporation shall violate any of the penal provisions of the anti-trust laws, such 
violation shall be deemed to be also that of the individual directors, officers, or agents of such 
corporation who shall have authorized, ordered, or done any of the acts constituting in whole or in 
part such violation, and such violation shall be deemed a misdemeanor, and upon conviction 
therefor of any such director, officer, or agent he shall be punished by a fine of not exceeding 
a eee or by both in the discretion of the court.” 
[15 U.S.C. §24). 


DIRECTIVE POLICY 


It is the Policy of the Company to comply strictly in all respects with the anti-trust laws. There shall 
be no exception to this Policy nor shall it be compromised or qualified by anyorie acting for or on behalf 
of the Company. 

No employee shall enter into any understanding, agreement, plan or scheme, expressed or implied, 
formal or informal, with any competitor, in regard: to prices, terms or conditions of sale, production, 
distribution, territories or customers; nor exchange or discuss with a competitor prices, terms or conditions 
of sale or any other competitive information; nor engage in any other conduct which in the opinion of the 
Company’s counsel violates any of the anti-trust laws. 

Each employee responsible for the Company's conduct or practices which may involve the application 
of the anti-trust laws should consuit and be guided by the advice of counsel assigned to his component. 

Where an employee who has acted in good faith upon the advice of counsel for the Company nevertheless 
becomes involved in an anti-trust proceeding, the Company will be prepared to assist and defend 
the employee through attorneys representing the Company in the case. However, if an employee is convicted 
of violating the law, the Company cannot as a matter of law save the employee from whatever punishment 
the court may impose upon him as a consequence of such conviction. 

It is the obligation of each employee of the Company in his area of responsibility to adhere to the above 
stated Policy. 
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ISSUED BY THE 
Chairman of the Board 
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Product classes in which General Electric Oo. is 1 of 4 leading companies, 1959 | Produ 
Percent of _- 
value of ship. 
Product class Value of ments pro- 
shipments | duced by 4 
leading com- 
panies 
Thousands of — 
dollars 
Blankbooks and pa per ruling (salesbooks, account () 
books, albums, checkbooks, etc.). 36193 
Pressed and blown glassware, except glass containers. -- 324, 696 66+ “ 
Porcelain and steatite electrical supplies..........----. 74, 640 38 
SS Se ae ee 3621 
Steel heating boilers (15 p.s.i. and under or equiv.)...._- 36211. F 
Vitreous-enameled products..........---.-...---------- 36212 : 
Job stampings, except automotive. 36213. 
Lighting SOD Regent pe ES TE SDE a * 
Fluorescent lighting fixtures and portable lamps. - ___- 36214 
Incandescent street and highway lighting equipment. 96215. 
Steam engines, and turbines_.............-...-------.. . 
Steam engines and steam and hydraulic turbines...-_- 36217 
Steam and hydraulic turbine generator-set units- - ---. 9631 or 
Foundry machinery and equipment, including 36613 
foundry patterns and molds. ‘j 
Speed changers, gears, and industrial high speed drives- 131, 913 18+ 9062, 3 
Industrial furnaces and ovens.......-..-.--.---------- 71, 906 36622 a 
Domestic laundry equipment...........---.... sana 532, 084 46+ 
Household mechanical washing machines.... -..--..- 432, 508 51+ 38623 
Bo RE ei ee ee ee ee 36624. 
Roetrigeration machinery. ;.... ... 25. <2.-5-.<- sci cee-~-- 3864 oF 
Household mechanical refrigerators ietactete or gas).-. 3600. 
pe a Sere ee es 
Condensing units. -__._- 106, 189 84 3722 
Dishwashing, water-softening, floor-sanding, and floor- 37201. 
waxing machines, and other service industry and () (1) 3741. 
household machines, S741. 
Wiring devices and supplies..-...-...----------- sas 491, 959 19 - 
Current-carrying wiring devices- _---- ai 245, 492 2+ 87412 
Non-current-carrying wiring devices and “supplies. 167, 817 A+ 3811... 
Electrical measuring instruments-_...-......-...---.---- 149, 800 49+ 38111. 
Instruments, meter and tripping transformers, indict- 32, 762 () 38113. 
ing instruments and other electrical measuring in- 3831. 


struments, n.e.c. 


















DEGGOre Wet MNENONE... oon cecen cas onncwaacnscucs 888, 136 49+ 38612 
Fractional horsepower motors._... ....-.-.-------.--- (1) (1) 3871. 
Integral horsepower motors and generators, other than ) () 38711 
for land transportation equipment. 
Motor-generator sets and other rotating equipment... () (1) 88715 
Motors, generators, and control apparatus (incl parts) (1) 0) 3071 
for land transportation equipment, 30711 
Parts and supplies for motors, generators, and motor- (1) (!) 30712 
generator sets, except for land transportation equip- 
ment. enemy 
I ota too, co ccacerdetenaesueunes bonnes IN 






Specialty transformers ---..-.....--.--- 

Power and distribution transformers. -...........--..- 

Transformer parts and supplies, power regulators, 
boosters, and reactors. 

Electrical control apparatus. ......................... 

Switchgear and switchboard apparatus__.........-..-- 

Industrial electrical control equipment, except rail- 
way and motor vehicle controllers. 

Electric welding apparatus..................-...-.-..- 

Are welding machines, components, and accessories, 
except electrodes. 

BO nn vneicndladensdendnnabossasneds 

Capacitors for industrial use, high frequency induc- 
tion and dielectric heating apparatus, industrial elec- 
tric heating units, and other electrical equipment 
for industrial use, n.e.c. 

Capacitors for industrial use, except communication 
types (code 36614). 






2 Not available. 


nies, 1950 
ee 


Percent of 
value of ship. 
ments pro- 
duced by 4 
eading com. 
Panies 


—————, 
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Product classes in which General Electric Oo. is 1 of 4 leading companies, 1950— 
Continued 


Percent of 
value of ship- 
Product class Value of ments pro- 
shipments | duced by 4 
leading com- 
panies 


Thousands of 
dollars 
Industrial electric heating units, rectifying apparatus 
(except for communications) and other electrical 
equipment for industrial use, n.e.c. 
Is alain epi ds ac ceekanninnnnedindete 
Electric fans, except industrial type... 
Household water heaters, electric 
Dry shavers, irons, toasters, food mixers, and other 
small household appliances, except fans. 
Household ranges, electric 218, 478 
—— cooking and food warming equipment, ) 
electric. 
Parts and accessories hed electric appliances 85, 000 
Insulated wire and cable 879, 915 
Commercial radio and TV communication and broad- 268, 611 
cast equipment, including radio navigation aids. 
3662, 36931 Electronic tubes, ‘and X-ray equipment and tubes 483, 333 
36622 and 36931 X-ray equipment; and X-ray transmitting and indus- () 
trial type tubes. 
Radio receiving-type tubes, except cathode ray 197, 732 
Cathode ray tubes (TV receiver type) 
Telephone and telegraph equipment 
Lamp components, electrical hearing aids, and other 
electrical products. 
Aircraft engines 
Aircraft engines, except parts. 
Locomotives and parts 
Locomotives tagw)—talivond road service type, 
cluding combination line and switching type. 
Locomotives (new)—switching type 112, 611 
Scientific instruments 136, 174 
Aircraft flight instruments and automatic pilots - 1 
Laboratory and scientific instruments Q) 
Optical instruments and lenses; gun fire-control equip- () 
ment. 
Still picture equipment, except film 102, 769 
Watches and clocks (excluding parts) 307, 488 
Clocks and timing mechanisms other than watches 117, 817 
and time recording machines (code 35793). 
Watch and clock movements and parts 22, 594 
Molded, laminated and other plastics products, n.e.c.. 
Molded plastics products 
Laminated plastic sheets, rods, and tubes 


1 Not available. 
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STATEMENT BY RALPH J. CoRDINER, CHAIRMAN OF THE BOARD OF DIRECTORS, 
REGARDING ANTITRUST Cases BROUGHT AGAINST GENERAL ELECTRIC, SUPPLE- 
MENTING His TesTIMONY BEFORE THE SUBCOMMITTEE ON ANTITRUST AND Mo- 
NOPOLY ON May 5, 1959 


As the committees’ list indicates, there have been a number of antitrust suits 
bringing into question some of the practices of the General Electric Co. How- 
ever, our record for the past decade and more indicates that the managers of 
the General Electric Co. are making earnest and successful efforts to comply not 
only with the letter, but also with the spirit of the antitrust laws. 

With one exception, all of the cases on the committees’ list were brought prior 
to 1949. Many of theme were based on conduct which originated prior to 
World War II when most businessmen and their legal advisors did not anticipate 
that the antitrust laws would be applied as broadly as they were in the succeed- 
ing decade. Nor was it anticipated that the judicial attitude toward patents 
would change as markedly as it did. 

The one case commenced since 1949 is the recently instituted civil action based 
upon activities in Canada of the Canadian General Electric Co., the first case 
on the committee’s list. In that case it is alleged that General Electric, through 
its Canadian subsidiary, conspired with Westinghouse and Philips of The Neth- 
erlands, through ther Canadian subsidiaries, to prevent the importation into 
the Canadian market of radio and television sets manufactured in the United 
States. It is charged that this was accomplished through the participation by 
the Canadian subsidiary companies in the organization of Canadian Radio 
Patents, Ltd., in 1926. CRPL has granted licenses under Canadian patens which 
license the sale in Canada of patented articles which are manufactured in 
Canada. 

I am advised by counsel that these licenses are not only consistent with Cana- 
dian law, but are in furtherance of Canadian policy to develop domestic indus- 
try. The Canadian Minister of Justice and Attorney General has publicly stated 
that his Government has investigated CRPL, and “that notwithstanding this 
surveillance, CRPL has never been charged with an offense against our anti- 
combine legislation.” We believe that the institution of this action was an un- 
warranted and unjustified attempt by the United States to interfere in the 
domestic affairs of our Canadian neighbor. We are sure that if this case is ever 
brought to trial, our conduct will be completely vindicated. 

A large number of the earlier cases brought against the company were com- 
menced just before and just after World War II and in the main were con- 
cerned with certain provisions of patent licenses then commonly used in industry. 
A patent owner has the right to exclude all other from practicing the patented 
invention for 17 years. Rather than excluding others completely, General Elec- 
trie Co. early established as its policy the licensing of most of its patents at 
reasonable royalties, even though upon the expiration of the patents those for- 
mer licensees would be substantial competitors. During the early part of this 
century it was the general practice of patent owners, when granting licenses, 
to preserve some control during the life of the patent over the activities of their 
licensees in order to protect, as the Supreme Court has put it, “the reward which 
the patentee by the grant of the patent is entitled to secure.” General Electric 
Co. followed this general practice. 

For instance, our early lamp patent licenses prescribed the prices at which 
our licensees could sell the patented articles. At that time, such a provision 
was deemed by the most eminent members of the bar to be perfectly legal. 
Indeed, in our 1926 lamp case, No. 5 on the committee's list (Equity 1051), the 
Supreme Court sustained this practice as a proper exercise of the constitution- 
ally sanctioned patent grant to an inventor. 

Subsequently, the climate of opinion on the Supreme Court changed, and after 
World War II the Supreme Court began to take a different view of the propriety 
of such limitations on a licensee’s pricing discretion. Although the Supreme 
Court has never reversed its 1926 decision, I am informed by our counsel that 
the ruling of that case was so narrowly confined by these subsequent decisions 
that in effect it appears to be the rule only in exactly the same circumstances 
48 presented to the Court in that case. 

In 1949 the Federal District Court for the District of New Jersey held in 
the second lamp case, No. 10 on the Committee’s list (Civil Action 1364), that 
agreements entered subsequent to those in issue in the 1926 case, although vir- 
tually identical in substance to those earlier agreements, were not proper insofar 
as the patent license provisions were concerned because we did not during the 
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later years in which those agreements were in effect have patents of sufficient 
scope and merit to sustain the contracts. 

That action was commenced in 1940, but trial of the case was held in abey. 
ance because of the war. In the interim, many of the cases on the committee's 
list which challenged practices and patent license provisions entered in the 
1930’s were commenced. I should like to point out, in this connection, that in 
rendering his opinion in the second lamp case, Judge Forman noted that 
“* * * many of the practices which are adjudged in this opinion to be violative 
of the law by force of the consent decrees, lapse of time, and other circum. 
stances, have been discontinued.” Moreover, Judge Forman declared that: 

“The record of General Electric’s industrial achievement has been impressive, 
Its predecessors pioneered the lamp industry and it organized through the years 
an establishment that stands as a model of industrial efficiency. It early estab. 
lished the policy of making the best lamps as inexpensively as possible and to 
this end developed a lamp research, engineering, and production system which 
established it in the first position of industrial leadership in the incandescent 
electric lamp field not only in the United States but in the world. By means of 
extensive research initiated by such scientists as Steinmetz, Whitney, Langmuir 
and Coolidge, mechanical and technological advances were accomplished (Ex, 
GE-235) which made possible a progressive price reduction policy (Ex. GE-239), 
Therefore, it was able in the 20-year period between 1922 and 1942 to reduce 
the prices of large lamps, 78.6 percent; miniature lamps, 70.3 percent; with an 
average for both types of 77.2 percent (Ex. GE-239). It can take just pride in 
the more graphic statistic that the price of a 60-watt bulb was 45 cents in 1922 
and 10 cents in 1942. By the efficiency which it employed in its business, the use 
of research to improve its lamps, the development of new lamps and new uses 
for old lamps to increase the market, there was established a firm foundation 
for leadership.” 

I believe that our present patent licenses more than meet the requirements 
of the antitrust laws. After World War II, while the second lamp case was 
pending, we undertook a review of our patent licensing program. In order to 
insure that our patent practices would be above question under the antitrust 
laws, we renegotiated our outstanding licenses and eliminated those provisions 
which we foresaw could give rise to questions in the future as the law developed. 

In order to make it crystal clear that the policy of General Electric Co. was, 
is, and will be that of complying not only with the letter, but also with the 
spirit of the antitrust laws, on November 18, 1946, Mr. Charles E. Wilson, then 
president of the company, issued a formal policy statement setting forth this 
position. That policy statement, the predecessor of the statement previously 
included in this record, explicitly declared that “it is the policy of the company 
to conform strictly to the antitrust laws.” It pointed out that the then recent 
decisions of the courts showed a tendency to construe the antitrust laws more 
broadly than our legal advisors had theretofore anticipated. It was directed 
that special care be taken to see that proposed action be in accord with the law. 

That policy statement was supplemented on January 30, 1948, by a warning 
that anyone who knowingly or willfully violated the law did so at his peril. On 
April 4, 1950, this policy was reissued and on September 17, 1954, the policy 
statement was again reissued in the form which is now in the record. It was 
reissued on April 24, 1958, when I became chairman of the board and again on 
April 24, 1959. It is the obligation of each employee of the company in his area 
of responsibility to adhere to that policy and, as I have testified, it is clear that 
failure to fulfill that obligation may result in discharge. 
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As long ago as 1946, the company embarked upon an educational program, a 
program which has been continued to date with undiminished vigor, designed 
to sharpen the sensitivity and awareness of all of our people to the role and 
importance of the antitrust laws. Judge Stanley N. Barnes, formerly Chief of 
the Antitrust Division, now a judge of the United States Court of Appeals for 
the Ninth Circuit, in an address to the 1958 annual meeting of the antitrust 
section of the New York State Bar Association, referred to General Electric’s 
“strong compliance program and a secondary educational program to insure the 
success of its primary endeavor.” He cited General Electric Co. “as the number 
one example” of companies which have made earnest efforts to live up to the 
antitrust laws. 


Letrer From UNITED AUTOMOBILE WORKERS 


Derrorr, MicH., May 8, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 

Dear SENATOR KeEFAUver: On April 28, when I appeared before the Antitrust 
and Monopoly Subcommittee in support of bill 8. 215, Senator Hart showed me 
acopy of a chart previously submitted to the committee by Mr. Blough, of the 
United States Steel Corp., and asked me to send the committee my comments 
on it. Senator Hart suggested that this was the reply of at least one company 
to the suggestion that they “put up or shut up” with regard to presentation of 
the facts which would enable the people to decide whether or not labor costs 
had been a significant causative factor in the inflation of recent years. 

My first comment would be to amplify somewhat the immediate response which 
was evoked by even a brief examination of Mr. Blough’s chart. This chart is 
not a reply to the “put up or shut up” demand at all, because it gives none of the 
facts about the costs and profits of the administered price corporations which 
have been responsible for administrative inflation. It provides absolutely no 
information of Mr. Blough’s own corporation. It tells us nothing that could be 
used as the basis for determining the truth or falsity of the repeated claims made 
by Mr. Blough and his colleagues that they have been compelled to raise their 
prices as a result of wage gains obtained by United States Steel’s workers. 

If those claims had any basis in fact we would expect Mr. Blough to be not 
only willing, but eager, to provide the facts as they pertain to United States 
Steel, and not to run for cover behind irrelevant data pertaining to all corpora- 
tions. The fact is that Mr. Blough refused to provide pertinent United States 
Steel data when asked to do so by your subcommittee in the course of hearings 
on administered prices in the steel industry. 

Far from being a response to the demand to “put up or shut up,” Mr. Blough’s 
chart is simply a further example of the evasive tactics of industry spokesmen 
when they are called upon to substantiate their allegations with respect to the 
causes of their own price increases. Like Mr. Yntema of the Ford Motor Co., 
when faced with a similar demand for facts, Mr. Blough has carefully sub- 
merged the pertinent data concerning his corporation beneath the figures for all 
corporations. Like Mr. Yntema, he has run from the embarrassing particular to 
the irrelevant general. 

The course of profits in general tells us nothing pertinent to consideration of 
§.215. The subject matter of that bill is price administration. The only relevant 
profit data, therefore, are data which reveal and put into perspective the profits 
of those corporations, the so-called price leaders in certain industries, which have 
wide latitude in setting their prices because they are largely free from the re- 
straints of price competition. We presented such data in our statement. They 
are summarized on the enclosed chart (chart A) comparing the profits of 30 such 
corporations with profits of all other manufacturing corporations. 
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There are a number of objections to be raised to Mr. Blough’s choice of data, 
which are dealt with below. But within the conceptual framework he has chosen, 
a discussion of the data as they emerge with respect to corporations having real 
power to administer prices leads to very different conclusions from those drawn 
by Mr. Blough. He compares the increase of about 98 percent in compensation 
before taxes of all employees (including noncorporate employees) since 1947 
with profits after taxes of all corporations, which he claims did not increase at 
all. But as the table which I presented to the committee shows, in the period 
1947 to 1957 profits after taxes of the 30 leading corporations increased by 162 
percent, much faster than Mr. Blough’s figure for employee compensation. 

As I pointed out in discussing that table, the prices charged by price adminis- 
tering corporations are frequently the costs of smaller companies, so that by 
their control over prices these corporations are enabled to increase their profits 
at the expense of the others. This diversion of profits into the treasuries of the 
giants does not appear in the data for all corporations combined, but it is an im- 
portant factor in the increasing concentration of economic power and the increas- 
ing threat to genuine free enterprise. 

In the 1958 Annual Report of the United States Steel Corp. from which Mr. 
Blough’s chart was taken, there appears also a table entitled, “United States 
Steel’s Financial Story, 1910-58,” which Mr. Blough might well have discussed 
with you. The table gives annual data for the corporation’s “employment costs,” 
which appear to be similar to the concept of employee compensation, including 
pension and other fringe benefits as well as social security taxes; it gives also 
data for the corporation’s taxes and its profits after taxes. 

We have drawn on Mr. Blough’s chart (in chart B attached to this letter) a 
single additional line, showing United States Steel’s profit after taxes each year 
as a percentage of United States Steel’s employment costs as given in that table. 
The most cursory inspection shows how different is the story they tell from that 
presented by Mr. Blough. Not only are profits after taxes a far higher percentage 
of employment costs at United States Steel, but rather than falling in recent years 
they have risen sharply. For the years 1947 through 1954, profits after taxes 

averaged 14.2 percent of employment costs. For the years 1955 through de- 
pressed 1958, they averaged 21.7 percent of employment costs. 
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CHART B 


From 
UNITED STATES STEEL CORPORATION 
1958 ANNUAL REPORT 


THE NATION’S WAGES 
vs. 


CORPORATE PROFITS 
US.Steel ™, 1940 and 1947 -1958 
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Source: U. S. Department of Commerce for both total compensatiom 
of employes and for corporate profits 
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It is true that the 1947-54 ratios are lower than that for 1940, but 1940 was 
an unusually profitable year for United States Steel. Both in dollar amounts and 
as a percentage of employee compensation, profits after taxes in 1940 were higher 
than for any prior year since 1930. At 22.0 percent of employee compensation, 
United States Steel’s 1940 profits compared with an average ratio of 16.1 percent 
for the previous 20 years. 

A more detailed examination of the basic data shows some other interesting 
comparisons. For example, between 1947 and 1958, United States Steel’s em- 
ployment costs increased by 64.7 percent. In the same period, United States 
Steel’s profit after taxes increased by 137.2 percent—more than twice as fast. 

It is to evade the embarrassing implications of figures such as these that Mr. 
Blough, like Mr. Yntema and many other management spokesmen, prefers con- 
versation about total profits to facts about his own company’s profits, or the 
profits of other price administering corporations. The committee may recall 
that when Mr. Yntema appeared before you in February 1958 he also tried to 
confine himself to data for all corporations. The chairman, Senator Kefauver, 
remarked : 

“This table shows small business, you have the retail trade, you have whole- 
sale trade, you have services, you have all these little businesses that have been 
losing money and are going out of business.” (Hearings, pt. 6, p. 2635.) 

Senator Kefauver pointed out that among corporations with assets over $100 
million, profits after taxes had doubled during the period being considered. He 
asked : 

“Mr. Yntema, why should you not show the Big Three, which includes Ford, on 
this chart, because that is who we are talking about right now. I have noticed 
no charts in which you deal with the subject matter here on this particular issue. 
You refer to all companies, but we are dealing here with the Big Three in the 
automobile industry, which is quite different from the material on the charts 
you have here.” (Hearings, pt. 6, p. 2637.) 

As Mr. Reuther commented in a previous statement to this committee regarding 
a similar evasion, “Caught in the consumer’s hen house with his hands full, (he) 
is trying to say, ‘There’s nobody here but us little businessmen.’ ” 
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CHART C 


UNITED STATES STEEL CORPORATION 


Profits Before Taxes Expressed as a 
Percentage of Employment Costs 
1940 and 1947 - 1958 


1956 1958 


950 1953 
Data: Annual Report of the Corporation, 1958; Moody's Industrials 


For the purpose of the above comparison, in order to show Clearly the difference 
which emerges simply from looking at the corporations which have real power to 
administer prices, instead of allowing them to hide in the great mass of those 
with very little such power, I have accepted the other aspects of Mr. Blough’s 
presentation, such as his consideration of profits only after taxes. In fact, how- 
ever, there are a number of respects in which the data on his chart, while tech- 
nically accurate, are presented in such a manner as to be actually misleading or 
to tell only part of the truth: 
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1. Employee compensation before taxes is compared with corporate profits 
after taxes. 

Elimination of taxes from the amounts received in both employee compensation 
and profits would have been a serious enough omission, for just as it is wages 
before taxes that enter into an employer’s labor cost, so it is profits before taxes 
that enter into prices paid by consumers. The omission would have been particu- 
larly serious because taxes have by no means remained constant during the period 
covered. Federal personal income tax receipts in 1957 were 38 times as great 
as in 1940, and almost twice as great as in 1947. Federal corporation profit tax 
receipts in 1957 were almost eight times as great as in 1940, and about twice as 
great asin 1947. The average rate of profits tax liability reported by the Depart- 
ment of Commerce were 31 percent of profits in 1940 and 39 percent in 1947, com- 
pared with 52 percent in 1957. Thus, consideration of profits after taxes may 
suggest a declining profit ratio when in fact they reflect in large part the obliga- 
tion of corporations to bear their share of the increasing burden of national 
defense and other collective needs. 

The really gross act of misrepresentation, however, has been the inclusion of 
taxes in the employee compensation data, and their exclusion from the corporate 
profit data. The implication is that corporations are entitled to pass along any 
increased tax burden to the consumer so as to maintain their desired rate of 
profit after taxes. We believe the fact that many corporations have followed 
just this policy, and have had sufficient control over prices to do so, has been an 
important contributing feature to the inflation of recent years. 

If the Department of Commerce data on corporation profits before taxes are 
compared with employee compensation before taxes, it will be found that the 
relative drop in profits since 1947 is much less than Mr. Blough’s chart suggests, 
and 1957 profits are within 1 percentage point of the same relationship to employee 
compensation as in 1940. 

Our technicians have prepared a chart (chart C), which is attached, showing 
profits before corporation profit taxes of United States Steel Corp., as a percentage 
of employment costs, for 1940 and for the years 1947 through 1958. The committee 
will note the general upward trend in the profit ratio, which for the 4 most recent 
years have averaged 43.2 percent of employment costs. 

2. Employee compensation includes an increasing factor not related to 
business operations at all. 

Mr. Blough’s chart compares profits. of corporations with compensation of all 
U.S. employees. To be meaningful, such a comparsion must be able to assume 
over the period covered, compensation of all employees has borne a reasonably 
constant relationship to compensation of corporate employees. However, this is 
not the case. The 1954 “National Income” supplement of the Department of 
Commerce discussed the changes between 1929 and 1953. It stated at page 9: 

“Compensation of employees rose from $51 billion in 1929 to $200 billion in 
1953, or from 58 to 68144 percent of total national income. Much of this increase 
reflected developments which occurred outside the ordinary business system.” 
{Emphasis added.] 

After discussing some of these changes in activity, such as increased Govern- 
ment employment, decreased private domestic employment, etc., the supplement 
continued : 

“The net result of these shifts was a very sharp rise in the proportion of all 
income originating outside ordinary business firms which consisted of the com- 
pensation of employees.” 

In a more recent supplement entitled “U.S. Income and Output,” published in 
November 1958, the Department of Commerce has pursued this inquiry further. 
It states at page 14: 

“The rise in the Government fraction of national income is another feature 
of the postwar industrial pattern which had an effect on the distribution of 
income by type. Since earnings from Government enter the income total in the 
form of employee compensation only, any expansion is reflected exclusively in 
this particular income share. 

“It may be added that, over the longer run, the growth in compensation of 
military and other Government personnel has been the most notable of several 
developments outside the ordinary business system which have had a strong im- 
pact on the distributive shares of nationalincome. For many comparisons of the 
postwar and prewar distributive-share patterns, it is essential that these de- 
velopments—which we have traced in other reports, including the 1954 National 
Income supplement—be taken into account.” [Hmphasis supplied.) 
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It should be added that this interpretation comes from the same agency as 
produced the data on which Mr. Blough’s chart is based. 

Mr. Blough does not even have the excuse that comparable figures for em. 
ployee compensation and profits in the corporate sector are difficult to obtain, 
They are published in table I-12 at page 134 of the Department of Commerce 
publication previously referred to, which also contains the figures Mr. Blough 
chose to use. 

8. The corporation profit data would not include the full amount of actual 
corporate profits, even if taxes were accounted for. 

Apart from the necessity of taking taxes into account, the Department of 
Commerce data on corporate profits do not in fact reflect the whole profit picture 
because they are based on profit data which have been reduced by accelerated 
depreciation allowances. These depreciation allowances are funds available to 
the companies, and to the extent that they have been allowed on an accelerated 
basis they do not represent actual depreciation, but are rather a form of hidden 
profits. All this is recognized by the Department of Commerce, which says at 
page 15 of U.S. Income and Output: 

“Profits are obviously hard to measure with precision. Difficulties associated 
with the making of proper allowance for depreciation should be mentioned 
specificially. The profit ratios charted here are based upon calculations em- 
ploying the depreciation concepts which have been used in corporate tax returns. 
These are not necessarily the most appropriate for economic analysis. For 
instance, they reflect changes in the tax laws, such as the special amortization 
provisions enacted in 1950 and the legalization of alternative formulae which 
permitted accelerated depreciation under the Revenue Code of 1954. Profit 
ratios adjusted to eliminate the effects of these changes might be higher by one 
or two percentage points for 1957, and would show a somewhat different move- 
ment over the past few years. The broad pattern of downdrift since 1951 which 
is suggested in the chart would remain, however, and no change in the interpre- 
tation of it would seem to be called for.” 

(The chart referred to is one produced by the Department, not one of those 
submitted to this committee by Mr. Blough. A reproduction of it is attached. 
It will be noted that the Department of Commerce, unlike Mr, Blough, bases its 
analysis on profits before taxes). 


CHART D 


Profits and Property Income as Percent of Income 
Originating in U. S. Corporations 


Percent 


1922 25 30 


* Before tax, end including inventory velwatian edjustment 





icy as 


r em- 
btain, 
merce 
slough 


actual 


ont of 
icture 
erated 
ible to 
erated 
1idden 
ays at 


ciated 
tioned 
is em- 
turns, 
, For 
zation 
which 
Profit 
by one 
move- 
which 
terpre- 


' those 
ached, 
ses its 


ADMINISTERED PRICES 5835 


4. The small decline in the share of income going to corporate profits since 
1951 represents only a return to the long-term average after a sharp in- 
crease in the profit share resulting from the immediate postwar inflation. 

The “broad pattern of downdrift since 1951” noted above does not refer to 
the dollar amount of profits, but to the percentage share of income originating 
in corporations which went to profits. The interpretation of this percentage 
decline given by the Department of Commerce is, briefly, that during the postwar 
infiation and economic expansion profits advanced much more rapidly than 
employee compensation, reached a peak in 1951, and after that year showed a 
horizontal trend in dollar amounts while total income expanded, so that the 
ratio of profits to total income tended to decline—but only toward the long-term 
average above which they had risen during the postwar period. 

The detailed analysis given by the Department of Commerce is somewhat 
lengthy, but in view of the extent to which the Department’s data have been 
misused by management spokesmen I think it deserves a place in the record. 
U.S. Income and Output states (again at p. 15) : 


“SWING IN PROFIT RATIO 


“Some of the most notable postwar changes in the type-distribution of income 
are thus seen to have involved industry shifts which altered the legal form struc- 
ture of the economy. 

“There is, however, one other change to which this generalization does not 
apply. A rise in the share of corporate profits in the early postwar years was 
followed by a downdrift—the dollar total showing a horizontal trend after 1951 
while national income as a whole expanded. ‘This swing cannot be accounted 
for in terms of a changing legal form of organization, for the same movement 
appears in the distribution of income from corporate business taken by itself. 
Moreover, detailed studies have shown it to be characteristic of a broad range of 
industries, so that a structural shift toward typically lower-profit industries 
apparently was not a major factor in it. 

“The flow of corporate profits is of strategic importance for the functioning 
of the economy, both through its role as incentive to invest and through its 
influence on the sources of investment funds, and its swing in relative magnitude 
since World War II deserves further examination. 

“Figure 7 shows that the share of profits in total income originating in cor- 
porate business increased from about one-fifth in 1946 and 1947 to a peak above 
one-fourth in 1950 and 1951, and then moved downward to cancel the earlier gain. 

“The initial advance came after war controls had been dropped and as recon- 
version from war to peacetime patterns of demand and production was accom- 
plished. In these circumstances the relative changes in prices, wages, and in- 
dustrial efficiency were such as to bring about a considerably sharper advance 
in profits than in employee compensation, which is the other major type of 
income arising in corporate business. 

“After dipping in the recession of 1949, the profit ratio resumed its advance 
with the recovery of early 1950. It reached a high point shortly thereafter under 
the influence of the large price and output advances following the outbreak of 
hostilities in Korea. 

“A reaction toward the long-term average followed as the special pressures of 
the time subsided. Besides this, the broad movement apparent in the chart 
reflects the 1953-55 cyclical dip and recovery, with the ratio for 1957 also affected 
by the business downturn which came in the latter part of the year. 

“The tendency for the profit ratio in the more recent period to revert toward 
the long-term average is clearly evident from the figures. Setting aside the 
years most affected by cyclical conditions, the percentage for 1952 was below that 
for 1951; 1956, in turn, was lower than 1952; and this tendency seems to have 
continued into 1957. During this period, the relative cost-price conditions which 
had been associated with the unusually rapid economic expansion of the earlier 
postwar years did not, of course, persist. 

“The 35-year perspective afforded by the chart shows the profit percentage 
to have been fluctuating since 1951 in about the same broad range as during the 
1920’. The comparison is even closer in terms of the fraction represented by 
Property income as a whole—including interest as well as profits. Over the 
past several decades, interest-bearing debt declined relatively to corporate assets 
and interest rates fell relatively to rates of return on such assets. As a result, 
a shift from interest to profits occurred within the property income flow. Com- 
bined, these two shares accounted for a fraction of total income originating 
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in corporations which varied between one-fourth and one-fifth for the period 
1922-29; the range for the period 1951-57 was between these same limits.” 
[Emphasis added. ] 

As previously noted, the analysis goes on to point out that profits since 1950 
would be higher than they appear if an adjustment were made for accelerated 
depreciation. 

Thus the interpretation by the Department of Commerce of its own data does 
not support the cries of dismay from management spokesmen who would like 
to convince us all that any decline in profit ratios from any previously achieved 
peak is a portent of doom and disruption of the American economy. The plain 
fact is, that the decline in profit ratios is only a decline to the same level as 
that of the highly prosperous 1920’s. Far from indicating that profits are too 
low this fact, together with our recollection of how the boom of the 1920's ended, 
would suggest that they are more likely still too high. 

5. Corporate profits have been ample to meet our investment needs. 

The purpose of an economic system is to meet the needs of the people in the 
economy. Only to the extent that it satisfies those needs can the system be said 
to be working properly. One of those needs is the need to invest a sufficient 
proportion of the Nation’s income in new capital equipment to provide for an 
adequate rate of growth. Traditionally, under our economic system, the func- 
tion of profit has been to provide an incentive for investment. In recent 
decades profit has also come to provide more and more of the source of such 
investment, through the reinvestment of undistributed corporate surplus. There 
is substantial room for question as to whether this latter development is not 
one which, by stimulating increasing concentration of economic power in a few 
hands, may tend to weaken our free enterprise system. In any case, however, 
as the Department of Commerce points out, the level of profit has a substantial 
influence in determining the proportion of the national income which goes into 
investment rather than into direct consumption. It is important to bear in 
mind that economic health requires a balance between investment and immedi- 
ate consumption. If the portion of our national income invested is too small, 
demands for consumption will soon press heavily on our capacity to produce, and 
inflationary pressures are apt to develop. On the other hand, if the amount in- 
vested is too large, productive capacity will outstrip effective demand, equipment 
and manpower will be made idle and the consequence will be unemploy- 
ment and recession. That is exactly the position in which we have found our- 
selves during the past year and a half or so, a period of recession which followed 
the unbalanced expansion of some parts of our economy in 1955 and 1956. Our 
greatest need today is an increase in consumer buying power which will stimulate 
= and help get our idle capacity and unemployed men and women back to 
work. 

This point of view is supported by an article in the May 1959 issue of Fortune, 
entitled “Can Anything Be Done About Corporate Taxes?’ by E. T. Thompson 
and C. E. Silberman. Although the authors are discussing primarily the ques- 
tion of whether the corporation profits tax should be reduced, the crux of their 
analysis is whether profits are or are not too low to stimulate needed investment. 
They write: 

“But the pragmatic test is whether investment under the (present corporation 
profit) tax has in fact been high enough to provide for rising productivity and, 
through productivity, for a growth rate that seems reasonable in terms of past 
experience and present needs. The fact is that corporate capital spending in 
the postwar has actually been higher relative to corporate output than in 1929, 
a year of low tax (11 percent) and, by the standards of the twenties, a year of 
high capital investment. It is also true that productivity during the postwar 
has grown faster than its long-term rate, and that the economy as a whole, 
consequenly has grown by an average of nearly 4 percent a year, considerably 
above the 3 percent average of the last 50 years. 

“The expanding U.S. labor force, together with the expected steady rise in 
productivity, moreover, makes it entirely feasible for the economy to grow by 
more than 4 percent a year through the 1960’s * * *. And * * * corporations 
would be able to swing the capital expenditures implicit in such a growth rate 
even with no cut in the corporate tax rate in the next decade * * *, To try to 
induce a 5-percent growth rate by a cut in the corporate tax rate * * * would 
allow no rise in consumption for the neat several years and thus would bring 
about a serious distortion of the economy. * * * If the Government had a sur- 
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plus to pass out in tax cuts right now, the 52-percent corporate rate would be 
one of the least deserving candidates for reduction.” [Emphasis added.] 

In terms of the problem with which this committee is concerned, and with 
which S. 215 is concerned, that analysis means that corporation profits are not 
too low to stimulate needed investment, and that to allow them to rise—either 
by cutting taxes, or by an increase in profits through higher prices—would 
hamper needed growth of consumption and produce serious economic dislocation. 

Yet Mr. Blough makes it clear that he believes profits are too low, wishes to 
increase them, and opposes S. 215 because its passage would deter him and his 
fellows in other giant corporations from doing so. 

To sum up, my comment on Mr. Blough’s chart would be that he has presented 
the wrong facts to this committee, has presented them in a misleading form, and 
has ignored the interpretation of his data by the agency which produced them— 
an interpretation which effectively demolishes Mr. Blough’s case. Management 
spokesmen will have to do a lot better than that before they can claim to have 
responded adequately to the invitation that they “put up or shut up.” 

Sincerely yours, 
LEONARD WoopDcocgK, 
Vice President, Director of General Motors Department. 


Excerpts From Monoorarpnu No. 1 “EcoNOMIC AND POLITICAL ASPECTS OF 
INTERNATIONAL CARTELS” 


A study made for the Subcommittee on War Mobilization of the Committee on 
Military Affairs, U.S. Senate, pursuant to Senate Resolution 107, 78th Congress, 
2d session, Washington, 1946 


(Written by Corwin D. Edwards) 


The cartel arrangements concerning electric lamps illustrate the impunity 
with which quality may be degraded. Under international cartel agreements 
the American market has been reserved for the American manufacturing com- 
panies, General Electric and Westinghouse, and markets in other parts of the 
world have been allocated. Protected from foreign competition, American 
manufacturers have attempted to increase their business by reducing the dura- 
bility of their light bulbs. They were able to find an excuse for their action in 
the fact that the efficiency of a light bulb is in inverse ratio to its length of life; 
but they were careful not to inform consumers of the decision to sacrifice dura- 
bility, nor to allow an opportunity for the buyer to choose between more efficient 
and more durable bulbs. 

In 1932 a General Electric engineer wrote to executives of the company: 

“Two or three years ago we proposed a reduction in the life of flashlight lamps 
from the old basis on which one lamp was supposed to outlast three batteries, 
to a point where the life of the lamp and the life of the battery under service 
conditions would be approximately equal. Some time ago the battery manu- 
facturers went part way with us on this and accepted lamps of two-battery lives 
instead of three. This has worked out very satisfactorily. 

“We have been continuing our studies and efforts to bring about the use of 
one battery life lamps. I think you will be interested in the attached analysis 
which Messrs. Prideaux and Egeler have worked up covering the various points 
involved in going to the one battery life basis. If this were done, we estimate 
that it would result in increasing our flashlight business approximately 60 per- 
cent. We can see no logical reason either from our standpoint or that of the 
battery manufacturer why such a change should not be made at this time. 

“Messrs. Parker and Johnson now have this matter up with the battery manu- 
facturers and I would urge that every assistance be given them to put it over.” 
os a General Electric official wrote an official of the Champion Lamp 

orks: 

‘Decision has just been made to change the life of the 200-watt 110-120 volt 
PS30 bulb lamp from 1,000 hours design and published to 750 hours design and 
published. This change will be made on clear, white bowl and inside frost 
finish lamps, but the silver bowl and the daylight lamps will be continued at 
1,000 hours design and published. 

“We do not know just when this change will go into effect, and we are giving 
00 publicity whatever to the fact that the change is contemplated. I am giving 
you this advance information today, just as we are giving it to our own factories, 
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‘so that you, too, can start building up some 750-hour stock in contemplation of 
the ultimate change.” 


‘wee 1939 a General Electric official wrote to an official of Tung-Sol Lamp 
orks: 

“In conformity with our practice of notifying you of impending changes in 
our lamp product, we are calling to your attention a change which has been 
approved : 

“1. The design life of the 2330 lamp has been changed from 300 back to 200 
hours, the change to take effect as soon as manufacturing facilities will permit, 
It is understood that no publicity or other announcement will be made of the 
change.” 

To prevent competition in quality, General Electric licensees were induced 
to make their own lamps conform to General Electric Mazda lamps in endurance 
and lighting efficiency and to avoid comparative tests of quality. In 1933 an 
executive of General Electric wrote: 

“Now that the licensees have come to the use of efficiencies and design lives 
which are the same as for Mazda lamps there will be much less likelihood of 
tests and test results being utilized in commercial practice than was the case 
before. They have all agreed that tests should not form the basis for accepta- 
bility of a product except in a very general way.” 

That this agreement was carefully policed appears in a letter from the same 
executive to an official of Consolidated Electric Lamp Co. in 1938 criticizing 
portions of an advertising booklet: 

“1. The curve on page 7, showing the average life which is some substantial 
percentage in excess of the rated life. This chart seems to me to be somewhat 
in violation of our policy to use the same efficiency and the same rated life, and 
the disclosure of a margin over and above this rated life seems to call for argu- 
ment as to how much margin other manufacturers have, and tends to create dis- 
cussion on quality differentials. I am sure you did not have this in mind when 
the chart was printed, and yet I think you will see the point I have in mind. 

“2. Questions and Answers, particularly question No. 2 on page 18 and answer 
No. 13 on page 21. These two answers are directed to the proposition that 
quality can and should be disclosed by individual test whenever a customer 
desires such proof. We have all found the difficulty of depending upon occa- 
sional tests as a rival measure of quality, and we have all rather come to the 
conclusion that in dealing with specifications and acceptability of lamps, it is far 
better to secure acceptance of our product on institutional confidence rather 
than to urge a general or broad program of testing on individual lots.” 

Similarly, an executive of Hygrade Sylvania Corp. wrote to General Electric 
in the same year: . 

“I realize that it is difficult to control matters such as this 100 percent but 
because of other information I have as to claims by your salesmen that GH 
lamps are at least 3 percent better than Hygrade lamps, I am a little bit con- 
fused as to whether you are still in favor of the policy of the four Government 
lamp contractors not engaging in a competitive way in proving detailed superi- 
ority of individual brands.” 
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TESTIMONY ON STOCK OpTION PLANS OF UNITED STATES STEEL Corp. 


(Excerpts from the subcommittee hearings on administered prices in the steel 
industry, vol. 2, pp. 365-368) 


Senator Krerauver. While you are on executive salaries, do you have the 
information called for there, Mr. Blough? 

Mr. BLoveH. We don’t have it this morning, sir, but I’d be glad to discuss 
executive salaries if you would care to. We haven’t available the information 
going back to 1940. With the request from you yesterday afternoon, it is im- 
possible to get that today, but, as I said before, we will be glad to furnish that 
to you. I notice it says “including bonuses.” United States Steel has no 
bonuses. 

Senator Kerauver. You have a stock-option program? 

Mr. Biouen. No. 6 is the item with respect to stock options. I would also 
like to say, with respect to the general material at the bottom of the letter, 
which has to do with the facilities purchased from the Government and facili- 
ties on which accelerated amortization was granted, I don’t know whether you 
realize it or not, but that is a voluminous bit of material, all of which, of course, 
is available here in Government records, but we will be glad to try to assemble 
itfor you. It will take several weeks to do that, Mr. Chairman. 

Senator Kerauver. I think that you would have the record here of the salaries 
of your officers, of the increase in salaries since 1951, would you not, Mr. 
Blough? ; 

Mr. Bioven. Mr. Chairman, we don’t have that here, but may I suggest this 
to you? You said since 1951. May I suggest this to you: That, if my recollec- 
tion is correct, the job which—I will put it this way. The present salary of 
Mr. Hood as president does not exceed the salary which the president of the 
corporation received—I am not sure of 1951; I will say, for sure, since 1952; in 
other words, 5 years ago. I will also say that the present salary of the chair- 
man of the board does not exceed the salary which the chairman received in 
1952, and I would say, although I will have to check this, the same thing, with 
respect to the chairman of the finance committee. Now, of course, I know that 
that doesn’t complete all the information you have requested. 

Senator Kerauver. Mr. Blough, we are going to have a short meeting this 
afternoon. Perhaps you can get that information. But we can get some idea 
now. You have got quite a number of officers sitting around here. You are the 
chairman of the board. 

Mr. BLoueH. Yes; Iam. 

Senator Kerauver. What is your salary? 

Mr. Biouen. My salary, as stated in our proxy statement, my salary is 
$250,000. The net after taxes, which of course, you wouldn’t pay any attention 
to, is $72,000. 

Senator Dirksen. Is that net after taxes? 

Senator Kerauver. I pay taxes myself, Mr. Blough. 

Mr. Biouan. I’m sure you do, sir. 

Senator Krrauver. Not that much, unfortunately. How about your stock 
options? When did you become president? 

Mr. Biouanu. I am chairman. 

Senator Kerauver. I mean chairman of the board. 


Mr. BioueH. I never had the distinction of being president. How about the 
stock option? 


Senator Kerauver. Yes, sir. 


Mr. Biouan. In 1951, we adopted a stock-option plan, Mr. Chairman. That 
Plan, if I may have just a minute, I’d be very glad to explain it. 
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Senator DirKsEeNn. Go ahead and explain the plan. 

Mr. BioucH. The plan was: adopted to provide an incentive for the top- 
management group of United States Steel Corp. It covers from 300 to 500 in- 
dividuals in the corporation. It isn’t just a plan for Mr. Hood or for me or Mr. 
Tyson. The total options that were issued under the plan, I think, have gone 
to—some people have, of course, retired or left the company, but the total 
options have gone to over 500, I think, perhaps 550 employees during that time, 
The options were granted in relation to the incentive opportunity which those 
individuals have in the corporation. I would like to say, also, that our plan 
provides for four directors who are not employees to run the plan. ‘The four 
directors have control of it, of course, within the board of directors. I think 
perhaps I should explain to you, Mr. Chairman, that we have 18 directors. There 
are three of us, Mr. Tyson, Mr. Hood, and myself, from the management, you 
may say. We have several who were previously in the management, but we have 
mostly directors who had never had any employment association of any kind 
with United States Steel Corp. 

So, from among those directors we have a committee called the stock-option 
committee, if I recall correctly, which actually takes care of the stock-option 
plan. That committee determines the amount of shares that are optioned to 
the individuals under the plan. As I said, we adopted this plan. The board of 
directors first recommended its adoption to the stockholders. 

The plan was adopted at a stockholders’ meeting in 1951 by, I think, perhaps 
96 percent of the stockholders present, or something of that figure. I’m not 
quite sure, perhaps it was 95, and the plan has been in operation. We think 
the plan has been a very valuable plan to the corporation. The directors think 
so ,and we all feel that way about it. 

I believe that, if you were acquainted with corporation affairs, you would 
agree that the adoption of the stock-option plan has had a beneficial effect from 
the standpoint of everyone, and that goes for all employees, all stockholders, as 
well as the optionees under the plan. 

Senator Kerauver. Very well, Mr. Blough. How many shares have been 
allotted to the officers and directors since the plan went into effect in 1951? 

Mr. Biouen. Mr. Chairman, I would like to give you my recollection, with 
the opportunity to correct these figures in the record. I will give you my recol- 
lection. The plan provided for a maximum of 5 percent of the outstanding 
shares. 

Senator Kerauver. How many is that, Mr. Blough? 

Mr. Bioven. At that time it was about 1,300,000 shares. 

Senator Keravuver. 1,300,000; but, based on the split since that time, how 
many would that represent now? 

Mr. Broven. It would be double thaf because we have divided each share into 
two shares some time back. Now we have had one general issuance of options, 
I think in 1951, a second one in 1953, and there have been others. I would 
believe—I will have to think in terms of the original shares now—I would 
believe that approximately 800,000 to 850,000 shares have been optioned of the 
original shares up to the present time. Maybe Mr. Tyson has that. 

Senator Krerauver. That would be double if you consider it on the present 
shares. 

Mr. Brouen. Mr. Tyson says it is approximately one million eight out of the 
two million six ; that is correct. 

Senator Kerauver. That would mean that you have doubled the number of 
shares now, Mr. Tyson? 

Mr. Tyson. No; the 2.6 is after the doubling, Mr. Chairman, so the one million 
nine or the one million eight out of the 2.6 is in terms of present shares. 

Mr. Bioueu. It is about 900,000 out of the original 1,300,000. 

Senator Kerauver. Then it was split 2 to 1, wasn’t it, so that you got 3 shares 
and you had 2 additional shares? 

Mr. BiouGH. No; just 2 for 1. 

Mr. Tyson. Not two additional shares. 

Senator Kerauver. You had 1 share and had 1 additional share? 

Mr. BLouaH. That’s correct. 

Senator Krrauver. How many shares did you get, Mr. Blough, under the 
stock-option plan? 

Mr. BioucH. Under the stock-option plan I have had a total of original 
shares, 20,000, options under the original plan. 

Senator Keravver. That was in 1951? 
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Mr. BioueH. No. I have had it at various times. You see the committee 
doesn’t issue all the options at once. It is a question of providing options from. 
time to time as they think they should. 

Senator KEFAUVER. You said you had 20,000. 

Mr. Biouau. That is the total over these years; from 1951 to 1957 is 6 years, 
that is the total over the 6-year period. 

Senator Kerauver. Does that represent the original shares or the divided. 
shares? 

Mr. Biouenu. Yes; that is the original shares. The divided shares would be 
double that or 40,000. 

Senator Krerauver. How does the option plan work? What do you pay for 
the stock? Do you have a memorandum there about it, Mr. Blough? 

Mr. BLouGH. No; I do not. 

Senator KEravuver. Will you furnish us one? 

Mr. BLouau. Yes; I’d be very happy to. 

Senator KEFAUVER. Will you just tell us now in a general way how it works, 
what you pay for the shares? You are looking at the proxy statement. We 
will make it a part of the record. 

Mr. BLoueH. The entire proxy statement? 

Senator KEFAUVER. Yes. 

Mr. Bioueu. It is farily long. You can have it if you want it. 

Senator KeFAUver. We would like to have it. We will insert such part as we 
want in the record. 

Mr. BLouaH. It is the proxy statement of May 6, 1957. 

Senator Kerauver. What we want to know, Mr. Blough, is what you paid for 
the shares and others who are under this. 

Mr. BLouaH. Excuse me, Mr. Chairman, I now have a copy of the stock-option- 
incentive plan which is a single page and a half if you would like to have the 
complete plan in the record. We will be glad to furnish it to you. 

Senator Kerauver. Let both documents be made a part of the record. 

(The documents referred to follow :) 


Stock OPTION INCENTIVE PLAN 


(As adopted 1951. The number of shares referred to in secs. 2 and 4 do not 
reflect adjustments made pursuant to sec. 10—see shares offered. ) 

1. Administration.—This plan shall be administered by a committee of not 
less than three directors of the corporation who shall be appointed by its 
board of directors and who shall not be eligible to participate in the plan. Sub- 
ject to the provisions of the plan, the committee is authorized to interpret it, to 
prescribe, amend, and rescind rules and regulations relating to it, and to make 
all other determinations necessary or advisable for its administration. 

2. Shares subject to the plan.—The committee, from time to time, may provide 
for the option and sale in the aggregate of up to 1,300,000 shares of common 
stock of the corporation, which amount is 5 percent of the number of shares 
of common stock at present outstanding. Shares shall be made available from 
authorized unissued or reacquired common stock. 

3. Participants.—The committee shall determine and designate from time to 
time those key management employees of United. States Steel Corp. and its sub- 
sidiaries and of United States Steel and Carnegie pension fund (including officers 
and directors active in capacities other than as directors only) to whom options 
are granted and who thereby become participants in the plan. Directors who 
are not otherwise officers or employees of the corporation or of a subsidiary are 
not eligible to participate in the plan. No option may be granted to an employee 
after he has reached age 65. A participant in the plan shall agree to continue as 
an employee for such period from the date the option is granted, and under such 
conditions and with such restrictions as to purchase and delivery of shares dur- 
ing this period as the committee shall determine, and subject to the employing 
company’s right to terminate employment at any time. 

In any offering after the initial offering, the committee may offer available 
shares to new participants or to then participants or to a greater or lesser 
number of participants, and may include or exclude previous participants in 
accordance with such determinations as the committee shall make from time to: 
time, 
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4. Allotment of shares.—The committee shall determine the number of shares 
to be offered from time to time to each participant except that the maximum 
number of shares offered to any one participant upon the initial offering at the 
inception of the plan shall not exceed 10,000 shares, and the maximum number of 
shares which any participant may purchase pursuant to the initial offering and 
all subsequent offerings under the plan shall not exceed 30,000 shares. 

5. Option price—Shares of the common stock of the corporation shall be 
offered from time to time at the market value of the stock at the time an option 
is granted. 

6. Option period.—The period for exercising an option shall not exceed 10 years 
from the date the option is granted and shall not extend more than 8 years after 
retirement. The committee may cancel an option during such 3-year period if a 
participant engages in employment or activities contrary, in the opinion of the 
committee, to the best interests of the corporation. Options may be exercised in 
part from time to time during the option period. 

7. Payment for stock.—Full payment for shares purchased shall be made at the 
time of exercising the option in whole or in part. No shares shall be issued until 
full payment therefor has been made and a participant shall have none of the 
rights of a stockholder until shares are issued to him. 

8. Termination of option.—All rights to exercise options terminate if an em- 
ployee ceases to be an employee for any cause other than death or retirement. 

9. Rights in event of death.—If a participant dies without having fully exer- 
cised his option, the executors or administrators or legatees or distributees of his 
estate shall have the right during a 3-month period following his death (unless 
such period is generally extended by the committee) to exercise such option in 
whole or in part. 

10. Effect of change in stock subject to the plan.—In the event there is any 
change in the common stock of the corporation through the declaration of stock 
dividends, or through recapitalization resulting in stock splitups, or combinations 
or exchanges of shares, or otherwise, the number of shares available for option 
and the shares subject to. any option shall be appropriately adjusted by the 
committee. 

11. Nonassignability—Options are not transferable other than by will or by 
the laws of descent and distribution, and during a participant’s lifetime are 
exercisable only by him. 

12. Use of proceeds.—The proceeds received by the corporation from the sale 
of stock pursuant to the stock-option-incentive plan will be used for general 
corporate purposes. 

13. Amendment and discontinuance.—The board of directors may alter, sus- 
pend, or discontinue the plan. No actiaqn of the board of directors, however, may 
increase the maximum number of shares to be offered for sale under options in 
the aggregate or to any individual employee, or change the manner of determin- 
ing the option price, or, without the consent of the holder of the option, alter or 
impair any option previously granted under the plan. 
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[Excerpts from United States Steel proxy statement, May 6, 1957] 


Information concerning directors and officers 





Amount of securities bene- 
present ficially owned, directly or 
term as indirectly, as of Feb. 1, 
director 1957 

expires 


Year 
Name, principal occupation and business, and period during 
which a director 





Arthur M. Anderson, director and member of executive com- 1958 
mittee of J. P. Morgan & Co., Inc. (1943 to date). 

Charles H. Bell, president of General Mill, Inc. (1955 to date) -- 1959 

James B, Black, chairman of the board of Pacific Gas & Electric 1958 
Co, (1944 to date). 

Roger M. Blough, chairman of the board of United States Steel 1959 
Corp. (1952 to date). 

Cason J. Callaway, owner and operator of Blue Springs Farms 1958 
(1944 to date). 

Philip R. Clarke, financial consultant (1938 to date)... .-.---- a 1959 

Cleo F. Craig,! chairman of the board of American Telephone & 1957 
Telegraph Co. (1956 to date). 

Harry P. Davison, president of J. P. Morgan & Co., Inc, (1952 1959 
to date). 

Benjamin F. Fairless, consultant and former chairman of the 1959 
board and president of United States Steel Corp. (1937 to 
date). 

Clifford F. Hood,! president and chairman of the executive com- 1957 f 
mittee of United States Steel Corp. (1952 to date). \ 

Arthur A. Houghton, Jr.,! president of Steuben Glass, Inc. (1956 1957 
to date). 

C. Jared Ingersoll, chairman of the board of Muskogee Co. (1951 1958 
to date). 

Alexander C. Nagle, former chairman of the executive committee 1958 
ofthe First National City Bank of New York (1945 to date). 

Irving 8. Olds,! partner of law firm of White & Case. Former 1957 
chairman of the board of United States Steel Corp. (1936 to 
date). 

Herbert E. Smith,! former chairman of the board of United States 1957 
Rubber Co. (1951 to date). 

Joseph P. Spang, Jr.,! chairman of the board of the Gillette Co. 
(1953 to date). 

Robert C. Tyson, chairman of the finance committee of United 
States Steel Corp. (1952 to date). 

Enders M. Voorhees, consultant and former chairman of the 
finance committee of United States Steel Corp. (1937 to date). 


606 shares common. 


400 shares common. 
1,206 shares common, 


22,002 shares common. 
8,006 shares common. 


1,008 shares common, 
400 shares common, 


1,002 shares common, 
13,900 shares common. 
2 shares preferred. 
32,000 shares common, 
1,001 shares common, 
2,200 shares common. 
606 shares common, 


6,717 shares common. 


2,000 shares common. 





3,202 shares common. 
6,202 shares common. 


13,806 shares common.? 





! Nominee for election to office of director. 
1 Also has a contingent interest in 1,000 shares of common stock held in an estate. 


Following is a table showing the remuneration paid during the last fiscal 
year by the corporation to each of its directors whose aggregate remuneration 
exceeded $30,000, to each of its 3 highest paid officers, and to its directors and 
officers as a group. 





Aggregate remunera- 
tion paid in 1956 
by corporation 
(accrual basis) 


Capacities in which remuneration 
was received 


Name of individual or identity of group 





Roger M. Blough 
Clifford F. Hood 


Robert C. Tyson 


Enders M. Voorhees 


Benjamin F., Fairless___...-------- 


Irving 8. Olds 





quthtipiemeennse 


Director; chairman of board of directors; 
member of executive committee and 
finance committee. 

Director; president; chairman of execu- 
tive committee and member of finance 
committee. 

Director; chairman of finance committee 
since May 8, 1956, previously vice 
chairman; Member of executive com- 
mittee. 

Director; member of executive commit- 
tee; Member and to May 8, 1956, chair- 
man of finance committee and there- 
after consultant. 

Director; member of executive commit- 
tee and consultant. 

Director; member of executive commit- 
tee and consultant. 


As directors and officers. met teak 


$264,900 (net after 
taxes, $72,459).! 


$263,500 (net after 
taxes, $72,815).! 


$205,967 (net after 
taxes, $65,361).! 


$162,767. 
$109,500. 


$50,100. 
$4,296,237. 


= The estimated net remuneration after paying income taxes. ‘The estimates are based on the assumption 
that the individual’s remuneration from the corporation is his only income, and that he is entitled to no 
deduction therefrom other than as a Married person and, in computing Federal income tax, a deduction 
of New York State income tax. 

? Includes a total of 53 officers and directors for the full year and 12 for portions of the year. 
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Under the stock option incentive plan approved by the stockholders May 7, 
1951, options were granted and exercised since January 1, 1956, as hereinafter 
set forth. 

The plan authorized the option and sale of common stock to key management 
employees at market price on the date the options are granted. An option may 
be exercised in whole, at any time, or in part, from time to time during the option 
period, except that during the first year of the option period it may be exercised 
only in the event of death or retirement of the optionee. The option period 
begins on the date the option is granted and ends 10 years thereafter, except 
in cases of death, retirement, or other earlier termination. Directors who are 
not officers are not eligible to receive options. 

During 1956 options for 89,300 shares were granted to 78 employees at the 
then market price of $55 per share. Options for 38,500 of these shares were 
granted to officers as a group, including 10,000 shares to Robert C. Tyson, chair- 
man of the finance committee. 

Following is a tabulation of options exercised from January 1, 1956, through 
February 1, 1957. Shares and option prices relating to 1951 and 1953 options 
have been adjusted to reflect the 2-for-1 stock split on May 12, 1955. Options 
granted in 1955 were issued subsequent to the stock split. 


| 
| Market price 
Shares purchased under | range in — 

ase 


of pure’ 
Name of individual or identity of group = {___ = a ee =< aaiiceaiall 
1951 options | 1953 options | 1955 options 
at $20.50 per | at $18.50 per | at $48 per Low | High 


share share share 





All employees (including officers) _.........-- 35, $5134 

All officers as a group: 

1956—I1st quarter 5138 

2d quarter ‘ f 524% 

3d quarter 55% 

4th quarter 800 200 6346 

1957—to Feb. 1 » 7 6234 

Included in the foregoing are purchases 

by the following officers named in the 

tabulation on p. 6, the market price 

ranges shown being as of dates of pur- 

chase: 

Roger M. Blough 
Clifford F. Hood 





MATERIAL SUPPLIED BY Mrs. WILMA Soss 
[From proxy statement of United States Steel Corp., dated Mar. 23, 1959). 


ProposaL No 1. STOCKHOLDER PROPOSAL IN CONNECTION WITH PENSIONS AND 
DIREcTORS’ STATEMENT AGAINST THE PROPOSAL 


Mrs. Wilma Soss, on behalf of the Federation of Women Shareholders in 
American Business, Inc., Post Office Box 190, Grand Central Station, New York 
17, N.Y., the holder of record of six shares of common stock of the corporation 
and John Campbell Henry, 5 East 93d Street, New York 28, N.Y., the holder 
of record of 200 shares of common stock of the corporation, as coproponents, 
state their intention to propose the following resolution at the meeting: 

“Resolved, That the stockholders of United States Steel Corp., assembled in 
annual meeting in person and by proxy, hereby request that the board of 
directors take the necessary steps to amend the noncontributory pension plan 
so as to provide that, in the future, noncontributory executive pensions shall 
not be paid in excess of $25,000 per year.” 


and asked that the reasons for the resolution be stated as follows: 

“Last year the owners of 4,355,643 shares, 7.31 percent of the stock voted, 
supported our similar resolution. 

“National Biscuit Co. has instituted a pension ceiling as the result of a com- 
promise between management. and independent stockholders. 

“The last proxy statement showed that an executive whose average salary for 
the 10 years next preceding retirement reaches $200,000 is eligible for a non- 
contributory pension of $60,000 after 30 years’ service. 
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“The vote against this resolution has included stock represented by the un- 
marked and fiduciary proxies. If you agree, please mark your proxy for this 
proposal ; otherwise it is automatically cast against.” 

The board of directors recommends that stockholders vote against the fore- 
going resolution. 














STATEMENT BY DIRECTORS ON PROPOSAL NO. 1 


The same stockholders presented the same resolution at last year’s annual 
meeting and it was rejected with 55,245,213 votes (92.69 percent of the total 
yotes cast) being against the resolution. 

An adequate pension plan benefits the corporation 

Pension plans are a vital part of present day employee programs. It con- 
tinues to be the opinion of the board that an arbitrary limitation on the amount 
of pensions would be a severe deterrent in enlisting and retaining the services 
of executives of the ability and experience requiring for the proper conduct 
of the affairs of United States Steel. 

































Less than 1 cent out of every $10 of pension costs is for pensions over $25,000 

Your directors—two-thirds of whom are not and never have been employees 
of the corporation and are not eligible for any pension from the corporation— 
believe that the placing of a ceiling of a fixed dollar amount on pensions would 
have an adverse effect on successful operations and therefore would not result 
in any overall savings of cost to the corporation. In any event, the direct savings 
to the corporation by placing a top limit of $25,000 on pensions would represent 
less than one-tenth of 1 percent of the total pension cost—less than one penny 
out of every $10 of pension costs. It would take 10 years fur the direct savings 
to total one penny per share of stock. 


Evecutives are not favored in the pension plan 


The pension plan was approved by the stockholders in 1950 and the basic 
formula for determining the amount of pension an employee will receive upon 
retirement has not been changed since that time although increases have been 
made in minimum pensions for those in the lower salary and wage levels. Under 
the basic formula, pensions are provided to all employees, including executives, 
in the same ratio to compensation and to service. The pension plan does not 
favor members of management over other employees. A top limit on pensions 
would be discriminatory because it would eliminate any benefit to the employee 
by reason of more years of service and increased earnings in those additional 
years. This discriminatory treatment would impair the incentive of those em- 
ployees in management upon whom the corporation is dependent in large measure 
for profitable operations. 


Your board of directors accordingly favors a vote against the adoption of this 
resolution. 





ProposaL No 2. STocCKHOLDER PROPOSAL IN CONNECTION WitTH Stock OPTION 
INCENTIVE PLAN AND Directors’ STATEMENT AGAINST THE PROPOSAL 






The two stockholders who state their intention to propose the resolution set 
forth under Proposal No. 1 also state their intention to propose the following 
resolution at the meeting : 

“Resolved, That the stockholders of United States Steel Corp., assembled 
in annual meeting in person and by proxy, hereby request our board of directors 
to take such steps as may be necessary to provide that any extensions of the 
stock option incentive plan approved by the owners in 1951, taking the form of 
an increase in the total number of shares made subject to option under the plan, 
or any new stock option plan, be made subject to the following provisions : 

“(a) That all shares purchased through the exercise of the option will be held 
by the optionee for at least 3 years subsequent to the option’s exercise ; 

“(b) That shares to be optioned will be optioned in yearly installments as 
hearly equal as possible over a period of not more than 10 years, such period to 
be determined by the board of directors or its committee, and that the right to 
purchase shares in each installment will not be cumulative and will expire to 
the extent not exercised during the applicable installment period.” 
and asked that the reasons for the resolution be stated as follows: 

“Last year the owners of 3,900,487 shares voted for this resolution. 

“P. Lorillard and George W. Helme have now joined American Express and 
Twentieth ¢ ‘entury-Fox in instituting 2-year holding clauses after exercise. 
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“Management argued in last year’s proxy statement that employees would not 
be able to sell optioned stock under this resolution. If they sell optioned stock, 
we fail to see how there can be substantial stock ownership on their part. 
“The noncumulative installment provision has been adopted at American Can, 
“Shares represented by the unmarked and fiduciary proxies are cast against 
this proposal.” 
The board of directors recommends that stockholders vote against the foregoing 
resolution. 
STATEMENT BY DIRECTORS ON 


PROPOSAL NO. 2 





The same stockholders presented the same proposal at last year’s meeting and 
it was rejected with 55,699,282 votes (93.46 percent of the total votes cast) 
being against the resolution. 


The proposed restrictions would impair the effectiveness of the stock option 
incentive plan 

It is the judgment of the directors that the stock option incentive plan has re- 
sulted in improving efficiency in the operations of the corporation; that the plan 
has worked successfull in the interests of the stockholders; and that the restric- 
tive provisions proposed in the foregoing resolution would impair the effective- 
ness of any such plan for reasons summarized as follows: 

1. Key management employees are acquiring and retaining substantial stock 
ownership under the plan. More than 400 present employees and retired em- 
ployees who hold stock acquired under the plan own about 921,000 shares. It is 
clear that optionees are making stock purchases with a view to maintaining a 
substantial stock interest in the corporation and this was an objective of the 
plan. 

2. Stock ownership itself furnishes the incentive for continued ownership, 
Therefore, there is no need for an enforced holding period. The employee con- 
siders his stock ownership in the corporation not as an ordinary investment but 
as one which can be improved through his personal efforts and this provides 
a rea! inducement for him to continue that ownership voluntarily. The plan 
also permits flexibility for transfers to take care of the many situations where it 
is advisable for him to part with a portion of it. 

3. An enforced holding period of 3 years or any other period would introduce 
an element of inflexibility. This would discourage the exercise of options and 
work against the purpose of the plan. For practical personal income tax reasons, 
it is normally greatly in the interest of the employee that, with respect to shares 
acquired under the present plan, he hpld the stock until at least 2 years after 
the grant of the option and for at least 6 months after its acquisition. 

4. Holding period provisions are rare. It is believed that less than 1 percent 
of the stock option plans adopted have any requirement for an arbitrary holding 
period after the exercise of the option. 

5. The installment proposal is neither necessary nor desirable. The plan is 
administered by directors who have no financial interest in it. In their opinion, 
a fixed installment type of option and the proposed limitation to a period of 1 
year of the right to purchase a specified number of shares under option would 
reduce materially the incentive for stock ownership now provided by the plan. 


Your board of directors accordingly favors a vote against the adoption of this 
resolution. 


Stock OPTION INCENTIVE PLAN oF UNITED STATES STEEL Corp. 





ADDITIONAL STATEMENT OF BENJAMIN F. FAIRLESS, CHAIRMAN OF THE BOARD, 
UNITED STATES STEEL CORP., BEFORE U.S. SENATE COMMITTEE ON BANKING AND 
CURRENCY, WASHINGTON, D.C., MARCH 21, 1955 


The stock option incentive plan of United States Steel Corp. was formulated 
and adopted, subject to the approval of stockholders, by the board of directors 
in January 1951. The board then consisted of 10 nonofficer directors and 4 
officer directors. Directors who are not officers are not eligible to participate 
in the plan. 

The stock option incentive plan was then submitted to stockholders at the an- 
nual meeting held May 7, 1951. The plan was set forth in full in the notice 


of that meeting sent to stockholders. Stockholders approved the plan by an 
overwhelming vote. 
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The plan is administered by a stock option committee consisting of not less 
than three directors who are not officers of the corporation and not eligible to 
participate in the plan. 

The purpose of the plan is to enable employees in the upper levels of man- 
agement of United States Steel Corp. and its subsidiaries to acquire a larger 
stock ownership in the corporation. The board of directors believes that a 
greater stock Ownership by those employees, who have the primary responsi- 
bility for financial success of the corporation, will enhance their incentive, in- 
duce continuity of service, and generally be in the interest of the corporation and 
its stockholders. The stockholders were advised that 300 to 500 employees 
were expected to participate in the plan. 

The plan authorized the stock option committee to provide for the option and 
sale in the aggregate of up to 1,300,000 shares of common stock of the corpo- 
ration, which was 5 percent of the number of shares of common stock then 
outstanding. 

Under the plan, shares are offered at the full market value of the stock at the 
time the option is granted. Shares are issued only upon full payment of the 
purchase price. The options are nonassignable. The period for exercising an 
option is not to exceed 10 years from the time the option is granted and shall 
not extend more than 38 years after retirement. The committee may cancel an 
option during such 3-year period if a participant engages in employment or 
activities contrary, in the opinion of the committee, to the best interests of the 
corporation. The employee who receives an option agrees to continue in the 
employ of the company for 1 year from the date of the option, and the option 
terminates if an employee ceases to be an employee for any reason other than 
death or retirement. 

The stock option committee controls the allotments of shares under the plan 
and, in making allotments, takes into consideration the responsibility of each 
individual and his capacity to further the incentive objectives of the plan, his 
compensation, and other pertinent factors. 

On June 19, 1951, the committee granted options to 314 employees, covering 
384,000 shares of United States Steel Corp. common stock and, on August 26, 
1953, options were granted to 405 employees totaling 393,700 shares of com- 
mon stock. These options were granted at the full market price on the respec- 
tive dates granted. As of March 15, 1955, 459 employees had been granted op- 
tions for a total of 777,700 shares of common stock. The plan provides that 
the maximum number of shares which any one participant may purchase pur- 
suant to the initial offering, and all subsequent offerings under the plan, are 
not to exceed 30,000 shares. To date, no employee has been granted options 
for more than 20,000 shares. 

As of March 15, 1955, options for an aggregate of 484,191 shares had been 
exercised by 378 employees, and on that date there were 205 employees who held 
options that were unexercised, in whole or in part, amounting to 274,059 shares. 

The foregoing is a general summary of the provisions of the stock option 
incentive plan and action taken by the stock option committee. 

But I do not feel that I should complete this statement without a brief dis- 
cussion of the thinking behind incentive plans such as this one and others in the 
corporation, which I will describe to you. 

I believe in incentives. I have worked with incentive plans practically all of 
my business career, and I do not believe there is any substitute for proper 
incentives. 

This thinking applies throughout our corporation. There are incentives at 
many levels of management and also among hourly paid employees, and I wish 
there were more. But it is not easy to install adequate incentive plans. There 
frequently are many differences of opinion with respect to such plans, particu- 
larly among wage earners represented by unions, and it takes time to prepare 
and install proper plans. Nevertheless, at the present time, in our steel- 
Producing operations alone, about 47 percent of the hourly paid employees are 
under incentive plans which provide additional payments for above standard 
performance, 

By additional payments I mean over and above their regular wages which 
have been agreed to in the case of union representation, or have been set by 
management. 

There has also been installed in a large number of plants of the corporation 
what is called the works management incentive plan. This plan applies to plant 
management personnel and is a carefully worked-out plan providing for pay- 
ments related to performance against standards. Over 11,000, or more than 65 
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percent of the exempt salary employees in plants and mines, are now covered 
by applications of the works management incentive plan and additional per- 
sonnel will soon be included. 

Stock option and many other incentive plans have, of course, been adopted in 
many other corporations, as this committee doubtless knows. I do not know 
how many stock option plans have been adopted since 1950 when Congress 
changed the tax law making the plans possible, but there are a great many. 
And I might add that officials of corporations in other industries, with whom I 
have discussed plans similar to ours, have all regarded their plans as valuable 
to their corporations and stockholders. 

In my judgment, Congress did a long-range wise thing in adopting the law, 
It is not a simple matter to develop an incentive plan, particularly for the upper 
levels of management in a corporation. Income tax rates being what they are, 
incentives in the form of cash payments soon reach a point of diminishing 
returns. In enacting the law, Congress recognized that incentives in the form 
of stock options would give employees a direct stockholder interest in the 
corporation’s success. In a broad sense, it permits corporations to convert their 
key employees into “partners.” 

Wider ownership of shares in the key management group is a good thing from 
every point of view, and I place special emphasis on the effect proper incentives 
have on the general growth and development of our Nation. It is a thing which 
is hard to measure but easy to understand if you are, as I am, in a producing 
organization. For that reason, I say that what Congress did in 1950 will not 
only help a few individuals; its real and lasting benefit will be felt all over the 
Nation. 

Specifically, the stock option incentive plan in United States Steel Corp. has 
been very helpful in the progress made since 1951 in lowering costs, improving 
profits, increasing teamwork, and building morale. Any of the members of 
this committee who have been associated with the management of corporations 
will understand how much these factors mean to the overall result which we 
all try to achieve for the benefit of the stockholders. 

I, of course, am personally interested in our stock option incentive plan, 
but whether or not this were the case, my opinion would still be the same. It is 
not, as I said, a simple matter to develop and retain individuals with manage 
ment capacity and a point of view which constantly keeps in mind the best 
interests of the stockholders. Wider ownership of stock in our case has con- 
tributed greatly to this development, and I detect a marked growth in the 
enthusiasm and sense of responsibility among the individuals composing the 
key management of our corporation. I may add that those directors of our 
corporation who are not eligible and do not particiapte in the plan feel as I 
do about it. 

I am not sure anyone can measure precisely the tangible results of the plan 
to date, but I know it has contributed greatly to our efficiency. Therefore it 
has functioned well—and I mean functioned well from the stockholder’s point 
of view. At the meeting at which the plan was approved, stockholders recognized 
that, by the very nature of the plan, management employees must produce 
benefits for the stockholders as they produce benefits for themselves. That is 
exactly what has happened. And, since only 3 percent of the outstanding stock 
is covered by options granted, it has happened on a 33-to-1 basis in favor of 
nonmanagement stockholders. 

For these reasons, I believe the stock option incentive plan has already shown 
results toward which it was aimed, and looking to the long-range interest of all 
of our stockholders, I firmly believe that it has been, and will continue to be. 
an energizing and beneficial force in our corporation. 


[Hxcerpt from 1959 Proxy Statement of Sinclair Oil Co.] 


(5) STOCKHOLDER PROPOSAL (DISAPPROVED BY A DISINTERESTED QUORUM OF THE 
Boarp oF DiREcTORS) RELATING TO THE RETIREMENT ALLOWANCE PAY 


Wilma Soss, Post Office Box 190, Grand Central Station, New York 17, N.Y., 
the holder of record of 5 shares, Charles L. Horn, Minneapolis, Minn., the holder 
of record of 935 shares and Barry Golomb, 41 East 42d Street, New York 17, N.Y., 
who, together with Barbara Golomb, is the holder of record of 5 shares, have 
informed the corporation that they will present again the following resolution 
which was rejected at last year’s meeting : 
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“Resolved, That stockholders of Sinclair Oil Corp. assembled in annual meeting 
jn person and by proxy hereby request the board of directors to take the steps 
necessary to amend the retirement allowance plan to provide in the future that 
no executive retirement allowance or pension or, in the case of a contributory 
allowance or pension, the portion thereof based on the company’s contribution, 
shall exceed $25,000 per year to any one executive.” 

The statement furnished by these stockholders in support of their resolution is 
as follows: 

“Sums allotted under amended retirement allowance recently almost doubled 
previous allowance to our chairman and former chairman, recently retired. 
Salaries above $125,000, formerly not included, were brought under retirement 
plan in 1956, when management, in collective bargaining, granted benefits in 
which management included itself. Future changes, even those resulting in 
added costs to the company, can now be made without further stockholder 
authorization. Almost 800,000 shares supported this resolution last year. Ten- 
percent vote is needed to keep this question before the stockholders. Mark your 
proxy ‘For’ or it will be cast against automatically.” 

The board of directors recommends a vote “Against” the above resolution for 
the reasons stated below. 

A similar proposal was submitted at the 1958 and 1957 annual meetings and 
was overwhelmingly rejected by the stockholders at both meetings. The vote at 
the 1958 meeting was 11,461,787 shares (approximately 94 percent) “against” to 
716,918 shares “for” and at the 1957 meeting was 11,129,075 shares (approxi- 
mately 92 percent) “against” to 990,951 shares “for.” No new or additional rea- 
sons have been submitted this year in favor of the proposal. 


STATEMENTS SUBMITTED TO SUBCOMMITTEE 


THE CHAIRMAN OF THP COUNCIL OF ECONOMIC ADVISERS, 
Washington, April 18, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, Committee on the Ju- 
diciary, U.S. Senate, Washington, D.C: 

Deak Mr. CHAIRMAN: You have asked for the views of the Council of Eco- 
nomic Advisers on S. 215, an item of proposed legislation which would require 
corporations in industries in which there are but a few companies to “file 
advance notice and make public justification before effectuating price increases.” 

In my view, the enactment of legislation of this type would be a long step 
toward a system of price controls that would ultimately, and I expect without 
too long a delay, extend over our whole economy; and surely no one of us be- 
lieves that we could have price controls without having wage controls of equal 
scope and restrictiveness, and ultimately all the rest of the machinery of 
central economic direction. 

It would never be easy for me to persuade myself of the need for, or the 
desirability of, such a system of controls in peacetime. And is it not entirely 
untimely to be thinking of undertaking such a venture at this moment? After 
all, the index of consumer prices has been roughly stable now for nearly a year. 
And, in the meantime, our economy has staged a remarkably good recovery from 
recession. National output is higher than ever before; industrial production 
has regained all the ground lost during the recession; personal income has 
been rising steadily, and is well above its prerecession level; a longer average 
workweek has helped produce an increase in the average weekly earnings of 
manufacturing workers of almost 10 percent in the course of the last year; and 
employment has been increasing by around 200,000 a month since last July and 
went up by more than 114 million in March. Unless I misread the signs, a 
hazard to which I try always to be alert, April should show another good in- 
crease in jobs, and taking a bit longer view, I think the outlook is pretty good 
for production, for income, and for employment. 

The outlook for price stability is pretty good, too, but I would be among the 
last to say that price stability is entirely assured. I do believe, however, that 
the price outlook is significantly better than it has been for some time and 
largely because we have a better public understanding today of the causes of 
inflation and of the policies that are needed to keep it under control. 





5852 ADMINISTERED PRICES 


I think you know my views about the causes of inflation. There is no single 
cause; sometimes prices rise because of the pull of demand; and sometimes 
because of a push from costs. In my judgment, the latter was a major factor 
in 1956-58, primarily because of a tendency for increases in money wages during 
that period to outstrip improvements in productivity. 

As I read our economic history, it shows that for many years we succeeded in 
America in holding money wage increases in line with productivity gains. And 
we know from this history that wage increases of this order were no obstacle 
to an improvement in our levels of living. Indeed, in these years the American 
economic system demonstrated a capacity to produce higher levels of living and 
a more widespread distribution of economic benefits than any other economy 
the world has known. 

I believe we have tended of late to depart from this historical relation be 
tween wage increases and productivity improvements. To the extent that we 
continue to do so, we will create cost pressures that are bound to erupt in price 
increases. And if these cost increases cannot be passed on to the consumer in 
higher prices, they merely create a squeeze on profits that will, over a period 
of time, seriously impair the Nation’s capacity for economic growth. 

Happily, we are at the moment having a period of relief from this damaging 
process, and I would say that S. 215 is, for this reason, entirely untimely and 
unnecessary. But even if this were not the case, that is, even if we were in 
a period of rising prices, I would have to tell you that in my opinion S. 215 is 
addressed to the symptoms of the trouble and not to the causes, and I would 
have to advise you against adopting it. 

Your committee is addressing itself to what may well be our central economic 
problem and I am sure that your deliberations will help clarify a range of 
questions in which all of us have a keen interest. I appreciate your invitation 
to participate in the committee’s hearings, and I appreciate also your courtesy 
in permitting me to substitute this written statement of views for personal 
testimony. 

The Bureau of the Budget advises that there is no objection to the submission 
of this statement. 

Respectfully, 


RayYMOND J. SAULNIER. 


GENERAL Motors STATEMENT ON SENATE BILL 8S. 215 


Filed with the Subcommittee on Antitrust and Monopoly of the Committee on 
the Judiciary of the U.S. Senate, April 24, 1959 


This statement expresses the views of General Motors on Senate bill S. 215, 
the so-called price prenotification bill. 

Inflation has few supporters, and certainly General Motors is not one. Our 
position was set forth in a statement to this subcommittee on January 30, 1958, 
in connection with another hearing. We expressed our serious concern about 
inflation as a destroyer of values and declared that its causes must be removed. 

General Motors’ position with respect to S. 215, the stated purpose of which is 
to check inflation, may be summarized as follows: 

1. The proposed legislation is based on faulty analysis of the causes of 
inflation and, therefore, would not accomplish its stated purpose. 

2. It represents an unwise and extreme peacetime delegation of authority 
to an administrative body without providing any guiding principles and 
without consideration of the administrative difficulties involved. 

8. It would be fundamentally in conflict with the competitive enterprise 
system of the country; it would be harmful to the best interests of the con- 
suming public; it would retard that economic growth which is the No. 1 ol 
jective of government and business policy. 


WHAT ARE THE CAUSES OF INFLATION ? 


There is no basis in economic fact or theory for the implications and asser- 
tions contained in S. 215. The bill implies that monopoly or the threat of mo 
nopoly is present in many industries because of what is termed “concentration.” 
It asserts that “a few dominant corporations have control over the production, 
the distribution and the price of basic commodities upon which all Americat 
economy depends.” It concludes that “inflation will be checked if the pricing 
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policies of these corporations are publicly reviewed before increased prices may 
be made effective.” 

The bill not only defines “concentration” in a way that is wholly arbitrary 
but it also implies without any foundation whatsoever that producers in cer- 
tain “concentrated” industries are not subject to the discipline of competitive 
markets. As long as customers are free to choose among many competing 
products, there is effective competition with respect to price and with respect to 
product as well. 

Today, customers have many choices involving many product-price combina- 
tions. Not only must price be fully competitive but the product must meet the 
design, performance, size and quality specifications of similar products manu- 
factured by competing producers. This is particularly true in the automobile 
industry. If price were the only criterion used in the purchase of automobiles, 
there would be no demand in volume for cars other than stripped-down versions 
of the lowest priced makes. 

Yet the fact is that automobile producers actively compete for the customer’s 
favor by offering hundreds of different models and body styles over a very broad 
price range. In addition, customers can choose from a wide selection of im- 
ported cars. New cars must also meet the vigorous competition of used cars, 
particularly those of recent manufacture. Each year used cars account for 
about two-thirds of all car sales. 

But this by no means represents the limits of competition the automobile 
manufacturer must face. Cars are in competition with other forms of trans- 
portation, with other forms of leisure-time activity and with hundreds of alter- 
native uses for the consumers’ dollar. New car sales will remain vigorous in 
the face of this competition only to the degree that the products are freshly 
designed and competitively priced. 

Many industries can be cited to prove that “concentration” is no measure of 
competition. In the metal can industry, for example, eight companies account 
for seven-eights of the production, yet not only must all the metal can manu- 
factures compete with each other but they must meet the competition of glass, 
wood, paper, and plastic containers. 

It is wholly unwarranted to assume that price stability in “concentrated” 
industries means that competition is absent. Most manufacturers of highly 
complex, fabricated products must establish prices ahead of sale and hold 
them steady over a period of time. 

The record clearly refutes the implication in 8S. 215 that inflation can be 
attributed primarily to price rises in “concentrated” industries. The period 
from 1953 to date appears to be considered to embrace this so-called “adminis- 
tered price inflation.” Yet, three-fourths of the postwar inflation occurred 
prior to 1953, and since then the largest increase in prices among components 
of the Consumers’ Price Index has been in services, which are supplied to 
consumers by a very large number of small business firms. The service com- 
ponent has risen 16 percent since 1953, whereas the index as a whole has risen 
only 8 percent. 

The problem of inflation is not basically a problem of individual price in- 
creases. Inflation is a condition which results in a rise in the general price 
level. Individual prices do and should rise and fall in response to economic 
forces. As a result of such price changes, labor and materials are used in 
the best interests of the consumer. 

In a period of inflation some prices respond more quickly than do others. But 
this is far from being proof that those prices that respond first are the cause 
of inflation. Nor does it indicate that inflation can be halted by preventing 
such individual price rises. 

The fundamental cause of inflation is to be found in an excess of demand 
over the supply of goods and services. When the total money spending by 
Government, by businesses and by individuals expands faster than the out- 
put of goods and services, there is a rise in the general price level. In the post- 
war period the rise in the general price level has been facilitated by an 
expansion of money and credit resulting from the Government’s fiscal and 
monetary policies. This rise has been reinforced by a substantial increase 
in labor costs. 

To artificially prevent .a specific price from responding to these inflationary 
pressures would do nothing to stabilize the general price level. It would merely 
leave in the hands of consumers more purchasing power to buy other products. 
As long as the supply of goods and services is unaffected and effective demand 
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remains unchanged, the inflationary pressure would be shifted from one price 
to all other prices. 

Far from accomplishing anything of benefit to the consuming public, S. 215 
would create distortions that would definitely harm the public. 


ADMINISTRATIVE ASPECTS OF 8. 215 


S. 215 imposes an extremely large and ill-defined responsibility upon the Fed- 
eral Trade Commission. The bill provides that the Commission may ask larger 
companies in a concentrated industry to give prior notification of any price 
increase. Companies to which the bill would apply are defined as those of 
$10 million or more net worth in any industry in which 50 percent or more of 
sales are accounted for by eight or fewer companies. However, the criteria for 
a specific choice of company are not given, so that the authority is arbitrary. 
The Commission also would be empowered to waive hearings. Yet the bill itself 
provides no standards. It is a proposal for selective price review at the discre 
tion of the Commission. 

While the bill would not require the Commission to find for or against a pro- 
posed price increase, the Commission could not operate in a vacuum. Public 
opinion and other pressures would force it to take a position. The Commission 
would not only have to make a determination as to the faets but also pass 
judgment with respect to allowable costs. Product improvements and innova- 
tions, particularly in connection with the introduction of new models or products, 
would be complicating factors. Cost of improvements and even the necessity 
for some improvements would have to be evaluated. Other judgments would be 
called for involving such complex and technical factors as sales outlook and 
profit prospects, the effect of a price increase on demand and the necessity of 
expenditures for advertising, sales promotion, ete. Finally, a judgment would 
have to be made as to profits. 

In summary, there would be insurmountable obstacles to the equitable admin- 
istration of the bill. Shortcut criteria based on cost increases or some arbitrary 
standard of fair profit would result either in injustices or negate the strong 
incentives to cost reduction inherent in competitive enterprise. 


WHAT WOULD BE THE ECONOMIC EFFECTS OF THE BILL? 


If 8. 215 were enacted into law, the effects on the economy would be far 
reaching and without exception harmful. 

8. 215 represents an attempt to marshal the force of public opinion to regu- 
late prices, disregarding the fact that the consuming public now is possessed of 
the most effective voice in the setting of prices that could possibly be achieved. 
Its opinion is expressed daily in the market, and the important thing is that it is 
expressed relatively. Any price increase standing alone would be voted down by 
consumers, but in the market a price is judged in relation to all other prices. 
The product must be priced to give the purchaser more satisfaction than he can 
obtain with his money in any other way. There can be no better test of the 
validity of a price. 

S. 215 appears to be based on the philosophy that we cannot continue to rely 
on the forces of a free market for the direction of our economy ; but rather that 
we must resort to public hearings by a Government agency on matters that 
have heretofore been best attended to by individual businessmen subject to the 
forces of competition and the free choice of consumers. Implicit in the bill is 
also a revival of the medieval concept of fair price and fair profit in place of 
the competitive concepts which have served producers and consumers alike 80 
well for the past 200 years and contributed so greatly to our economic growth. 

Under our system no one is entitled to a profit just because he has incurred 
costs. A businessman earns a profit only to the degree that he is able to keep 
his costs below the price established by a competitive market. He knows that 
only by reducing his costs can he hope to increase his profits. It is largely this 
incentive which has been responsible for the continuing drive for cost reduction 
through improved technology and managerial efficiency. 

In our system the forces of competition are relied upon to keep prices down 
and so spread throughout the community the benefits brought by the drive for 
lower costs. The process clearly depends upon the adjustment of thousands of 


individual prices and their movement up or down in response to the forces of the 
market. 
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There is, therefore, a broad basic difference between the pricing philosophy of 
the free market and that which would emerge under S. 215. In the former, 
cost control and cost reduction in the hope of profit is the dominant incentive. 
In the latter, a cost-plus philosophy would prevail. Beyond this, it is difficult to 
foresee all of the particular economic consequences which would ensue. Some of 
the more obvious possibilities and paradoxes are reviewed briefly below. 

Under 8S. 215 there would be a 30-day waiting period before a price increase 
could be made effective, and in addition there would be the normal delay of 
quasi-judicial procedure before the hearing could be concluded. This would work 
hardship on the individual businessman and particularly on those whose prod- 
nets are Subject to sudden cost fluctuations. In some cases notification of a 
price increase could result in a temporary artificial stimulus to sales as consum- 
ers rushed to buy during the waiting perriod. This increased demand at the re- 
tail level might even tend to push prices up temporarily. 

Enactment of S. 215 into law would disrupt normal competitive processes. 
Some businessmen would be inclined to resist reducing prices, even if reduced 
costs made such an action possible, because of the delays and redtape involved 
in a return to the original price should this later become necessary as a result 
of cost increases. They would tend to avoid innovations and improvements that 
might entail an increase in cost and hence an increase in price. If material or 
labor costs increased, there would be the temptation to reduce quality rather than 
toseek approval of a price increase to cover increased costs. 

Any interference with free market pricing such as would result from 8. 215 
could work to the immediate advantage of the low-cost producer in an industry. 
If costs in general went up and the low-cost producer gave notification of a 
price increase, the finding might be that his profits were sufficient to enable him 
to absorb the higher costs. However, if he did not raise his prices, his higher 
cost competitor could not raise his prices either. In the latter’s case, there might 
be a shrinkage of profits to the point that a loss would be incurred. On the 
other hand, if the higher cost company were the first to give notification of a price 
increase, the probabilities would be, under a cost-plus approach, that the in- 
crease would be approved. The result would be higher profits to the low-cost 
company and higher prices to consumers. 

There is little doubt but that the proposed legislation would importantly affect 
wage negotiations. Any wage increase that resulted in higher labor costs per 
wit would provide the basis for an approved price increase with the result that 
employer resistancce to excessive Wage demands might be weakened. If the 
Commission decided that a price advance was not in the interests of the country, 
then it could find itself in the position of being forced to review the wage in- 
crease On which the application for a price advance was based. 

The ultimate test of whether a particular solution is wise lies in its effect on 
the consuming public and not in its effect on individual producers or groups 
of producers or industry as a whole. And it is in its effects on consumers that 
8.215 would be most harmful if it became law. It would minimize the incentive 
to improve the product. It might result in lower quality because of the effort 
to avoid a hearing for a price increase. It could tend to place a floor under 
prices since under a price review system the reviewed price would bear the 
seal of official approval. It would not, however, place a ceiling on prices if costs 
increased. Since it would not touch the causes of inflation, it would not prevent 
an increase in the general level of prices. 

We have assumed that the Commission would have to take a position on the 
merits of any proposed price increase. It is evident that such a position would 
not necessarily prevent higher prices, even if the Commission were opposed. 
Whether the next step would be to make the Commission’s finding mandatory 
cannot, of course, be predicted with any assurance. Certainly, there would be 
pressure in this direction. If mandatory, there are no grounds for believing 
that the finding would be completely effective in controlling individual product 
prices, and certainly it would be as ineffective as S. 215 in checking the rise in 
the general level of prices resulting from excess demand. To the degree that 
it did succeed in establishing individual prices below those which would normally 
result, it would amount to profit limitation, and the ultimate effect of profit 
limitation would be to retard the economic growth of the Nation. 
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CONCLUSION 


S. 215 would be wholly ineffective in preventing inflation. It is based on q 
superficial and completely untenable diagnosis of the causes of inflation. It 
loosely defines remedies which, to the extent they could be administered, would 
be arbitrary in their application and discriminatory in their effects. 

Enactment of S. 215 would be damaging to this country’s competitive economy 
and harmful to the interests of the consuming public. Further, it would repre. 
sent a long step in the direction of a Government-managed economy. 

The problem of inflation does indeed deserve the serious attention of the Con- 
gress. However, an attack upon it along the lines of 8. 215 would not only be 
futile but would create even more profound problems by striking at the heart 
of our competitive enterprise system and retarding the Nation’s economic growth, 


STATEMENT OF THE AMERICAN PAPER AND PULP ASSOCIATION SUBMITTED TO THE 
ANTITRUST AND MOoNoPoLY SUBCOMMITTEE OF THE SENATE JUDICIARY CommMit- 
TEE, IN CONNECTION WITH S. 215 


This statement is being submitted by the American Paper and Pulp Associa- 
tion with respect to 8. 215, a bill which according to its statement of purpose is 
designed “to supplement the antitrust laws of the United States by requiring 
that corporations, in industries so heavily concentrated that monopoly or the 
threat of monopoly is present, file advance notice and make public justification 
before effectuating price increases.” 

The American Paper and Pulp Association is the overall national association 
of the paper and pulp industry. The American Paper and Pulp Association, 
its divisional members, and the companies in the industry, are vitally concerned 
not only with preserving the integrity of the free competitive enterprise system 
under which our great Nation has flourished for upwards of 175 years, but are 
greatly concerned with legislation which in the carefully considered judgment 
of competent industry executives, representing small, medium and large cor- 
porations, would pose a serious threat to our free economy and the basic prin- 
ciples under which it has grown. 

We have carefully reviewed and are opposed to S. 215, both as to purpose and 
in principle. It proposes a type of legislation which could very well deny to 
manufacturers in hundreds of industries, the right to increase their prices, re 
gardless of cause or emergency. 

S. 215 would have the Congress re@ognize the problem of inflation. We fully 
concur with such a finding becouse it has been a matter of increasing concern 
not only to all executives and employees in our industry but also to millions 
of freedom-loving and thoughtful citizens. However, we do not support the 
premise set forth in the bill, on page 2, starting on line 1, “The Congress believes 
that inflation will be checked if the pricing policies of these corporations are 
publicly reviewed before increased prices may be made effective.” It is in areas 
involving tremendous appropriations that the Congress can best express its con- 
cern with the problem of inflation. To put it more simply, the matter of infla- 
tion and the erosion of the dollar can best be dealt with by Congress earnestly 
endeavoring to keep appropriations in balance with receipts, rather than foster- 
ing false economic concepts which can only result in further governmental con- 
trol of business and which are completely foreign to our American free competi- 
tive enterprise system. 

One of our most prominent economists, Sumner Schlicter, points out very 
clearly the fallacy of the thinking embodied in S. 215. Mr. Schlicter told unions 
that their leaders were wrong in arguing that wages were simply chasing prices 
up. He went on to state, “The charge is made that the rise of prices in recent 
years is to be explained by employers arbitrarily raising the prices of their 
products. The facts do not support this charge. One must expect strong sellers’ 
markets to be accompanied by some arbitrary price increases. Nevertheless, 
such increases do not explain much of the rise in prices in recent years because 
profit margins have dropped, not increased.” 

Furthermore, within the ranks of labor economists, it is normally recognized 
that price increases are an effect, not a cause of inflationary pressures. 

The American Paper and Pulp Association is basically opposed to S. 215 for 
the following additional reasons: 
























1. Th 


fication 
system. 
which i 
arrived 
trusted 
present 
the Gor 
at by t 
success 
to the 

ernmer 


2. Al 


deman¢ 
possibi 
Under 
must 2 
as wer 
produc 
deman 
price 1 
to adj 
is and 


systen 

3. V 
stantis 
hearin 
fere v 
trade | 


comm 
this s 
pricin 
increa 
indica 
to the 
acts a 
5. 
2 of t 
and ¥ 
in wl 
are 1 
and h 
incre’ 
of a 
what 
of de 
of de 
in th 
the y 
CASES 
Trad 
inter 
of th 
We 
impo 
plier; 
or st 
The 
inten 
prod 
How 





ADMINISTERED PRICES 5857 










1. The requirement of notification of increase in prices and establishing justi- 
feation therefore is completely contrary to our free competitive enterprise 
gstem. It would result in an unwarranted invasion by Government in an area 
which is of no legitimate concern to Government. In the case of prices not 
arrived at by the exercise of the independent judgment of those persons en- 
trusted to manage the investment made by others in their enterprise, the 
present antitrust laws are entirely adequate to deal with such situations. If 
the Government should attempt to participate in decisions independently arrived 
at by the persons entrusted with the management and responsibility for the 
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demand. Cost-push action must operate within limits set by demand, by the 
possibilities of substitution, by entry of new producers, by imports, and the like. 
Under our free competitive enterprise system, the laws of supply and demand 
must govern and always have governed, except for governmental controls such 
as were imposed during World War II and the Korean crisis. If a price for a 
product is unrealistic in the light of basic economic and marketing factors, the 
demand for such products drops. By like token, if 2 manufacturer fails to 
price his product or products both competitively and realistically, he will have 
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3. We believe that this law could be construed to be applicable in fact to sub- 
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issociation | stantially every primary industry in the United States. In order to administer 
ssociation, | hearings with respect to each of these industries, S. 215 would seriously inter- 





fere with the basic responsibility of the Federal Trade Commission in unfair 
trade practices, and make it an independent investigative agency. 

4. In section 1 of the bill the statement is made that a few dominant corpora- 
tions have control over the production, the distribution, and the price of basic 
commodities, upon which all American econo:ny depends. The last sentence in 
this section states that Congress believes that inflation will be checked if the 
pricing policies of these dominant corporations are publicly reviewed before 
increased prices may be made effective. These statements, as we have already 
indicated, completely ignore the evidence which has been presented many times, 
to the effect that the basic source of the present inflation really lies in the fiscal 
acts and policies which Congress itself has adopted in recent years. 

5. Almost every sentence in S. 215 invites questions as to its meaning. Section 
2 of the bill defines “commerce” to include commerce among the several States 
and with foreign nations; and section 3 provides that in any line of commerce 
in which 50 percent or more of the total annual sales in the United States 
are made by eight or less corporations, no corporation included in such group 
and having capital, surplus, and undivided profits in excess of $10 million shall 
increase the price of its products in such line of commerce until the expiration 
of a waiting period. This section delegates to the Federal Trade Commission 
what one might normally consider to be the legislative responsibility of Congress, 
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the words “line of commerce. As this subcommittee knows, there are many 
cases pending at the present time both in the courts and before the Federal 
Trade Commission which involve, among other things, construction of and 
interpretation for the words “in any line of commerce,” for purposes of section 7 
of the Clayton Act. 

We further wish to point out that there is nothing in the act to indicate what 
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s of their imports are included, whether the group referred to would include foreign sup- 
ng sellers’ | Pliers, or whether Congress intends the lines of commerce to be broadly defined 
vertheless, | "Strongly limited. Section 3 relates to an increase in the “price of its product.” 





The corporation might have thousands of products. The section may not be 
intended to relate to the total annual sales of anything other than the specific 
product, or it may be intended to relate to the corporation’s total annual sales. 
However, if it is intended that the notice of intended price increases must be 
given and that hearings must be held for each product, and that a 30-day waiting 
Period must be applied with respect to the product, the section would, of course, 
Create an incentive to cover all products at the same time, and, of course, be 
an incentive to inflate prices more than might otherwise be necessary. 
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6. The enactment of S. 215 or any bill having a similar purpose would inevitably 
bring about a substantial increase in the cost of doing business, regardless of the 
size of the company. 

We therefore respectfully request this subcommittee to take unfavorable action 
on 8. 215 and not report it from the subcommittee. 

Respectfully submitted. 

Roserr EB. O'Connor, Ezecutive Secretary. 

APRIL 24, 1959. 


STATEMENT OF CHRYSLER CorP. ON SENATE BIL 215 


Submitted to the Subcommittee on Antitrust and Monopoly of the Committee on 
the Judiciary, U.S. Senate, Washington, D.C., May 5, 1959 


Jhrysler Corp. appreciates this opportunity to present its views on Senate bill 
215. We asked for permission to file this statement because we believe that 
the bill has very serious implications adversely affecting the public and the 
American competitive system. 

The stated purpose of this bill is to check inflation. Chrysler Corp. heartily 
favors constructive efforts to reduce or eliminate upward pressure on costs and 
to maintain the purchasing power of the dollar. However, the bill rests ona 
single, oversimplified concept of the cause of inflation—the notion that corporate 
managements arbitrarily set prices. The bill states that “* * * * inflation will 
be checked if the pricing policies of these corporations are publicly reviewed 
before increased prices may be made effective * * *.” 

The pricing practices and policies of many major corporations, particularly 
in the steel and automobile industries, have been discussed at great length in 
previous congressional hearings. These hearings clearly brought out that the 
prices these corporations ask for their products are not arbitrary, but result 
chiefly from cost considerations within the area of competition. These corpora- 
tions themselves are among the victims of inflation, and the price increases 
they make are attempts to offset rising costs. Provisions of S. 215 will not hold 
down appreciably the cost elements that shape the prices of their products. 

Thus we do not believe that the bill can accomplish its avowed purpose. We 
do not believe that it would check inflation. 

What this bill would actually do calls for the closest consideration, because 
its ultimate results would be seriously detrimental to the economic health of 
the Nation. - 

The bill could grant to the unions, already one of the most powerful economic 
blocks in the Nation, a demand they have long campaigned for at the bargain- 
ing table—a direct method of prying into basic cost and other private informa- 
tion that should and must remain confidential if competition, which is essential 
to the public interest, is to survive. 

The United Auto Workers clearly stated its position on this subject for the 
record before the Joint Economic Committee of the U.S. Congress on January 31, 
1957, as follows: 

“As we presently visualize it, legislation directed toward this objective would 
require advance notice and public justification of price increases proposed to 
be put into effect by any corporation which accounts for more than a specified 
percentuge—perhaps 20 to 25 percent—of the total sales of its industry. Such 
a corporation would give notice of intention to raise prices to a governmental 
agency created for this purpose. The agency would thereupon conduct public 
hearings at which the corporation would be required to present detailed justifica- 
tion, based upon its records, of the need for the proposed price increase. Its 
testimony would be subject to cross-examination and its pertinent records open 
for inspection both by the agency’s staff and by representatives of organizations 
or groups opposing the proposed price increase, including other corporations 
which purchase goods produced by the firm proposing to raise its prices.” 

In our statement of February 6, 1958, before this subcommittee, we pointed 
out that the UAW has engaged in a long and persistent campaign to force 
management to abdicate important parts of its responsibility to make business 
decisions. We further pointed out that the union on the one hand has sought to 
make companies answerable to some Government agency for their pricing deci- 
sions, and on the other, has sought, in effect, to shift the making of these and 
other business decisions from company management to union officials. 
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Our statement declared, “In an effort to accomplish these overall objectives, 
the UAW repeatedly and persistently has sought to force the companies to show 
confidential competitive information, either directly to the union or through 
public bodies. Chrysler Corp. has insisted that it should not be required to 
supply this kind of information, and we do not believe revealing it would be in 
the public interest.” 

While contributing little or nothing to the fight on inflation, this bill could 
have the effect of granting a demand of certain unions that would strengthen 
further their ability to exert unreasonable upward cost pressures. 

In our statement of February 6, 1958, we also pointed out, “Discussion of 
confidential cost, price, and profit data, whether privately with our competitors 
or the union, or in public, would reveal our points of relative strength, the 
nature and allocation of our resources, and our plans and strategies. These 
matters are fundamental to our ability to compete, and revealing them would 
undoubtedly weaken this ability and injure competition in our industry.” 

For example, an exhaustive public hearing on costs would necessarily disclose 
a company’s expenses for research and advance product development. Such 
disclosure would unfold product plans to competitors, giving them time to take 
countermoves to reduce a company’s effectiveness when its new products reached 
the market. This would seriously handicap a company such as Chrysler, which 
historically has scored its greatest successes by taking its competitors by sur- 
prise with advanced styling and product innovations. 

Similarly, public hearings on detailed costs would reveal forward marketing 
and facilities plans, preparations for new manufacturing techniques, and plan- 
ning in other aspects of the business, where disclosure would greatly weaken 
or completely destroy their competitive effectiveness. 

This bill would also curtail competition in another way. The disclosure 
provisions of this bill would give advance notice to an entire industry of what 
one or more companies in that industry planned to do concerning future prices. 
This is diametrically opposed to the spirit of the antitrust laws and the public 
interest. 

Another effect of this bill would be to restrict product improvement and in- 
novation. For instance, not all product improvements are of a nature that per- 
mits them to be introduced without an increase in price at the outset. Unlike 
price increases that result from higher costs, this kind of price increase is 
avoidable, but only if management foregoes offering the product improvement to 
the public. And the necessity of “going on trial’ before a Government board 
to justify every product improvement of this nature might well discourage such 
improvement. The proper method of putting an innovation on trial is to let 
the public pass judgment in the marketplace. 

The burden of having “to go on trial’ and to expose confidential information 
to competitors might well also prevent a company from reducing prices in some 
circumstances. This would bring about an effect exactly opposed to the avowed 
purpose of this bill. For instance, a company might find itself in a short-range 
position that would justify or require a temporary price reduction. It might 
forego this price reduction to avoid the necessity of a public hearing when the 
termination of the short-run conditions required restoring the original price. 

This bill would have a retarding effect, not only on product development, but 
throughout the whole range of management decision making. While manage- 
ment actions and decisions are already subject to many kinds of reviews by 
humerous responsible agencies—such as the SEC, the FTC, tax authorities, 
and the like—the kind of review this bill proposes would leave the way open for 
public misunderstanding due to statements by observers or witnesses who may 
be well meaning but uninformed, as well as by those with ulterior motives who 
have private axes to grind. Intricate cost data and related elements of manage- 
ment plans and decisions are of such a complex and technical nature that they 
require highly trained and professional appraisals for proper evaluation. Yet 
in public debate these matters could be overly simplified, twisted and forged 
into a powerful propoganda weapon to create unjust public ill will, to destroy 
markets and thus put people out of work. This promoting of public ill will 
against a company or its management could take place in the course of hearings 
and thereafter, even if the hearing resulted in a later published opinion by the 
reviewing authority that the price change was fully justified. Vital management 
decision making would be conducted under the constant threat of hostile or 
uninformed criticism. The result could only be detrimental to the public. 


In summary, Chrysler Corp. is strongly opposed to S. 215 for the following 
reasons : 
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It would not accomplish its avowed purpose of checking inflation ; 
It would, in effect, grant to the unions a demand they have long campaigned 
for—a direct method of prying into basic private information ; 

It would force public disclosure and debate of confidential competitive infor. 
mation, the revelation of which would greatly weaken and perhaps effectively 
destroy competition ; 

It would negate longstanding and wisely enacted provisions of the antitrust 
laws; 

It would retard progress in product improvement and innovation, manufactur- 
ing techniques, and marketing ; 

It would discourage price reductions in some circumstances ; 

It would provide a powerful propaganda weapon for those who want to create 
public ill will unjustly and destroy markets and jobs. 

All of the results of this bill would be seriously detrimental to the public 


interest and would deny to the public a large measure of the fruits of 
competition. 


Derroit, Micu., April 28, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
U.S. Senate, Washington, D.C.: 


We would appreciate your authorizing the inclusion in the record of this 
statement of opposition to Senate bill 215 concerning which your committee is 
now holding hearings. Our corporation favors vigorous competition. We are 
opposed to monopoly. We do not believe that Senate bill 215 would contribute 
to greater competition or deter the wage-price spiral nor do we believe it would 
be compatible with the continuation of a free competitive economy. ‘The real 
solution of the wage-price spiral is the elimination of the present conflict in our 
national economic policy affecting employers and unions and the strengthening 
of the antitrust laws as proposed in my testimony to your committee on Febrv- 
ary 7 and 10, 1958. We would like to register our strong opposition to the bill. 


GEORGE ROMNEY, 
President, American Motors Corp. 


STATEMENT SUBMITTED BY RICHARD RUGGLES, YALE UNIVERSITY 


In July of 1957 I had the honor of presenting to this subcommittee a state- 
ment on recent price increases and their relation to administered prices. Since 
that time this subcommittee has held other hearings on this subject and has 
invited a considerable number of other witnesses who have testified on various 
aspects of the problem. The present consideration of bill S. 215 is directly in 
line with these proceedings, and it is quite fitting that there be a hearing on 
this bill before this subcommittee. 

As one of the earlier witnesses, I should therefore like to comment on certain 
aspects of this bill. Specifically, I would like to address myself to two ques- 
tions. First, what is bill S. 215 trying to do? It is practical and will it work? 
Second, what is the basic nature of the price behavior in the economy that Dill 
S. 215 is trying to correct? 


BILL 8. 215 AND ITS OPERATION 





Under the terms of the bill, all corporations having capital, surplus, and 
undivided profits in excess of $10 million and engaging in a line of commerce 
in which 50 percent or more of the annual sales are made by eight or fewer 
corporations, must file notice with the Federal Trade Commission of any inten- 
tion to increase prices. After filing, the corporation must wait 30 days before 
putting any price increases into effect. 

During this 30-day interval it is proposed that the Federal Trade Commission 
hold public hearings on the proposed increase, in order to examine, in the words 
of the bill, “the reasons for and the justifiability of the proposed increase, and 
to take testimony on the impact of such increase upon competition and the 
economy of the Nation.” The bill, in its present form, does not confer any 
authority to control or regulate prices by law, but relies entirely for its effect on 
the force of public opinion. The Federal Trade Commission and the Attorney 
General are required to make joint semiannual reports to Congress and such 
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additional reports as they deem appropriate in the public interest. They are 
also required to submit in connection with these reports their recommendations, 
if any, for additional action. It is hoped, of course, that the hearing will settle 
in the public mind whether or not the price increase is justified. Presumably, 
companies that continually ask for unjustified price increases would be laying 
themselves open to public censure, and to the disfavor of the ITC and the 
Attorney General, so that fear of consumer boycott or more vigorous prosecution 
of the antitrust laws would make companies hesitate to propose any unjustified 
price increases. 

This bill, then, hopes to accomplish in effect a form of price control wherein 
the public hearing is substituted for a more formal Government organization 
for examining the bases for price increases, and where penalties under law 
are replaced by the pressure of public opinion and the censure of Government 
agencies and the Congress. 

There are a number of difficulties which bill 8. 215 would have to face if it 
were to become an effective instrument of price control. First, it is obvious 
that announcing a price increase which a company hopes will be put into effect 
30 days hence, will either disrupt business or lead to rampant speculation. 
If it were known that in 30 days the price of a basic commodity was to rise 
by 5 percent, all users would hasten to stockpile this commodity. At the present 
time, the threat of the steel strike and the possibility of a price increase has 
probably played a considerable part in the large increase in steel production and 
in the rate of accumulation of inventories. If advance notice of price increases 
were made the general rule, the tendency would be for the companies in ques- 
tion to work at full capacity for the month prior to the price increase and then 
cut output and employment after the price increase while purchasers used up 
their inventories, Although in the heavy industries at which the bill is pre- 
sumably primarily aimed, the period required for production of most products 
may be longer than 30 days, so that the speculative effects would be minimized. 
The bill would also, as prior witnesses have pointed out, apply to many other 
industries. 

In a period of rising wages and prices, furthermore, the number of hearings 
which would need to be held could be very large indeed. If each of the major 
commodities sold by each company had to be examined individually, the amount 
of ground to be covered would be tremendous. The real benefit of 8. 215 would 
be to the lawyers and economists concerned. The bill would be a boon to the 
employment of economists to help staff the Government agencies required to 
hold these hearings, and a role for expert consultants to service the needs of 
companies, labor organizations, consumers, and Government who all have a 
stake in the pricing policy of specific corporations. 

My major question about the procedure, however, is that it substitutes the 
objectivity of an official Government organ which can be carefully constituted, 
for a possibly somewhat capricious, relatively uninformed, and injudicial public 
hearing, where feeling often runs high when participants feel that they have 
their economic survival at stake. Hearings of this sort might be more of a 
public arena than a careful and judicial examination of the issues at hand. 
If the Congress is concerned with the individual pricing policies of specific 
companies, it should not shed its responsibility by referring the matters to a 
mechanism which is so obviously inadequate. The purpose of this bill seems 
to be to control without appearing to control, to regulate without bearing the 
responsibility of regulation, and to condemn without going through the judicial 
procedure of condemnation. 

Price control is not necessarily evil, and there are many circumstances which 
may well justify it. Few would deny that price control was required during 
World War II. The pressures of mobilization, of war production, were such 
that in many areas of the economy it would have been inequitable to not have 
put some sort of price control into effect. Even in peacetime, we have recog- 
nized that there are certain sectors of the economy that cannot exist without 
price control. The field of public utilities is one such area. We do not allow 
railways, airlines, electric power companies, etc., to set their own prices in any 
way they see fit. Such companies would have such an advantage in their con- 
trol over their markets that we feel that such a procedure would be inequitable. 
Few would deny that this kind of Government regulation is necessary. But bill 
8. 215 goes considerably further in applying the need for price control to addi- 
tional areas of the economy; and there would be those who would extend it still 
further and ask whether wage bargains should not also be subject to public 
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scrutiny. It is difficult to defend controlling prices and thus regulating profits 
without also being willing to control wages. I am sure that it is possible to 
find individual instances where either companies or unions have sacrificed the 
public interest to their own self-interest. Whether this justifies the establish- 
ment of controls, however, depends on how significant these instances are for 
the economy as a whole, and whether the controls would materially improve 
the situation. There will always, of course, be isolated instances where indi- 
viduals take advantage of a particular situation and do not behave in accord- 
ance with the public interest. Thus, a doctor may overcharge a patient who is 
in dire financial difficulties; a lawyer may exploit an innocent person who is 
caught up in legal difficulties. Our economic system, however, is based on self- 
interest, and it is to be hoped that these specific instances of inequities and 
injustices are not sufficient to condemn the system as a whole. The case for 
control must be based not upon the existence of specific instances of abuse, but 
rather whether on balance, for the economy as a whole, the abuses are such as 
to merit Government intervention. 

If it can be shown that the economy is subject to continual inflationary pres- 
sure which corrodes its productive power and creates gross inequities, it may 
well be advisable to take strong measures. In planning such measures, however, 
one should be certain that the steps which are taken will strike at the heart 
of the matter and will have a beneficial effect upon the economy. 


PRICE BEHAVIOR IN THE ECONOMY AND THE NEED FOR PRICE CONTROL 


Bill S. 215 states that Congress recognizes “that inflation is undermining the 
purchasing power of the Nation.” It will be useful as a first step to examine 
the meaning of this statement in quantitative terms. Most of us certainly do 
have the impression of rising prices, since we continually find that our money 
does not seem to go as far as it used to, and in many instances we can recall 
prices of specific items which used to be lower than they now are. But impres- 
sionistic indicators of price change are not very reliable, since there is a natural 
tendency for us to forget or take for granted areas where prices have fallen, and 
to be particularly conscious of areas where prices have increased. Examina- 
tion of official price data will give a better indication of what has taken place 
in the economy. Before examining the actual data, however, it will be useful to 
consider some of the problems and probable biases of price measurement. 

One of the most comprehensive forms of price data about the economy are the 
implicit price deflators calculated from the gross national product by the De- 
partment of Commerce. In order to show how much of the change in the 
gross national product is due to changes in price and how much is due to changes 
in output, the Department of Commerce undertakes a highly detailed deflation 
of each category of final expenditures. The deflators are based primarly upon 
price information collected by various Government agencies. This price infor- 
mation cannot always be relied upon to reflect the true behavior of prices, how- 
ever. Prices are obtained for commodities of fixed specifications, although new 
items continually appear on the market and old items change in quality. When 
improvements in quality cannot be measured, or new products appear which 
are more desirable than those they replace, price indexes which must leave these 
factors out of account will show too much price increase. In pricing consumet 
goods, the Bureau of Labor Statistics does sttempt to take into account those 
improvements in quality which result in increased costs, but improvements in 
quality may also occur at no increase in cost so that the consumer gets more 
value for his money. In such cases no adjustment is made in prices, and the 
price indexes do not reflect the quality improvements in any way. 

Tt is, however, quite obvious that the change in quality in consumer goods has 
been very considerable. If one were given $1,000 to spend on consumer goods, 
and given the choice of purchasing the goods available in 1950 at the prices of 
1950 or the goods presently available at current prices, it is extremely doubtful 
whether he would in fact prefer the 1950 goods. In 1950 many goods which are 
common today were unavailable. Synthetic fibers were not as common, and the 
introduction of plastics has improved the quality of many other products. There 
have been considerable developments in such household appliances as automatic 
washers and driers, home freezers, television and hi-fi. An individual spending 
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his thousand dollars in 1958 gets more for his money due to natural technological 
improvements. The fact that even though most people would feel that the price 
indexes show a price rise for this category of goods they would get more for 
their money in the present period suggests a flaw in the manner in which we 
measure prices over time, rather than an actual price increase. If one wished 
really to measure the impact of price change, one might ask at what point a 
margin of indifference would be reached between amount of money and the choice 
of periods. It is obvious that anyone could be persuaded that spending his 
money under 1950 conditions was superior to the 1958 conditions by giving him 
enough more money to spend. Different individuals would react differently, but 
it is not unreasonable that some individuals would require perhaps as much as 
20 percent more money if they had to name a sum which would persuade them 
to buy 1950 goods at 1950 prices. For such individuals this would be equivalent 
to saying that prices in 1950 were 20 percent higher than current prices. 

The measurement of prices of consumer services is even more difficult. 
Generally speaking, the compensation of the person performing the service is 
taken as a major indicator of price. It is obvious, however, that the quality of 
services may improve. Thus, for example, medical service is better than it 
used to be because medical knowledge has increased, but this is not taken into 
account in measuring the price changes in medical service. Similarly, quality 
changes in such services as housing and education cannot be measured and are 
not reflected in their prices. It is a serious error, as a moment’s reflection will 
indicate, to assume that if teachers do not improve, education as a product does 
not improve over the years. We have only to ask ourselves whether we would 
be content to give children today exactly the same education as was given 50 
years ago using the same books and the same fund of knowledge. Education, 
like other products, is a combination of factors of production, and should not be 
assessed only in terms of an intuitive judgment about the contribution of any one 
of these factors of production. 

Nor are consumer goods and services the only area that presents pricing 
problems. For producers’ durable goods, it is well recognized that equipment 
produced today is far more productive than that produced even 5 years ago, 
but such increases in efficiency are extremely difficult to take into account in 
price indexes. In terms of the ability of the capital goods to yield productive 
services, there can be little doubt that the increase from year to year is sub- 
stantial. But price indexes of producers’ durable equipment generally reflect 
changes in cost of production rather than changes in the performance of the 
equipment itself. Residential and commercial construction also poses problems. 
Again, price indexes are constructed by determining what a structure of standard 
specifications would cost. Improvements in design and cost-reducing changes 
in specifications are not taken into account in the price comparison, so that the 
price index tends to have an upward bias. Finally, the pricing of goods and 
services purchased by government presents considerable problems. For military 
equipment, it is often impossible to determine what happens to prices when design 
changes radically. Yet few would argue against the proposition that military 
equipment produced in the past is definitely inferior to present military equip- 
ment. For the services of government employees, like services in general, it is 
assumed that there is no change in output per man, so that all increase in 
salary are in effect increases in the price of government gross product. By this 
measure the price of government services as measured by the pay of government 
employees has risen by an average of 5 percent a year since 1946. There is 
good reason to believe, however, that the productivity of government workers 
has increased substantially in this period. For one thing, the introduction of 
data handling machines and computers speeds up the operation of many stages 
of government work. Statistics in the government are now in large part 
handled mechanically rather than by clerks. The mechanization which is so 
characteristic of current developments in business is also occurring in 
government. 
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There is, thus, an upward bias in the price indexes for almost every category 
of expenditures. For commodities it exists because quality changes and new 
products cannot be adequately integrated into the price data. For services it 
exists because by and large the value of services is assumed not to increase, 
although there is strong evidence that it does. By ignoring the upward bias of 
the price indexes we are likely to be basing our policy on a mistaken impression. 
Since we are forced to use inflexible and inadequate assumptions to arrive at 
specific price indexes, we may create indicators which are more the result of 
our assumptions than of the real world. 


THE BEHAVIOR OF PRICES, 1947-58 


If this upward bias in the price indexes is taken into account, a rather interest- 
ing picture emerges. As shown by table 1 (line 14), the large price increases of 
the 3 postwar years 1946 to 1948 and the Korean war year of 1951 stand out. 
However, up through 1955 the other years, i.e.,1949, 1950, 1952, 1953, 1954, 
1955, exhibit overall price changes which are probably smaller than overall qual- 
ity improvement, so that in fact from the end of the postwar inflation through 
1955 the American economy did not show an overall upward price movement in 
uny period except the Korean boom. For the 6 years involved the average annual 
price increase was (line 14, table 1) only 1.1 percent ; for consumer goods alone it 
averaged 0.6 percent, and price index changes of these magnitudes were probably 
considerably less than the actual quality changes taking place. 
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For the period from 1956 until the present, the picture is somewhat different. 
The price changes indicated by the indexes averaged about 3 percent, and even 
when output was declining in 1958 the price index still showed a rise. The 
importance of this price rise may have been somewhat overstressed, but there 
ean be little doubt that it has been this which has created such grave concern 
by so many, and the question why the price indexes have behaved the way 
they did, and what kind of price behavior can we expect in the future, is 
important. 

In the early postwar period, and during the Korean war, the existence of 
excess demand is sufficient to explain the price movements that occurred. Inm- 
mediately after the war the combination of long postponed expenditures and 
accumulated liquid funds resulted in a rapid increase in demand for consumer 
goods which were still in short supply in an economy that had not fully con- 
verted from war production. During the Korean war, expenditures by the 
Federal government on national security increased from 18.5 to 37.3 billion in 
1 year alone, thus pumping into the economy almost 19 billion of additional 
expenditures. At the same time, the increase in Armed Forces reduced the 
civilian labor force, so that normal increment of labor from population growth 
did not occur. Ina period of 2 years the real output of the economy rose by over 
17 percent, and employment rose only 4 percent. Under such conditions it is not 
at all surprising that the increase in real output could take place only with rising 
prices. 

But the absence of a significant price rise, on average, in the other years prior 
to 1956 did not mean that there were no rising prices anywhere in the economy. 
During this period agricultural prices were generally falling. These falling 
agricultural prices were offset in most of these years by rising wages, so that 
prices on average were quite stable. From 1951 to 1955 there was a decline 
of almost 19 percent in the wholesale prices of farm products, while average 
hourly earning in manufacturing rose by 18 percent. But in the commodity 
producing industries, wage cost rose more slowly than hourly earnings because 
productivity increased. In manufacturing as a whole wage costs rose only 2 per- 
cent. Thus the pattern of price behavior in these years can be explained in 
terms of the behavior of agricultural prices, wages, and productivity. The move- 
ment of agricultural prices together with the growth in productivity tended to 
hold down the increase in product prices by keeping both material costs and labor 
costs below what they otherwise would have been. Wage rates, on the other 
hand, exerted an upward influence, increasing somewhat more than in propor- 
tion to the productivity gain. The net result was comparative price stability. 
The evidence of the forces at work can be seen, however, in the changing price 
structure as revealed by the components of the cost of living index or by the 
implicit price deflators of gross national product. These indexes show that the 
prices of durable goods, where productivity increases were greatest, actually de- 
clined from the end of the Korean war through 1955. Prices of nondurable goods 
using agricultural materials, e.g. food processing and clothing, were relatively 
stable; although productivity gains in these industries probably were not as 
large as in the durable goods industries, agricultural raw material costs fell. 
In such areas as construction, productivity gains were less pronounced, and 
material costs, being mainly nonagricultural, did not fall. Prices in this sector 
therefore rose from 1951 to 1955 by 10 to 15 percent, a considerably greater 
price rise than that exhibited by the other commodity producing sectors. 

The largest price increases occurred in consumer services and government 
services. Here price increases from 1951 to 1955 range from 15 to 27 percent. 
Services, in fact, accounted for most of the upward price movement that oc- 
curred in this period. Most of the concern of public officials and economists 
with the inflationary problem arose, however, from price behavior during 1956, 
1957, and even 1958. Raw material costs, which had been falling up to 1959, 
stabilized and productivity increases were for the most part much smaller 
than those which had helped offset price increases up to 1955. As shown in 
table 1 on average for the 3 years, prices for the economy as a whole rose 
about 3 percent per year, and what seemed most disturbing was the fact that 
the price increases were not confined to services; during 1956 and 1957 prices 
of producers’ durable equipment rose by more than 6 percent in each year. 
The question was immediately asked whether in manufacturing in general 
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price increases were in excess of the rise in the costs which producers were 
facing. The early impetus for the administered price argument came largely 
from a belief that there were unjustified price increases in the manufacturing 
sector. In table 2 data are shown for the manufacturing industry. Here it 
can be Seen that in 1956 and 1957 the rise in the wage and salary bill of man- 
ufacturing firms greatly exceeded the increase in their production, so that per 
unit of output there was a substantial increase in labor costs. In 1956 labor 
costs per unit of output rose by 4.4 percent, and in 1957 it rose by 3.1 percent. 
Even in the year 1958, when the wage and salary bill declined, the index of 
production declined even faster, so that in this year also there was a slight 
increase in wage and salary cost per unit of output. The price index for 
materials used in manufacturing behaved quite similarly. By 1958, wage costs 
had risen 8&8 percent, material costs by 7.6 percent, and wholesale prices by 
7.6 percent. Thus the prices of manufactures did not fully reflect the higher 
wage costs. The price increases shown in this table for all manufacturing, 
do not exhibit the strong price increases reflected in the price of equipment 
shown in table 1 above. Data are available, however, for the durable goods 
industries as a whole. This industry includes both the durable goods which 
are furnished to consumers and government, as well as producers, and there- 
fore should show somewhat less price increase than that for producers’ goods 
alone, given in table 1. For these durable goods industries, much the same 
pattern exists. The increases in the wage and salary bills outstripped pro- 
duction considerably, causing wage costs per unit of output to rise 7.7 percent 
in 1956 and 3.9 percent in 1957, and even 4.7 percent in 1958. Materials costs 
also rose substantially through 1957. For the period since 1955 as a whole 
wage costs rose by 16.5 percent, material prices by 10.5 percent, but wholesale 
prices, by about 8 percent. This same phenomenon of costs rising faster than 
prices is also evidenced by the fact that corporate profits reached their peak 
in the fourth quarter of 1955. Although in absolute amount profits remained 
at the same level in 1956 (see table 3), profits dropped sharply in relation to 
the wage bill, thus the share of profits was squeezed by rising wage costs. 
During 1957 and 1958 absolute profits declined, showing the effect of rising 
costs and falling demand. The periods when profits rose in relation to wages 
were actually the periods of price stability. It has been argued that the fact 
that wage increases have outstripped the increases in productivity was also 
due to demand pressure. 


TABLE 2.—Behavior of costs and prices, 1956-58 


[Percentage change from preceding year] 


1957 1958 | 1955-58 


All manufacturing: 

1, Wages and salaries. " 

2. Index of production. -.-__.---- ; 

3. Wage and salary cost per unit of output - 

4. Price index of materials used silbceds hivekeetts 

5. Wholesale price index of manufactured goods. - ---- 
Durable goods industries: 

6. Wages and salaries 

7. Index of production 

8, Wage and salary cost per unit of output_ ------ 

9. Price index of materials used 

10. Implicit price index of durable goods 
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Sources: Department of Commerce, Survey of Current Business, and Council of Economic Advisers, 
Economic Indicators. 
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TABLE 3.—Wages and salaries paid by corporations and corporate profits, 1955-58 


[Seasonally adjusted totals at annual rates] 





Corporate 
Corporate | profits as 
Wages and profits a percent 
salaries before of wages 
tax and 
Salaries 


32.7 
32.6 
34.7 
35.3 
33.1 
31.4 


1955: Ist quarter ‘ e 126. 
2d quarter.........- i 131, 
3d quarter_........- eee ee 134. 
Te ee Sug deta pensbaakinetnanmas : panetbee 137. 
ee a re apne seeaucae bitiebes 139. 
a icon ee aids 142. 
3d quarter Sinite 143. 
4th quarter__.._.---- ; bs a ha Si a a ae 147. 
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Source: Department of Commerce, Survey of Current Business; and Council of Economic Advisers, 
Economic Indicators. 


This hypothesis suggests that the level of unemployment during 1956 and 1957 
was below the frictional level, and that it was the excessive demand for goods 
which made it possible for labor to get excessive increases in wages. There is 
a clear implication in this argument that if the economy is working too near to 
full capacity a wage creep will ensue, and wages are quite likely to rise faster 
than productivity. There has been considerable discussion about how much 
unemployment is required to keep wages in line and to maintain price stability. 
But this analysis leaves out of account the effect which any improvement in 
economic conditions may have upon wage rates. Few would say that a level of 
unemployment above 10 percent was required to keep the wage rate in line. Yet 
in the recovery from the great depression of the thirties there were years of sub- 
stantial increases in average hourly earnings, despite the fact that the economy 
had a level of unemployment which Varied from 14 to 20 percent of the labor 
force, as table 4 below shows. The increases in average hourly earnings in 1934 
may be considered to have been due to structural changes, but in 1937 there were 
also substantial increases, despite the fact the unemployment was 14 percent of 
the labor force. In this connection it is interesting to note that the rise in prices 
during the recovery from the recession of the thirties was at about the same rate 
as it has been in recent years. 

I would like to suggest, therefore, that focusing on the wage rate as the major 
culprit in the price rise is as erroneous as focusing on the prices charged by 
manufacturers. The striking thing shown in table 4 is that from 1956 onward 
output per full time worker has not increased significantly. Thus if wage in- 
creases were not on balance to exceed productivity increases it would have been 
necessary that no wage increases be permitted during the last 3 years. Thus by 
this dubious reasoning the increase in pay given Government workers and uni- 
versity professors either should not have been given or else such wage increases 
should have been offset by equivalent wage declines elsewhere in the economy. 

The crux of the matter is that the economy should be able to afford wage in- 
creases; productivity should rise. Wage increases are healthy because they 
spur producers to introduce labor-saving devices which in turn raise produc- 
tivity. Unfortunately, however, labor’s argument that increased wages provide 
additional spending power must be qualified if prices must be raised to cover 
these increased costs and the total expenditures resulting from the pay increases 
are not sufficient to buy the output at the new higher prices. The reason for 
this is that our built-in stabilizers tend to siphon off a considerable portion of 
wage increases in taxes and saving so that producers do not get back in the form 
of increased expenditures an amount sufficient to meet the increased wage costs. 
Given rising costs and prices, the capacity we create for additional output out- 
strips our ability to purchase that output. The consequence of this divergence 
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& Pf . . : . . 
8, 1955-58 between the rate of increase of capacity and the rate of increase in purchasing 


output is excess capacity, and we get a recession such as we had in 1958 with the 
paradox of rising prices and falling output. 

Corporate . Fe . s ra 

profits as TaBLE 4.—Average hourly earnings, output per full-time equivalent employee, and 


a percent the implicit deflator of the gross national product, 1934-37 and 1955-58 
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In pursuing price stability as measured by price indexes, we may be in danger 
of trying to achieve the impossible. If the wage rate depends not upon the 
actual level of unemployment but on the change in economic conditions, increases 
in the wage rate may only be curtailed when the economy is going into a decline. 
In these same periods, productivity increases will also be dampened, so that 
even with modified increases in the wage rate, wage rates may still outstrip 
productivity increases. I do not believe that an economy which wouid provide the 
proper conditions for wage stability would be a healthy one. It would probably 
mean that deterioration of the economy is the only effective way to obtain the 
proper restraining influence on wages. As the history of the thirties shows, 
even partial recovery from a deep depression normally and properly brings with 
it price increases. Only a deteriorating economy will achieve price stability 
or price declines by effecting the wage rate rather than productivity. 

Before leaving the behavior of prices, I think it would be useful to examine 
the components of the cost of living index and how they have changed since 1951 
in order to gain a better understanding of the nature of the price increases which 
have occurred. Table 5 shows that there has been an increase in the cost of 
, living of about 11% percent since 1951. The behavior of different components 
the major of this price index, however, indicates that perhaps not all the blame for the 
arged by inflation is to be laid at the door of wage increases exceeding productivity 
6 onward increases. The component which increased most from 1951 to 1958 was medical 
wage in- care. As has already been suggested, it would be erroneous to count all of this 
nave been increase in price of medical care as a true increase, since it is no doubt true 

Thus by that the improvements in medical science are not truly reflected in the price 
and unt index, and that per dollar of expenditure a person today may be getting better 
increases medical care than he was in 1951. Public transportation has also increased 
ynomy. greatly in price. While this is partly due to increased wages it also reflects 
wage 1n- other increased costs such as the increased traffic problem in large cities, and 
1use they in some instances better transportation services within new surburban com- 
e produc munities. The increases shown in rent and household operation reflect either 
s provide direct services or price decisions completely outside of the wage change context. 

to cover The cost-of-living components also reflect the relative price shifts that have 
increases been taking place. As the economy grows the one element which becomes more 
eason for and more costly is of course personal service. The changing price structure 
ortion of reveals this. The prices of services has risen relatively to other prices in the 
the form economy. To prevent such relative price rises would indeed be to frustrate the 
age costs. allocative aspect of the price system. Rising prices serve a dual function. On 
itput out- the one hand they encourage people to enter this area by giving them a higher 
ivergence rate of remuneration. On the other hand, by increased prices they discourage 
the use of these services by people who are at the margin. 
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TABLE 5.—Components of the coat-of-living indea, 1947-49=100 


1951 December Change 
1958 
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Whether the price system is equitable or not may be a matter for debate, but 
this is the basic principle on which it operates. It may be too much to require 
also from the price system that in achieving a reallocation of resources in pro- 
ducing goods and determining who consumes the goods it also achieves an exact 
balance between price rises in the economy necessary to effect such a realloca- 
tion and price declines in other parts. There is no natural mechanism which 
would tend to make the change in the price index come out to be zero. It is 
rare, in fact, that the wage rate in declining industries, actually declines. What 
happens instead is that the wage rate is maintained, and there is unemployment 
in those sectors of the economy. The relative inflexibility of the wage rate 
downward is something that we must cope with; reallocation of labor is not 
achieved by lowering its remuneration, but rather by causing unemployment; 
the people who lose their jobs must then find other occupations. Given such 
a system of prices, it would be natural that any period of change will on balance 
cause rising prices. The attempt to achieve price stability must therefore be 
at the cost of either preventing the reallocation from taking place or forcing 
wage and price declines in specific sectors of the economy. 


CONCLUSION 


In view of this analysis of the price behavior of the economy, I do not think 
that bill S. 215 would effectively alter the price behavior of the economy, since 
producers could invariably justify their price increases in terms of increases 
in their costs. Furthermore, the major price increases in recent years have not 
been in manufacturing, but in the service sector of the economy, which bill 
S. 215 does not contemplate affecting. 

On the other hand, neither monetary policy nor wage control seems to be the 
correct palliatives for rising prices either. Monetary policy aimed at increasing 
slack in the economy has the effect of dampening productivity increases more 
than wage rate increases, so that the net result may be a greater cost and price 
rise than would have occurred in the absence of such a policy. Wage controls 
are neither warranted nor desirable under present circumstances, since even- 
tually they would have to be followed by price controls for the economy as 4 
whole, and the effect of these controls might be such as to produce a kind of 
stability which really is stagnation. 

What is required is more positive measures which will stimulate productivity 
and permit the economy to grow at such a rate that internal readjustments can 
he accommodated. If we can have a high rate of productivity increase, it may 
be that we can beat the secular wage creep, rather than fall below it. It is 
illogical to’argue that we eannot afford to have good times because of its effect 
upon wages. Productivity is far more sensitive to good times than is the wage 
rate. Therefore a healthy and growing economy should give us more price 
stability than slow growth or stagnation. To this end I would suggest that the 
problem should be attacked by designing measures to encourage investment 
of a productivity-increasing nature. 
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AMERICAN MINING CONGRESS, 
Washington D.C., April 30, 1959. 
Re 8. 215 
Senator Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
Senate Judiciary Committee, Washington, D.C. 

DearR SENATOR KEFAUVER: You are respectfully requested to incorporate this 
statement in the record of the hearings beginning before your subcommittee on 
April 28, 1959, on S, 215, introduced by Senator O’Mahoney on January 12, 1959. 

The American Mining Congress is strongly opposed to the enactment of 8S. 215. 
We believe this bill is: 

1. Contrary to the principles of our free enterprise system ; 

2. Helpless to check inflation ; 

8. Unfair and discriminatory as applied to the corporations affected ; and 
4. Administratively unworkable. 

The market forces that operate in the mining industry, on a worldwide basis, 
are more effective in checking inflationary pressures as they apply to minerals 
than all the proposed hearings under S. 215. 

This bill, by imposing governmental restrictions on the determination of cer- 
tain prices by normal market forces, constitutes a far-reaching threat to our 
free economic system. It is without precedent in our history. 

True, in times of war, Congress has imposed price controls, but these have 
applied generally and have been coupled with controls over wages and other 
costs, thus recognizing that price ceilings are unfair and inequitable unless 
pressures for higher wages and other costs are simultaneously brought under 
control. But in time of peace Congress has never to our knowledge attempted, 
in the manner provided in this bill, to encroach upon the freedom of particular 
segments of the economy to make their own price decisions as changing con- 
ditions require. It is precisely through legislation such as this that the 
adaptability and flexibility which are the great strengths of our economic 
system, are being whittled away. We respectfully urge you to examine, with 
all the care such an unprecedented proposal requires, the premises upon which 
this bill is based. These premises are, we believe, wholly unsound. 

The bill states that Congress “believes” that inflation will be checked if the 
price policies of “a few dominant corporations” are publicly reviewed in hear- 
ings before the Federal Trade Commission before increased prices for their 
products are made effective. But this “belief” ignores the fact that inflation 
is not a simple economic phenomenon attributable to any such single cause. 
Inflation, as that term is commonly used, is the result of a multiplicity of fac- 
tors—population growth, local, State, and Federal spending, union demands for 
higher wages, Federal monetary and fiscal policies, industrial expansion, recur- 
rent waves of confidence—to mention but a few of the more important. The 
theory that the inflationary forces generated and propelled throughout the 
entire economy by these factors can be held in check by requiring “a few domi- 
nant corporations” to make “public justification” (both the meaning and the 
implication of which is unclear) before increasing their prices, seems to us to 
be absurd. 

The assertion in the bill that it “supplements” the antitrust laws raises more 
questions than it answers. In the half-century of their existence the antitrust 
laws have never been applied to require individual companies to “publicly 
justify” increases in their prices which are the result of causes completely 
outside the scope of those laws. Other questions regarding the objectives of 
the bill are raised by references in it to “industries so heavily concentrated that 
monopoly or the threat of monopoly is present” and to “lines of commerce in 
which 50 percent or more of the total annual sales in the United States are 
made by eight or less corporations” in connection with the determinations to 
be made by the Federal Trade Commission. For example, would not determina- 
tions made by the Commission under the bill be regarded as, in effect, findings 
that monopolies or threats of monopolies exist? Is it proper for Congress to 
delegate to the Commission the making of such determinations without prescrib- 
ing standards and procedures to protect the rights and interests of the individual 
corporations involved? Would not the imposition of the burdens of this legis- 
lation upon some corporations but not others be an unfair discrimination against 
the former? 

Indeed, although checking inflation and supplementing the antitrust laws are 
the objectives referred to in the bill, the consequences would be to undermine 
the very corporate profits which provide one of the most dynamic factors in 
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the Nation’s economy—by keeping prices charged by certain corporations below 
the levels which would be fixed by the normal operation of market forces. 

In addition to these shortcomings, the bill would impose intolerable burdens on 
both the governmental agencies concerned and on industry. From the govern- 
mental side, the bill appears to be administratively unworkable. Even if an army 
of manpower were made available to the Federal Trade Commission, it could not 
hope to carry out responsibly and within the prescribed time limits the func. 
tions assigned to it under provision of the bill—establishing the lines of com- 
merce and the corporations subject to the bill, conducting public hearings on 
every price increase proposed by those corporations, making periodic reports to 
Congress, etc. Similarly, the corporations affected would be put to great 
expense and burden in preparing and presenting information at the hearings, 
all for the purpose of submitting the factors justifying a price increase to 
a public forum where price increases will automatically be unpopular whether 
economically justified or not. 

Speaking for the U.S. mining industry, which produces commodities in which 
the competition for markets among domestic producers and between domestic 
and foreign producers is worldwide and becoming more intensive each year, we 
most strongly urge your subcommittee not to approve the bill. One has only to 
remember the wide fluctuations, down as well as up, in the prices of metals and 
other mineral commodities during recent years to realize the vigor and strength 
of the forces of competition affecting the extractive industries. These forces, 
which include not only competition from low-cost foreign producers but also 
worldwide competition among different metals and minerals, and between 
minerals and nonmineral substitutes, will continue in the future to do far more 
to check inflationary pressures than the countless hearings which S. 215 would 
require. 

Sincerely yours, 
AMERICAN MINING CONGRESS, 
JULIAN D. Conover, Hxvecutive Vice President. 


STATEMENT OF CELANESE Corp. OF AMERICA, IN OPPOSITION TO §S. 215 
(By Lawrence 8S. Apsey, General Attorney ) 


This statement is filed on behalf of Celanese Corp. of America in opposition 
to 8. 215. Celanese is engaged in the manufacture and sale of fibers, chemicals 
and plastics. Annual sales for 1958 totaled $223,708,844. The company has 14 
plants and three laboratories, owned directly or through subsidiaries in the 
States of New York, New Jersey, Maryland, Virginia, West Virginia, North 
Carolina, South Carolina, Georgia, and Texas. If the phrase “any line of 
commerce” in 8. 215 is intended to apply to any product line, the great majority 
of our products in each of the three fields in which we are engaged will be 
covered by the bill, if enacted. 

Manufacturing and selling, as we do, over 80 different products, our company, 
if S. 215 were enacted, would need to assign a substantial staff to spend probably 
all of its time preparing for hearings before the Federal Trade Commission when- 
ever price increases were contemplated in any one of most of our 80 products. 
Since a great many other companies sell many more products than we do, it is 
apparent that the burden of such legislation on industry generally would be 
terrific. Hence, it is easy to see why companies like ours are gravely concerned 
about any such proposal. The general public should also be concerned, since the 
task of the Federal Trade Commission in the conduct of hearings covering all 
price increases in all product lines covered by this bill would be stupendous. We 
do not think it extravagant to speculate that the additional staff required would 
at least double the personnel now employed by that Commission. 

Our concern, however, is more basic than the mere burden which the legis- 
lation would impose upon us. It seems clear that the proposal is in effect an 
indirect form of Government price control which would actually affect all 
businesses, big and small, including those not directly covered, would interfere 
with the operation of the law of supply and demand and prevent the needs of 
consumers from determining the growth of our economy. In short, it would, in 


the name of checking inflation, substitute a planned economy for the free- 
enterprise system. 
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In explanation of these conclusions, we would first like to point out how this 
bill would control pricing in the entire national economy. The bill states in 
its preamble that Congress believes that inflation will be checked if the pricing 
policies of a few dominant corporations are publicly reviewed before increased 
prices may be made effective. The coverage of the bill under section 3, however, 
is much broader. For example, it appears from a report entitled “Concentration 
in American Industry,” submitted to your committee in 158, that there are 
636 products in which 50 percent or more of the shipment are accounted for by 
the eight largest companies in the 1954 Census of Manufactures. It is quite 
apparent that the number of products in which 50 percent or more of shipments 
are accounted for by any eight companies will be tremendously greater. Many 
of the products, of course, finds their way into other products. Others are sold 
to wholesalers, resold to retailers, and again resold to consumers. Thus, the 
prices of these products affect the prices of many other products and at many 
different levels of the economy. In fact, the interrelationship of segments of 
industries in our economy is so close that an attempt to control the prices of 
one segment will necessarily affect others in a degree which will necessitate the 
spread of price control to other segments. This tendency will be further 
accentuated by the fact that smaller companies are never able to command 
higher prices for their products than those at which the leading sellers are 
willing to sell; and if prices of the larger sellers are kept under Government 
control, this will put a ceiling also on the prices of all of their competitors. 

Let us now consider how the bill would interfere with the power of consumers 
to determine the growth of our economy. It is axiomatic that the economy of 
free enterprise is based fundamentally on service to the consumer; and the 
mechanism by which the consumer requires satisfaction of his wants is the 
operation of the law of supply and demand. If a new product which has been 
produced at great expense is wanted so much by consumers that they are willing 
to pay a high price to obtain it, this enables the producer to sell it at a profit, 
which increases the supply by encouraging other producers to make the product 
and by enabling the original producer to obtain the economies of mass production. 
These two factors normally result in reducing prices, which in turn increases the 
demand. Examples of products which have followed this pattern after their 
original introduction into commerce at very high prices are nylon, radio and 
television sets, aluminum, refrigerators and countless other products of common 
household use. If manufactures realize that once they have reduced a price it 
cannot be increased again without a costly and involved procedure, including 
disclosure of cost figures to their competitors, they will be very reluctant ever 
to reduce prices. The process by which costly new inventions have ultimately 
been made available at mass production prices will thus be seriously impeded, if 
not destroyed. Certainly, price changes will thus be rendered much less flexible 
and the consumer will lose much of the control he now possesses over what price 
he should pay for goods and what goods will be produced in greatest volume. 
It is realized, of course, that the bill does not purport to forbid any price in- 
crease; but when a company considers the necessity, which the bill involves, 
of disclosing its cost data to its competitors, of subjecting the thinking of its 
management to public review and “second guessing” by Government agencies and 
on the floors of Congress, it will probably delay requests for needed price in- 
creases until the last possible moment. No doubt, this is a result which the 
proponents of the bill are seeking; but they have failed to reckon with the 
inevitable concomitants. Not only may the largest companies jeopardize their 
financial soundness by waiting too long before making price moves; but this will 
have a fatal effect on their smaller and often less efficient competitors who 
cannot sell at prices in excess of those of the larger companies. When the 
large companies stretch their resources to the limit, the tendency will be to cause 
many smaller and less efficient companies to fail. 

Buyers, moreover, Will be artificially encouraged to purchase greater quantities 
during the waiting period before an announced price increase goes into effect, 
with the result that they will be overstocked and will resume buying at the 
increased price only after long delays. This lack of stability in demand will 
tend to cause additional failures among marginal companies. Thus, the net effect 
Will be to increase concentration in industry and inflexibilty of prices. 

The importance of not being required to reveal information relating to costs 
and profit margins to competitors cannot be overemphasized. It is clear that if 
these details are known to a company’s domestic competitors, this makes it pos- 
sible for them to forecast with accuracy just how low they must go in their own 
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pricing and how long loss sales must be continued in order to put their competitors 
out of business. The disclosure of such data puts in the hands of the strongest 
competitor an easy blueprint for destroying all of his rivals and becoming the 
sole producer. With respect to foreign competitors, this would be a tool to 
eliminate the domestic producer from his own market. It would permit the op- 
eration of foreign productive capacity to the fullest extent, through sales of sur- 
plus in this country at prices accurately determined from the cost data of 
domestic producers to be the maximum prices which domestic industry cannot 
meet. 

Of course, we concur in the objective of the bill to find an effective curb on in- 
flation. The difficulty with the approach, however, lies in the fact that the bill 
attacks only a symptom of the problem; namely, prices, rather than the cause: 
namely, increased costs. With labor in a position to impose wage increases 
greater than increases in productivity, and with the imposition of ever-increas- 
ing taxes, both of which affect the price of raw materials, manufacturers are 
being forced to increase their prices in order to survive. It is submitted that the 
problem must be attacked as a whole and not by singling out one symptom, like 
prices, and trying to apply the brakes at that point. 

We believe enough has been said to make it clear that the approach to the 
problem of inflation proposed by 8. 215 is ill conceived and would only defeat its 
purpose by jeopardizing the economy which we seek to protect. We recommend 
that this committee defer all action on this proposal until the Joint Economic 
Committee, recently established by Congress to make a comprehensive study of 
our economy, has completed its work. This study will doubtless shed more light 
on the problem and facilitate a more comprehensive solution. 


STATEMENT OF AXEL H. ANDERSON, PRESIDENT, Binp & Son, INc., East 
WALPOLE, Mass. 


Bird & Son, Inc., while by no standard a very large corporation nor one re- 
motely approaching a monopolistic position or control in any of the segments of 
trade which it serves, does have capital, surplus and undivided profits substan- 
tially in excess of $10 million, and in at least two of the major lines of commerce 
in which it is engaged (asphalt roofing and hard-surfaced floor covering) it is 
probable that 50 percent or more of the total amount of sales in the United 
States are made by eight or less corporations. Under these circumstances it 
seems clear that it would be directly céncerned with the impact of this proposed 
legislation. 

One of those lines of commerce, asphalt roofing and allied building materials, 
will illustrate the unfortunate effects this bill, if enacted, would be likely to 
have on the industry and individual companies. In this particular industry 
there is under normal conditions an excess of productive capacity over demand, 
and it is relatively easy for a new smaller company to set up a single-machine 
plant and compete aggressively in a local market. Competition among manu- 
facturers, large and small as well, is intense, pricing inclines to be very close, 
and profit margins over substantial periods of time very narrow. After 4 
period when competitive pressures have driven the price structure and return 
to particularly unsatisfactory levels, if any relenting in the pressure is signaled 
by a move upward by any significant competitor, it is imperative to the other 
companies serving that market to move to take advantage of the rise as 
promptly as possible. If all companies with net worth in excess of $10 million 
could only move upward after a 30-day notification to Government agencies, and 
smaller companies could not move up because of inability to command a premium 
in price on such a product over major competitors, as would certainly be the 
case, but anyone large or small could introduce price reductions without notice 
or waiting period of any kind, the inevitable effect would seem to be a sub- 
stantial retarding of the upward cycles in price, with no corresponding drag 
on the downward ones that almost always intervene in this industry; and the 
net effect, an artificial depressant on price levels. What is particularly dis 
turbing is that the largest companies could stand this better than the medium 
sized and smaller ones. Although on superficial thought it might appear that 
such a price depressant influence was in the public interest, it surely wouldn't 
be seriously contended that it was if the effect was to make it more difficult 
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for the smaller companies to survive, and for the largest ones to outlast them 
so as to gather in more of the market. Such a result would be antithetical to 
the stated purpose of 8S. 215. 

Entirely apart from the effect of the proposed legislation on this particular 
company, there are compelling general reasons why it appears to contravene 
fundamental principles that underlie the strength of our privately owned, com- 
petitive form of economy. 

1, Although concern over price inflation is properly widely shared, the best 
way to meet it is to release and protect the competitive forces that make our 
economic system function, not further to hamper them. Aggressive enforce- 
ment of the antitrust laws to curb monopoly power and prevent collusive or 
noncompetitive fixing of prices, together with appropriate legislation to reduce 
or eliminate the power of labor leaders to create artificial shortages of labor 
and prevent more free availability of competitive sources of labor followed by 
strict enforcement of such legislation, would go a long way to solve the concerns 
over inflation, and in a manner utilizing the strengths of our system, not 
thwarting them. 

2. S. 215 is essentially a halfway measure, which is neither fish nor fowl. 
It approaches price regulation without quite having the courage to adopt it. 
It would be more honest to face the issue squarely and insert initially the 
express provision that prices cannot be raised unless justification is shown to 
the satisfaction of the designated authority. The provision that the Federal 
Trade Commission and Attorney General shall in their semiannual reports sub- 
mit “recommendations, if any, for additional action” (section 6) is an indica- 
tion that this further and ultimate step is contemplated. Were it in, the 
issue of applying public utility concepts to every company having a net worth 
in excess of $10 million in over 600 industrial product lines or groups (see 1957 
report of Senate Subcommittee on Antitrust and Monopoly) would be squarely 
presented, and there would, as the sponsors recognize, be less question as to 
the fate of the proposal. The insidious aspect of the present bill lies in its 
opening of the door in that direction without the honesty or courage squarely 
to present the issue from the beginning. 

8. No one can predict at the present time the volume of paperwork that this 
bill would place upon the governmental ‘agencies concerned, and upon the busi- 
ness firms affected. But it seems apparent that it would be tremendous. If 
over 600 industry product lines are affected, there cannot be less than tens of 
thousands of companies which will be directly covered. The volume of notices, 
processing, hearings and reports will necessitate increased staffs for the govern- 
mental agencies involved, and will inevitably substantially increase taxes, and 
also both directly and indirectly costs to every business concern involved, and 
80 the very prices which it is the purpose of the bill to hold down. If there 
were teeth in the measure and some authority to restrict price increases, and 
no alternative means of dealing with price inflation, some might conscien- 
tiously argue that the proposal was necessitated by the serious threat of 
inflation to our Nation and the free world. But there are alternative approaches, 
and the measure has no teeth anyhow, and the only result would be (unless as 
suggested the sponsors have in mind later slipping in the teeth) a tremendous 
increase in bureaucracy, taxes and costs to business firms, and so in the end 
aos additional load on the American people, with no constructive result 
whatever. 

‘ We most strongly urge an unfavorable report and unfavorable action upon 

. 215. 


StareMENtT IN Oprosrrion To S. 215 oN BEHALF OF MEMBERS OF INSULATION 
BoarD INSTITUTE 


This statement is submitted on behalf of the members of the Insulation Board 
Institute in opposition to 8. 215. 
The institute is a voluntary trade association whose members, manufacturers 
of insulation board products, are the following companies: 
Abitibi Corp. 
Armstrong Cork Co. 
Barrett Division, Allied Chemical Corp. 
The Celotex Corp. 
Certain-teed Products Corp. 
The Flintkote Co. 
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Insulite Division of M. & O. Paper Co. 
Johns-Manville Sales Corp. 

Kaiser Gypsum Co. 

Masonite Corp. 

National Gypsum Co. 

Pioneer Division of Flintkote Co. 
Simpson Logging Co. 

United States Gypsum Co. 

Wood Conservation Co. 

While the institute has no figures as to individual member’s annual sales of 
any product, the institute’s 15 members produce over 95 percent of the insulation 
board products sold in this country, according to compiled total sales figures, 
From this and the fact that it takes a very substantial plant investment to 
produce insulation board, it would appear that manufacturers of insulation 
board products would be affected by S. 215. 

Insulation board products include exeterior sheathing, used extensively in 
home construction; tile, plank, and building board, used on interiors of homes 
and other types of buildings; roof insulation and form board used in the con- 
struction of built-up roofs; and miscellaneous other products, such as acoustical 
tile, core board, from which insulating siding is made, wall board, shingle backer, 
and utility board. Production facilities for these products are located in the 
States of Washington, Oregon, California, Montana, Texas, Louisiana, Missis- 
sippi, Florida, Georgia, Virginia, New Jersey, Rhode Island, Maine, Pennsyl- 
vania, Michigan, Iowa, Wisconsin, Minnesota, and in Hilo, Hawaii. 

Our members are opposed to 8. 215 on several grounds. First, they object to 
the assumption that a few corporations are responsible for inflation. The prob- 
lem of inflation cannot be so neatly pigeonholed. The program of organized 
labor to seek ever greater benefits without corresponding increases in the goods 
and services produced by the labor force they represent cannot be ignored in 
any comprehensive study of the causes of inflation. Nor can Government expen- 
ditures be overlooked. Without even debating the questionable assumption of 
whether the corporations referred to have contributed anything of substance to 
the inflation we have experienced, any legislation designed to check inflation 
but overlooking all other factors cannot hope to accomplish its stated goal. 
This bill can be no more sound than the premise upon which it is based. Since 
its premise is invalid, further consideration of S. 215 by the committee should 
be unnecessary. 

Secondly, our members do not believe that the type of reporting contemplated 
by S. 215 will have any tendency to dfscourage price increases, but on the con- 
trary believe it would have several adverse economic effects. Apparently, the 
intention is to rely upon publicity to shame industry into foregoing price in- 
creases. That such will be the effect is far from realistic. Price increases are 
never kept secret. The seller is always faced with justifying his price increase 
before the toughest judges in the world—his customers. ‘What will be the buyer 
reaction?” is a problem with every price increase. Whether Congress or the 
press or the Federal Trade Commission approve or disapprove as an abstract 
matter, unless some law is violated, is far less significant than customer reaction. 
The customer knows the prices, usually knows them in advance and expects an 
explanation which inevitably is forthcoming. What more can legislation such 
as S. 215 accomplish? 

Certain more filing space in Washington would be needed for the reports and 
more filing clerks required; more staff to prepare reports for Congress, and 
conduct the hearings; more work and hence more expense for the seller. None 
of these accomplishments can be expected to check inflation, but rather tend to 
increase business costs, Government costs and taxes, and inevitably prices must 
tend to increase accordingly, thus adding to rather than reducing inflationary 
pressures. 

Furthermore, if this legislation is really expected to accomplish its stated 
objective, it must be viewed as an indirect imposition of price controls. It is 
referred to as a supplement to the antitrust laws. If Members of Congress feel 
that antitrust laws are insufficient, then forthright amendments should be pro- 
posed to strengthen them. If Members of Congress feel that price controls are 
hecessary, then legislation should be introduced which is clearly so labeled. 
This would give a fair opportunity for all who are interested to comment on 
clear-cut basic issues. S. 215 at most is an attempt by indirection to accomplish 
a form of price control, a concept completely contrary to basic American eco- 
nomic principles. 
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If this bill is not an attempt to control prices by congressional action, it is 
meaningless legislation. No branch of the Government should be asked to 
budget for the administration of such legislation and the taxpayers should not be 
asked to finance it. On the other hand, if price controls are desirable the issue 
should be placed squarely before the American people for their decision. 

Finally, the language of the bill is not sufficiently precise, nor the scope of 
the bill sufficiently well-defined, to convey a clear understanding of exactly 
what the bill contemplates. The key phrase, “line of commerce” is not defined. 
Rather the Federal Trade Commission is charged with the responsibility of 
“determining the lines of commerce and the corporations to which this section 
applies.” Presumably the FTC will have no legislative authority but simply 
the clerical responsibility of making up a list of the corporations covered. If 
every single product manufactured and sold in this country is considered to 
be a separate “line of commerce” the FTC’s task would be overwhelming. 

Yet there are no standards by which the FTC can do other than consider 
each product as a separate “line of commerce.” If products are to be grouped 
together in a single “line” there is no criteria by which the FTC may determine 
where a product falls. 

It is uncertain from the language in section 3 whether only the eight cor- 
porations must report price increases or whether the language “included in 
such group” means all of the corporations in any line of commerce where eight 
or less account for 50 percent of the sales. 

The problem of which price increases are to be reported is even more cun- 
fusing. ‘The increases in price referred to is nowhere defined in the bill. Freight 
rate increases may affect the price paid by a customer for products which are 
sold f.o.b. mill. In some instances sales and use taxes imposed by the States 
must be added to the price of the product as a matter of law. Active price com- 
petition which the anti-trust laws generally are designed to encourage can mean 
frequent fluctuation in price. Does the bill mean that a seller who lowers his 
price in lawful, active price competition may not raise his price to the former 
level without the notification called for by the bill? If this is the intent, S. 215 
may actually discourage price competition and lowering of prices while having 
no retarding effect whatsoever on inflation. 

In section 4 of the bill the corporation reporting may be examined with respect 
to the “justifiability” of the proposed increase. The FTC must investigate the 
“impact of such increase upon competition and the economy of the Nation”. No 
standards are included in the bill by which justifiability is to be measured. 

The determination of the impact of price increases upon the Nation’s economy 
poses economic problems so broad and complex that few comprehensive investiga- 
tions actually could be undertaken. 

Thus in brief summary, in the opinion of our industry the problems and po- 
tential adverse effects which this legislation would create are extensive, with the 
hope of any significant accomplishment in checking inflation almost nonexistent. 
We sincerely urge the committee not to report out S. 215. 

Thank you for consideration of our views. 

INSULATION BOARD INSTITUTE 
By CuHaries M. Gray, Manager. 


ACME PRECISION Propucts, INc. 
Dayton, Ohio, April 16, 1959. 
Hon. Esters KEFAUVER, 
Senate Office Building, Washington, D.C. 

Dear Sir: I wish to file this protest against Senate bill 215, the O’Mahoney 
Price Notification bill. 

Although we are classified as small business, this bill would, in my opinion, 
cause a great deal of harm to us and other small businesses. 

It is completely unreasonable, in peacetime, to have a third party control or 
regulate the price of an industrial product, unless it can be established clearly 
that the product in question is a monopoly. 

This bill would, in many instances, prevent large companies from raising prices 
that are justified by higher costs. That, in effect, would ruin small business 
which could not survive under the frozen price structure. This would in effect, 
te big business an important and deadly club that could be used in restraint of 

ade, 
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Inflation has been brought about largely by wage increases in excess of produc. 
tivity and by unnecessary and wasteful Government expenditures, particularly at 
a time when business was booming and demand for goods high. 

This bill is effectively playing into the hands of labor union leaders, socialists, 
and Communist sympathizers who would destroy our private enterprise system 
and every real American should oppose it. 


I request that this protest be included in the record of testimony on this bill, 
Very truly yours, 


EK. FRANKLIN Hatcu, President. 


COMMERCE AND INDUSTRY ASSOCIATION OF NEW York, INC. 


New York, N.Y., April 17, 1959. 
Re 8. 215, O’Mahoney. 


Hon. Estes KEFAUVER, 


Chairman, Subcommittee on Antitrust and Monopoly Legislation, 
Senate Office Building, Washington, D.C. 


DeAR SENATOR KEFAUVER: Commerce and Industry Association of New York, 
Ine. opposes the enactment of subject bill calling for prior notice of price in- 
creases and opening the business firms involved to public hearings at which they 
could be required not only to state the reasons for the increase but also to 
justify their action in its relation to the Nation’s economy. 

Our objections are basic and need no detailed explanation. The measure, in 
our opinion, is the most thinly veiled price control and inevitably would lead 
to Government controlled economy in our country. 

It is respectfully requested that this communication be made a part of the 
record of the hearings scheduled to commence on April 22. 

Sincerely yours, 


THOMAS JEFFERSON MILEY, 
Executive Vice President. 


FRANK HupsON STEEL AND WIRE Co. 


Tulsa, Okla., April 20, 1959. 
Hon. Senator Estes KEFAUVER, 


Senate Office Building, 
Washington, D.C. 


DEAR HONORABLE KEFAUVER: I am writing you concerning my views on the 
O’Mahoney bill (S. 215) that would require certain business firms of the United 
States to notify the Government concerning increases of prices 30 days in 
advance. 

I think this is a wrong kind of bill to be passed in Washington. I under- 
stand Oklahoma does not have a Congressman or a Senator on this committee; 
otherwise, I would be writing direct to them. 

I have been selling steel goods for the past 50 years in a wholesale way, and 
have purchased from practically all of the big steel corporations, and think this 
bill would be hurting my business, and would affect every concern in the United 
States, large or small. You know the large steel companies have been working 
in the best manner possible for the past 50 and 100 years to build up what they 
have now, and it is no time to interfere and try to control their affairs, when 
their efforts have been for the public’s interest. This was undertaken during 
World War II; however, it failed. If this bill is passed, I believe it would please 
the labor unions very much, and you know they have been working for it for some 
time. What we do need now is a control on the amount of barbed wire, nails, 
fencing and other steel goods, or a tariff on same to protect the American manu- 
facturers. Half of the barbed wire machines are idle now on account of cheap 
material coming from other countries. Please understand that I am strongly 
against this interference and passage of this O’Mahoney bill (S. 215). 

Trusting you will show this letter to other Senators that are in opposition to 
this, and allow them to use my views on same. 

Thanking you, I remain 

Yours very truly, 


FRANK Hupson. 
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CALIFORNIA FERTILIZER ASSOCIATION, 
San Marino, Calif., April 20, 1959. 
Senator Estes KEFAUVER, 
Chairman, Subcommittee of Senate Judiciary Committee, 
Washington, D.C. 


DeAR SENATOR KEFAUVER: S. 215 would, if enacted into law, have a deleterious 
effect upon the business life of this country. We do not believe that the American 
people as a whole look upon bigness in business all by itself as being opposed 
to the public interest. 

On the contrary, we had something to do with bringing new War Production 
Board directives to the attention of the persons to be most directly effected during 
World War II, and we vividly recall that the national administration cited 
many of the large concerns as well as a great many smaller ones for efficiency 
in war production. This teamwork went far toward winning the war, and we 
can see no reason why an important segment of our economy should be harassed 
to this extent. 

Our association represents the smaller concerns in our industry to a far greater 
degree than it does the larger ones. Under long-established policy, we oppose 
undue restriction upon the business community, which alone provides jobs and 
economic substance. We urge the subcommittee of the Senate Judiciary Com- 
mittee which will soon hold hearings on 8. 215 to reject it as being opposed to 
the public interest. We ask that this letter be made a part of the subcommittee 
record. 

Sincerely, 
SipnEY H. Bierty, General Manager. 


COMMITTEE ON TRADE REGULATION, THE ASSOCIATION OF THE BAR OF THE 
City oF NEw YorRK 


REPORT ON BILL TO REQUIRE NOTIFICATION OF PRICE INCREASES (8. 215) 


The Committee on Trade Regulation submits this report in opposition to S. 215 
(86th Cong., Ist sess.). S. 215 was introduced by Senator O’Mahoney on January 
12, 1959, and referred to the Senate Committee on the Judiciary. The bill pro- 
poses “lo supplement the antitrust laws of the United States by requiring that 
corporations, in industry so heavily concentrated that monopoly or the threat of 
monopoly is present, file advance notice and make public justification before 
effectuating price increases.” Section 3 of the bill provides as follows: 

“In any line of commerce in which 50 percent or more of the total annual 
sales in the United States are made by eight or less corporations, including their 
respective subsidiaries and affiliates, no corporation included in such group, and 
having capital, surplus, and undivided profits in excess of $10 million, shall in- 
crease the price of its product in such line of commerce until the expiration of 
a waiting period of 30 days after delivery of notice of a proposed price increuse 
to the Federal Trade Commission, the Attorney General, the Speaker of the 
House of Representatives, and the President of the Senate for publication in the 
Federal Register and the Congressional Record. Within 90 days after the enact- 
ment of this law, the Federal Trade Commission shall determine the lines of 
commerce and the corporations to which this section applies, and shall make such 
revisions of its determinations from time to time as the public interest requires, 
and shall publish such determinations in the Federal Register.” 

Section 4 provides that the required notice “shall include a description of the 
commodity or commodities to which any increase is to be applied and shall set 
forth the extent and the proposed effective date of such increase.” The Federal 
Trade Commission is required to call a public hearing within 30 days after such 
notice has been given at which hearing “it shall be the duty of the Federal Trade 
Commission and the Attorney General to examine such corporation with respect to 
the reasons for and the justifiability of the proposed increase and to take testi- 
mony on the impact of such increase upon competition and the economy of the 
Nation.” Section 5 of the bill gives the Federal Trade Commission and the At- 
torney General authority (as provided in 15 U.S.C. secs. 49, 50) to require the 
attendance of witnesses and the production of documents. Section 8 of the bill 
provides penalties in the form of fines for failure to give notice; further penalties 
in the form of fines, imprisonment, and treble damage suits are provided against 
any corporation or its employees who take punitive action against individuals 
providing testimony in connection with such price increases. 
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The committee is opposed to the proposed legislation and recommends against 
its enactment, for the following reasons: 

(1) The proposed bill would represent an extraordinary expansion of goy- 
ernmental authority over the conduct of business in this country. It would 
confer upon the Government (a) the right to require advance notice of all price 
increases to fall within the coverage of the act, (b) the right to sweeping dis- 
covery into “the reasons for and the justifiability of the proposed increase”, 
presumably including information as to costs and operating statistics, and (c) 
the right to conduct broad-scale public investigations of all such price increases, 
Although the bill purports to apply only to “industries so heavily concentrated 
that monopoly or the threat of monopoly is present”, the reference to “any line 
of commerce” as the benchmark for such determination indicates that the ap- 
plicability of the bill would be wide-ranging. 

(2) The proposed bill would pose serious problems for, and occasion hardship 
and inconvenience to, many business concerns. The committee notes that, by its 
authorization of public hearings and broad discovery, the bill would deter many 
corporations from wholly legitimate price increases. The committee will not 
endeavor to analyse the proposed legislation from an economic viewpoint except 
to note the following: 

(a) The bill would tend to “freeze”, and subject to governmental con- 
trol, price patterns and behavior within each industry to which it would 
apply ; 

(b) Passage of the bill would tend to increase, rather than decrease, 
rigidity of prices, since few concerns would be willing to decrease prices 
(except for the most compelling reasons) if prices were thereafter to be 
frozen by reason of the bill’s operation ; 

(c) By its provision for a waiting period, the bill could interfere seriously 
with seasonal variations in demand and maximize buildups in inventory 
during any waiting period; 

(d@) Presumably, the ability of a small firm to take advantage of price 
moves by majors in its industries would be further impeded; the time lag 
could prove particularly costly for such a firm. 

(e) The waiting period provision could prevent a concern, which had 
announced a price increase of a certain amount, from modifying its plans 
in response to changed market conditions. 

(3) The bill purports to provide no penalties for price increases, but the 
committee believes that the operation of the bill would provide sanctions in the 
form of extensive investigations and publicity for those concerns which seek 
price increases. The committee believes that the bill’s provision for penalties 

for noncompliance are undesirable in view of the generality of the bill and its 
indefinite applicability “in any line of commerce.” The committee further con- 
siders that the bill will encourage needless and pointless litigation by its provi- 
sion for treble damage suits. 
CONCLUSION 


The committee is convinced that the proposed bill would seriously injure and 
impair the operation of our competitive economy, would require the Federal 
Trade Commission and the Attorney General to devote much of their time and 
effort to activities of doubtful utility, and would occasion drastic hardship for 
many concerns. The committee therefore recommends against the passage of 
the proposed bill. 

Respectfully submitted. 

Committee on Trade Regulation: E. Nobles Lowe, Chairman, Roy E. 
Abraham, Edgar E. Barton, Joseph W. Burns, John D. Calhoun, 
John H. Clark III, David G. Gill, Malcom A. Hoffmann, Edward 
F. Johnson, Mary G. Jones, Byron E. Kabot, George N. Lindsay, 
Jr., Gilbert S. McInerny, Charles W. Merritt, Alan Palwick, 
Gerard Swope, Jr. 


NORTHWEST CANNERS AND FREEZERS ASSOCIATION, 
Portland, Ore., May 18, 1959. 

Hon. Estes KEFAvveER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

Dear Mr. Keravuver: This letter is written to inform you of the opposition 
of the members of the Northwest Canners and Freezers Association to the 
adoption of Senate bill 215. We are a trade association of 63 firms in Oregon, 
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Washington and Idaho whose packs of canned and frozen fruits and vegetables 
constitute about 90 percent of the total volume of such products in these States. 

In our opinion, this bill would strike at the very heart of competition in our 
industry. The highly seasonal nature of the canning and freezing industry, 
and the large percertage of the processors—in number—who are medium and 
small in size, require the utmost flexibility in the sale of our products. The 
effects of the required waiting period for the larger companies would be espe- 
cially burdensome on these smaller companies whose price adjustments would 
be delayed pending public hearings of larger competitors, customers or suppliers. 
Marginal companies, small or large, could be placed in financial jeopardy 
through a 30-day delay in needed price increases. 

While we see a particularly harmful effect of the proposed legislation on our 
industry, we believe that the undue and unwarranted restriction of normal 
competitive influences through a new type of Federal control would be harmful 
to the free enterprise system of the country as a whole, bringing about drastic 
changes which are contrary to the precepts under which our economy has flour- 
ished and become great. 

We urgently request that S. 215 not be favorably reported by your sub- 
committee. 

Respectfully yours, 
C. R. Tuttrey, Evecutive Vice President. 


MAN-MADE FIser PRODUCERS ASSOCIATION, INC., 
New York, N.Y., May 19, 1959. 
Re: S. 215. 
Subcommittee on Antitrust and Monopoly of the Senate Committee on the 
Judiciary, Washington, D.C. 

GENTLEMEN: This statement is presented in opposition to 8. 215 on behalf of 
Man-Made Fiber Producers Association, Inc., representing the principal domes- 
tie manufacturers of man-made fibers, an industry in which the price index of 
its products has steadily declined while wholesale and consumer price indices 
of the Bureau of Labor Statistics on all commodities have shown steady 
increases. 

While we recognize that inflation is undermining the purchasing power of the 
Nation and that the peace of the world may depend on checking such inflation 
to stabilize as promptly as possible the purchasing power of the dollar, it is 
respectfully submitted that the concentration in any industries of 50 percent 
or more of the total annual sales in eight or fewer corporations is not a cause 
of inflation and no attempt to impose controls or surveillance, however brief 
or indirect, on such corporations will effect any control on inflation. 


PRICE HISTORY OF THIS INDUSTRY 


Although this industry has, as shown by the Wholesale.Price Index published 
by the U.S. Department of Labor, Bureau of Labor Statistics, been selling its 
products at average prices considerably lower than in 1951, eight companies 
account for more than 50 percent of the industry’s total annual sales. Notwith- 
standing increase in Federal, State, and local taxes and in wages, the wholesale 
price index of the Bureau of Labor Statistics for the products of this industry 
has shown, with minor exceptions, a decline since 1951. Based on the index of 
100 for the years 1947-49, the Bureau shows a wholesale price index for the 
products of this industry as follows: 


1951 average 109.7 |1956 average 
1952 average 107.2 |1957 average 
1953 average 104.6 | December 1958 
1954 average 104.3 | March 1959 
1955 average 


Thus, although there is a concentration of sales in eight or fewer corporations, 
the price history of this industry is an example of the classic law of supply 
and demand rather than of so-called administered prices. 

A copy of a chart showing these figures in comparison with the Consumer 
Price Index and the Wholesale Price Index of all commodities based on the 
data published by the Bureau of Labor Statistics of the Department of Labor 
appears on the following page. 
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This industry is a combined chemical and textile industry and the price history 
above given occurred in a period in which the rate of hourly wages of textile 
mill labor as defined by the Bureau of Labor Statistics to exclude apparel and 
related finished goods ready for end uses rose from $1.33 in 1951 to $1.56 in 1959 
and the rates of hourly wages in the chemical and allied products industry rose 
from $1.63 in 1951 to $2.36 in 1959. 

Had this law been in effect when the wholesale price index for this industry 
rose from 104.3 in 1954 to 105.6 in 1955 or when the index rose from 100.0 in 
1956 to 101.6 in 1957 or in the early months of this year when the index rose 
frome 100.1 to 100.4, very insignificant changes, the corporations would have 
suffered considerable expense and injury by being forced to defer a price increase 
for 30 days, to justify the price increase, and to reveal costs and all other data 
which the Federal Trade Commission and the Attorney General might have 
considered relevant to the inquiry. 


ADMINISTERED PRICES 


The bill is based on the false premise that, where eight or fewer companies 
make 50 percent of more of the total annual sales in any line of commerce, there 
is a concentration so heavy that monopoly or threat of monopoly is automatically 
present and that the prices of the products of such corporations are administered 
(although the bill does not use the term “administered prices”), an unsupported 
assumption already rebutted by the facts above given in the case of this industry. 
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The bill attempts to avoid all burdens of proof required in order to establish 
monopoly, restraint of trade, or even actions tending toward monopoly or re- 
straint of trade but assumes that such conditions exist without establishing any 
grounds for the basis of such assumptions. 

The history in our own industry shows that, while the entire sales of acetate 
staple fiber were made by only two companies, the wholesale price index of that 
commodity as reported by the Bureau of Labor Statistics fell to 77.8 in Decem- 
ber of 1958 from 103.7 in 1951. In the case of nylon staple, now produced by 
only four companies and never produced by more, the wholesale price index of 
the Bureau of Labor Statistics fell from 112.9 in 1952 to 85.8 in March 1959. 

The considered view of competent economists is that— 

(a) administered prices is a vague and almost meaningless concept; and 
(b) administered pricing power has no causal relationship to inflationary 
pressures in our economy. 

These points are illustrated by the following excerpts from the study pre- 
sented by Walter D. Fackler to the Joint Economic Committee on “The Rela- 
tionship of Prices to Economic Stability and Growth” and recently published by 
the committee in its “Commentaries” : 

“The term, ‘administered prices,’ has been used so often recently in so many 
ways that for practical purposes it is devoid of meaning. Furthermore, even 
those who define the term to their own satisfaction often blithely ignore their 
own definitions in subsequent discussion. If the problem were merely one of 
semantics within the economics profession, little harm would be done. But 
when the term is bandied about vaguely and loosely by the public (and, un- 
fortunately, by some economists) in political debate and public policy discus- 
sions, it becomes a menace.” 


* * * * * * * 


“Much has been said in recent months about administered prices as a cause of 
inflation. While most popular discussion smacks of political (or union) propa- 
ganda, the subject (as opposed to many of the arguments) merits serious con- 
sideration. A number of contributors to the compendium start with the implicit 
or explicit assumption that administered pricing constitutes an autonomous in- 
flationary force. If this be true, however administered prices are defined, then 
it is the responsibility of the proponents of this view to describe the mechanism 
by which business pricing policies generate and propagate inflation. This has 
not yet been done to the satisfaction of the great majority of economists.” 

¥ * * * * * * 


“* * * But neither monopoly prices nor administered prices (competitive or 
otherwise), in themselves, create inflationary pressures. In fact, all the evidence 
points to the contrary. Business pricing policy (whether a firm has market 
power or not) is generally based on longrun considerations; it, therefore, tends 
to be conservative. When demand is rising, a businessman is not anxious to 
tempt new entrants by raising prices to capture temporary, short-term profits at 
the expense of his longrun market position. When demand is falling, on the 
other hand, the possibility of new competition is much less pressing, and existing 
firms can maintain their prices without undermining their longrun market 
position and earning capacity. It seems, therefore, that where firms have some 
discretionary latitude in pricing policies, their price responses will tend to 
dampen both inflationary and deflationary price movements.” 

The theory of administered prices overlooks the fact that, whatever may be 
the status of direct competition within a line of commerce, such commodities 
are also subject to (a) interindustry competition from other commodities, and 
(b) from the effects of foreign competition. Interproduct competition, such as, 
coal with fuel oil, manmade fibers with natural fibers, plastics with metal, 
leather and textiles, paper with textiles, etc., plays as vital a role as does compe- 
tition from identicak domestically produced commodities. Similarly, the compe- 
tition in the domestic market of foreign manufactures affects domestic prices. 
Tariffs on imports are today the least impediment to international trade and, 
under the reductions in the tariffs of this country created by the reciprocal 
trade agreements, American industries have become subject to the added and 
vigorous competition of lower priced foreign articles even in such mass produc- 
tion industries as steel and automobiles, without the controls imposed on imports 
by other countries establishing import quotas, requiring licenses, limiting pay- 
ments in exchange, etc. 
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POSSIBLE CONFLICT WITH THE REPORT OF THE JOINT ECONOMIC COMMITTEE 


The enactment of the bill would establish permanent legislation without await- 
ing the study on which the Joint Economic Committee of the Congress has been 
directed to report not later than January 31, 1960. That study involves the 
problem of inflation and specifically the “effect of monopolistic and quasi- 
monopolistic practices, on prices, profits, production, and employment,” as well 
as the effect of wage increases, governmental expenditures, taxation, deficits, 
debt management and related subjects. In the normal course of the progress of 
S. 215 through the Senate and the House, it could, if passed and approved by 
the President, only become effective after definitions of “lines of commerce,” 
etc., by the Federal Trade Commission for which a period of 90 days is allowed 
and, therefore, for only a short period of time before the Congress has the 
benefit of the report of the Joint Economic Committee. 

It would appear to be a much more orderly procedure to await the report of 
that committee before determining the solutions of the problems of. which the 
committee is directed to make a full and complete study and it certainly is 
highly speculative to assume that the committee may reach, for its solution, 
any of the elements of 8. 215. 

We are proposing simply that no judgment be rendered until all of the 
evidence is before the Congress. We therefore suggest that consideration of 
the pending bill be deferred until the Congress has the benefit of the report of the 
study and investigation of the Joint Economic Committee on means to prevent 
inflation and the other related problems. 


QUESTIONABLE CONSTITUTIONALITY OF THE BILL 


One of the theories on which the bill is predicated is that the grant of power 
to the Congress to regulate commerce grants also the power to determine the 
reasons for and justifiability of proposed price increases and to delegate to 
Federal agencies the right to collect information thereon. 

The bill authorizes the Federal Trade Commission to require the production 
of corporate books, papers and documents and to examine corporations with re- 
spect to the reasons for and “justifiability’” of proposed price increases in public 
hearings. It contains no protection, such as is stated in section 6(f) of the 
Federal Trade Commission Act, against the publication of trade secrets or lists 
of customers. It does, however, place the corporation or individual who fails 
to produce any document or answer any questions under criminal penalties 
including imprisonment and fine or both. 

Obviously, if the requirements for examination of individuals at public hearings 
and for the production of books, papers and documents are constitutional and 
authorized under the congressional power to regulate commerce, there remains 
no trade or other secrecy left for certain corporations which the Federal Trade 
Commission determines fall within its definition of lines of commerce and the 
documents or testimony sought are, in its opinion, relevant to the reasons for 
and “justifiability” of a proposed price increase. 

We doubt that the Congress has, in time of peace and without the emergencies 
created by hostilities, power under article I, section 8 of the Constitution, or 
otherwise, to adopt as a matter of permanent or temporary legislation a statute 
designed to prohibit even for a brief period price increases by some producers 
in a line of commerce and to regulate prices and profits, whether by price sur- 
veillance or otherwise, particularly in the absence of monopoly or restraint of 
trade or tendency thereto. 

We further submit that it is questionable whether the Congress may, solely 
because of inflation, extend its powers to the control of prices of any or all 
commodities competitively sold in this country. We recognize that the Congress 
has the right to authorize intervention of the Federal Government when the 
element of competition disappears by reason of monopoly or restraint of trade 
or tendency thereto. We do not, however, believe that the Congress has the right 
to destroy the competitive system and prevent the operation of the law of 
supply and demand. The power claimed in this bill does not rest on any war, 
declared or undeclared, nor any need to avoid the extreme results which may be 
occasioned by the scarcity of goods in such periods. We believe that the whole 
tenor of the Constitution is to protect the rights of individuals to private 
property and the rights of individuals to be secure from searches and seizures 
as well as to protect and promote a free enterprise system. 
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There is no direct delegation of such power to the Congress in the Constitu- 
tion. We question that such a broad power may be implied from the power 
to regulate commerce and we suggest that, if the provisions of the bill are 
constitutional, then as to corporations and individuals subpenaed before the 
Federal Trade Commission in connection with proposed price increases by some 
corporations the fourth amendment to the Constitution is meaningless. 

If the Congress may exercise even a 30-day control and some surveillance over 
the price of commodities produced by a few corporations, then it is difficult 
indeed to find the point at which the authority of the Congress to control prices 
would come to an end. If the Congress can establish such control on the prices 
of a few corporations in a line of commerce, then what would prevent the Con- 
gress from putting control on all corporations in all lines of commerce? If the 
Congress can prohibit some producers in a line of commerce from increasing 
prices for a period of 30 days, what is the limit, if any, on the power of the 
Congress to prohibit all price increases for 30 days or 90 days or indefinitely? 

Therefore, we submit that the congressional power to regulate commerce is 
not absolute and is limited by other provisions of the Constitution. 


THE PRIMARY CAUSES OF INFLATION 


We believe that the Congress recognizes that the primary causes of inflation 
are unbalanced budgets and deficit financing, high taxation and steadily in- 
creasing rates of wages in production and distribution, and that the first steps 
to end inflation must be directed toward these causes. 

Deficit financing 

The elimination of this cause of inflation rests almost exclusively in the 
hands of our Federal Government. 

Deficit financing occasioned by the inadequacy of Federal revenues to match 
Federal expenditures leads to the continued generation of a new money supply 
and, in our opinion, outstrips, in its effects, any of the other acknowledged causes 
of inflation. The continued inability of the Federal Government to balance its 
budget will, of course, necessitate the payment of higher and higher interest 
rates on long- or short-term loans which the Treasury Department will be 
obliged to secure in order to meet the Government’s obligations. 

There is a tremendous pyramiding effect of years of deficit financing. As bil- 
lions of dollars of Treasury indebtedness become due each year and as there is 
no program for payment but rather the continuation of an excessive spending 
program, the Treasury Department, from year to year, must not only borrow 
funds to meet deficits of the current year but must continue to refinance its 
bonds issued in past years to meet the deficits of those years. With an interest 
limitation under the law of 4%4 percent of Government bonds, the Treasury is 
being forced to more and more borrowing and more and more refinancing on 
short- rather than long-term financing, there being no limit on the interest rate 
on short-term borrowing. As stated by Arthur Krock in a column appropriately 
headed “Banquo’s Ghost at Treasury Auctions” in the New York Times of May 
5, 1959: 

“The basic issue in the procedure is not the inability of the Treasury to raise 
money, but the compulsion the condition of the market imposes on the Treasury 
to redeem its paper at the end of such brief periods. This procedure is funda- 
mentally inflationary, by enlarging the floating debt, which has already risen 
to a staggering figure. And the larger the quota of purchases of these securities 
by commercial banks, the more the procedure will be tantamount to printing new 
money. Though the Treasury has been fairly successful in keeping its paper out 
of the portfolios of the commercial banks, the total money supply has continued 
to increase. 

“The situation is not dramatic because it has not yet attained the point of 
crisis. But the threat implicit in it weakens the equipment of the Treasury and 
the Federal Reserve Board to deal effectively with the next round of inflation, 
which can best be resisted by demonstrations that inflation is under control. 
Foremost among these demonstrations would be a balanced Federal budget.” 

Thus, the needed remedy is not in an attempt to regulate some prices and 
profits by surveillance or control but a return to solvency in our Federal 
Government and the elementary practice of living within our means. 
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Taxation 


The foregoing statement concerning the necessity for balancing the Feuer 
budget is not, however, an argument in favor of increased taxation. While we 
recognize the need for high expenditures for various elements of national de- 
fense, we also recognize there is a very high degree of waste in practically every 
branch of the Government. 

Much of the increased taxation from which we suffer is due to the tenaency 
to concentrate control of all programs for welfare at the national level and 
failure to recognize that there are some ills in our economic life which can be 
met better at the State or local level. More than 10 years ago it was estimated 
by Senator Harry F. Byrd of Virginia that the cost of passing funds through 
the hands of Federal Government was about 15 percent of every fund adminis- 
tered by it. 

Industry must consider taxes as an element to be recovered in prices. A 
profitless economy obviously cannot expand nor can it long exist. There is, 
however, no real profit for the owners of an enterprise until it has paid its taxes, 
Taxation, direct and indirect, now takes the major part of the income remaining 
to a corporation after the normal expenses of business. 

The bill shows much concern over the assumed concentration of pricing power 
in the hands of some business enterprises when there might well be more con- 


cern Over the concentration of power in the Federal Government, particularly 
in taxing and spending. 


Wage increases 


A third element of inflation is in organized labor’s continued success in 
securing wage increases which outstrip increases in productivity. Increased 
production costs, including increased wages, must be recovered in increased 
prices. Organized labor on its part often contends that such wage increases 
need not be “passed on” in their entirety by management to the consuming public 
in the form of price increases. S. 215 appears to accept labor’s contentions in 
this respect. 

There is, however, a limit which is very quickly reached on the amount of 
increased costs which may be absorbed by any industry if it is to remain solvent 
and prosperous and it is obviously in the interests of labor that the industries 
of this country remain solvent and prosperous. As Samuel Gompers recognized 
many years ago, there is no benefit to labor in a profitless enterprise. Such an 
enterprise will not long survive and, of course, cannot finance the expansion 
necessary to provide added jobs for the constantly increasing number of employ- 
able citizens or increased production for the needs of our growing population. 

In view of the virtual monopoly inedetermining the price which labor may 
command for its services, it presents a concentration of power and “administered 
prices” contributing to inflation. 


Increased wages beyond increases in productivity, without the necessary con- 
sequent increase in price starting from the basic raw material through initial 
manufacturing, subsequent processing, distribution, wholesaling and retailing 


pyramid the inflationary effect of such wage increases. After a wage increase 
is given which may be absorbed by an employer because productivity has in- 
creased, other workers with or without the same skills frequently demand and 
secure a similar increase in their industry no matter how constant the rate of 
productivity may remain. 

This is the “spillover” principle of wage costs which is so well described in the 
following excerpts from the paper of Walter D. Fackler, assistant director, 
Economic Research Department, U.S. Chamber of Commerce, in the commentaries 
recently published by the Joint Economic Committee on “The Relationship of 
Prices to Economie Stability and Growth” : 

“If industries where productivity is rising at a faster rate than the average 
for the economy as a whole face monopoly union power, wage settlements will 
probably be based on the ability-to-pay principle. In such cases, money wage 
increases may be offset by rising productivity, so unit costs and prices need not 
necessarily rise, depending on the size of the settlements. But what of other 
industries where productivity is rising at or less than the national average? 
Workers in these industries, whether unionized or nonunionized, will not sit still 
while other workers, perhaps of the same skills and trades, enjoy ever-rising 
money and real incomes. They, too, will demand higher money wages, and not 
unjustifiably so, for the most part. In the lower productivity industries, such 
money wage increases cannot be offset by greater output per man-hour, so unit 
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costs and prices must rise asd unemployment may also develop. In other words, 
employers in less productive industries are caught in a cost squeeze caused by a 
‘spillover’ of wage demands based on wage patterns set where productivity is 
rising faster than the national average.” 

* x * * * * a 


“The important thing to realize is that, in large part, the problem of the wage- 
price spiral boils down to a conflict over the distribution of real income, not so 
much between labor and capital, but among various labor groups themselves. 
When large, well-organized unions exercise their monopoly powers to secure the 
lion’s share of annual increases in national productivity, because they happen to 
be strategically placed in high productivity industries, other workers (union 
and nonunion alike) will try to protect themselves by seeking roughly com- 
parable increases in money wages. If they did not or could not obtain such 
increases, uneconomic wage differentials and intolerable inequities would de- 
velop in the labor market. 

“To the extent the spillover does occur, inflation is a matter of arithmetic. 
As average money wage rates rise faster than average output per man-hour for 
the economy as a whole, unit costs rise. Prices, then, must rise too, unless the 
labor share of real income increases at the expense of nonlabor shares. While 
some fluctuation between labor and nonlabor income shares may be possible in 
the short run, labor cannot progressively, year after year, get increases in real 
income in excess of productivity gains without eroding the smaller nonlabor 
income share (prolits and property incomes) quickly toward zero. Of course, 
this cannot occur in a free economy. The balance is redressed by inflation ; 
rising prices keep labor’s real income gains within the physical limits of 
productivity.” 






THE PROHIBITION OF SOME PRICE INCREASES FOR 30 DAYS 


The bill prohibits, as to certain corporations, any price increase until the 
expiration of a waiting period of 30 days after notice is given to four agencies 
of the Government. This prohibition would apply only to the eight or fewer 
corporations in a line of commerce as defined by the Federal Trade Commission 
with $10 million or more of net worth. A price increase may be clearly justified 
by increase in price of raw materials or wages. The sources of supply may 
be numerous and may be entirely uneovered by the bill. The suppliers may 
forthwith put in effect a price increase to the eight or fewer corporations and 
to the rest of the industry. If the increased costs of the eight or fewer covered 
companies are so drastic as to diminish profits to the extent of placing those 
companies in the red, they may well consider means to avoid losses during the 
compulsory 30-day waiting period. Except to the extent that they are com- 
mitted to firm orders, they may reduce production or produce for inventory. 
In the first case they would cause unemployment and in either case they would 
aggravate the scarcity of goods. 

Even if the eight or fewer companies covered by the bill continued full pro- 
duction and deferred a price increase for 30 days as required by law, there is 
a serious question as to whether this would have any beneficial effect on the 
consumer’s purchasing power. All intermediate processors and distributors 
would unquestionably not be covered by the bill because the number of proces- 
sors and distributors increase as we go down the process toward the consumer 
in every line of commerce and would, if the market permitted, forthwith in- 
crease their prices in anticipation of the higher cost to replace goods in process 
and inventory. The result would be to transfer profits from the eight or fewer 
companies for a period of 30 days to the later processors and distributors but 
not to check inflation and not to benefit the consumer. 

If it becomes apparent at the end of the hearing called by the Federal Trade 
Commission that the price increase is obviously “justified,” then the companies 
which have been forbidden to make their increases effective for 30 days may 
have been forced to accept an unwarranted and unjustified loss of profits. 

The proponents of the bill frequently compare the waiting period to the time 
required for a so-called cooling-off period for organized labor under the Railway 
Labor Act and under some provisions of the Taft-Hartley Act. The compari- 
son is, however, fallacious. The cooling-off periods in these acts defer strikes 
but not wage increases. Nothing in either act prevents any retroactive effect 
of a wage increase given during or at the end of the cooling-off period. 
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GENERAL EFFECTS OF THE BILL 


Revelation of costs to domestic and foreign producers 


Even in the industries where eight or fewer corporations account for 50 per- 
cent or more of the total annual sales, there may be wide variances in costs of 
an individual commodity. Presumably the first corporation to give notice of 
a price increase and submit to the inquiry would be the corporation with the 
highest costs and lowest margin of profits. 

After the hearing the competitiors of the corporation, foreign and domestic, 
which gave such notice would have information as to costs and other factors 
necessary to determine what prices would force the first corporation to sell at a 
loss. If they so desired, they could force the first corporation to discontinue 
production of the commodity, thereby increasing the concentration of produc- 
tion in fewer corporations. 


Deferment of price increases—Foreign competitors 


The bill would give to foreign competitors of domestic corporations another 
in the host of competitive advantages which they already enjoy. The prenotifi- 
cation requirement of the bill would make domestic prices relatively inflexible 
because of the prohibition for 30 days against price increases and because of the 
reluctance of domestic producers to reduce prices and go through the necessary 
procedure for later increases. 

Because of circumstances with which Members of the Congress are familiar, 
the industrial economies of Western Europe and Japan have been rehabilitated, 
modernized and automated to an extent that places them on a par of production 
efficiency with their United States counterparts. The lower costs for capital 
equipment and labor in these countries translate these production efficiencies 
into such diversified cost advantages that even the traditionally superior mass 
production industries in the United States, such as steel, automobiles and others, 
find that these foreign products are now being sold at a competitive advantage 
in the United States. Whether the United States can absorb the effects of such 
competition is doubtful. It should be clear, however, that to add to the arsenal 
of weapons exclusively enjoyed by these foreign industries the 30-day price freeze 
and the public disclosure of trade secrets and confidential cost, selling and pricing 
information will only serve to accelerate the widespread and damaging effects 
of foreign competition on the American economy with consequent increase in 
unemployment. 


Pricing policies of domestic producers 


Because of the bill’s time-consuming procedure for price increases, the man- 
agers of business enterprises would havethe strongest incentive to propose larger 
increases than present needs might require in anticipation of impending increases 
in labor and other costs, in order to have a range of price operation free of the 
necessity for repeated price notifications and public hearings. 

In the case of new products, initial price determination is at best tentative as 
the producer must test the consumer response in order to determine the breadth 
of the market and the extent of demand. Thereafter, it may be necessary to 
adjust the price upwards to conform to a more limited demand than first antici- 
pated; or a reduction in price might be made because a more extensive demand 
than anticipated makes possible higher volume production with consequent cost 
savings. 

In some instances, however, where the more extensive demand is not estab- 
lished, the producer may, under the present system of uncontrolled prices, elect 
to take the business risk of reducing prices in the hope of stimulating more 
demand. If his judgment is in error and he fails to realize the anticipated 
increase from the lower prices, then he is free to increase his price. Under the 
provisions of the bill he would, however, be reluctant to decrease his price 
because of the added risk involved in the 30-day prohibition against increase and 
revelation of trade secrets in the course of the inquiry by the Federal Trade 
Commission. 

Corporations covered by the bill would have the strongest incentive to defer 
price reductions. If they reduce prices and thereafter unanticipated exigencies 
make price increases necessary, they must defer the increase and publicly reveal 
costs and other data considered relevant by the Federal Trade Commission. In 
such cases, the bill would have an effect contrary to its intent by stabilizing the 
higher price and discouraging both the lower price and any increase in the 
supply of the goods. 
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Deterrent to research and development 


The economic growth of the United States depends in a large measure upon 
research and the development of new or improved products. The necessity for 
deferring price increases for an improved product and revealing costs and other 
data could harm the economy by sapping the incentive of business organizations 
to expend funds for such research and development. On the other hand, the 
deferment of a price increase and the burdens in “justifying” a price increase 
could supply an incentive for the dilution of quality in existing products in order 
to maintain the margin of profit under increasing costs. In brief, the bill would 
penalize initiative and invention and reward product deterioration. 


Marginal producers and smaller business organizations 


Although the largest business units in a concentrated industry are the targets 
of the bill’s administration, the deterrent effect of the bill on price increases by 
such organizations would adversely affect smaller business organizations and 
marginal producers in that industry. Powerless to increase prices on their own 
initiative without risking loss of sales to the larger units capable of prompt 
increase in production with consequent reductions in some items of cost, the 
smaller organizations would be prisoners of an inflexible price mechanism. The 
effect of destructive competition through monopolistic pricing practices outlawed 
by the antitrust laws would be achieved under the operation of 8, 215. 

Profit control and public opinion 

The inquiry into the reasons for price increases and the requirement for justi- 
fication thereof involve determinations of the extent to which wage increases, 
higher costs for material, etc., may be reflected in price increases. Thus, S. 215 
is more than a price surveillance bill and is really an attempt at profit control. 
The control of profits not only determines the return to those who risk capital 
but it determines the extent to which the enterprises may establish reserves for 
periods of reduced demands for products, the extent to which they may engage 
in research and may expand productive capacity and, of more direct importance 
to the Federal Government, the extent to which they may pay taxes. 

The bill is expected by its proponents to accomplish some measure of restraint 
on price increases through the publication of data relating to costs. The public 
is expected to form a judgment as to the amount of profit which is justifiable 
in any particular case. This assumes (a) that profits in lines of commerce 
other than permitted monopolies, such as utilities, should be controlled; and (b) 
that somewhere there are dividing lines between “too much” profit, “enough” 
profit, and “too little” profit. We do not know how any large segment of the 
public could be expected to agree upon justifiable profits or when the public 
can be expected to permit its purchasing to be governed by a seller’s profit 
rather than its own needs and desires. The public, as ultimate consumers, 
deals with retailers and rarely, if ever, deals directly with any corporation in- 
cluded within a group of eight or less producing 50 percent or more of the 
annual sales of a commodity. In the purchase of consumer durable goods, for 
example, the ultimate consumer and indeed the retailer who sells to the con- 
sumer rarely know the producers of the raw materials. The consumer may 
feel that the price of a commodity is too high but he will not know whether 
such price is due to the cost of the raw material, the cost of fabrication, the 
cost of distribution, or the profits at each stage. There is, therefore, no effec- 
tive way in which public opinion as represented by the consumer may be di- 


rected against the eight or less corporations in any line of commerce covered 
by the bill. 


Price notification may lead to direct price control 


The final sentence of section 1 of the bill states with reference to so-called 
dominant corporations that “The Congress believes that inflation will be 
checked if the pricing policies of these corporations are publicly reviewed 
before increased prices may be made effective * * *.” [Italic added.] We 
doubt that the Members of the Congress really believe that the general inflation 
in the United States will be checked by such review of pricing policies of a 
few corporations in any line of commerce. 

Attempts to control the prices at which a few large corporations sell com- 
codities which they produce will not bring about any effective control of the 
prices which the ultimate consumer pays for finished articles made from such 
basic commodities. We believe that the ineffectiveness of the proposed measure 
will lead only to more direct attempts to control prices at every stage of the 
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processing and distribution of all commodities until the whole economy is under 
attempted price control. Thus, if the limited price control and price surveil- 
lance of the bill fails to check inflation, the Congress has committed itself to 
dealing with prices as a source of inflation to a degree which will warrant 


many who desire to destroy the free enterprise system to propose direct price 
and profit control. 


ADMINISTRATION OF THE BILL BY THE FEDERAL TRADE COMMISSION 


The problems in defining lines of commerce 


Under section 3, the exercise by the Federal Trade Commission of the power 
to define lines of commerce without any criteria may result in inequitable dis- 
crimination against some producers. The more narrowly the term is defined, 
the greater is the possibility that the bill will cover hundreds of industries 
rather than the industries producing and distributing basic commodities. 

‘aking an example from the industries to which the members of this industry 
supply raw materials, if the Federal Trade Commission classified the production 
and sale of synthetic broad-woven fabrics as a line of commerce, no eight 
companies would be subject to the provisions of section 3 on the basis of the 
1954 shipments as reported by this subcommittee to the Committee on the 
Judiciary pursuant to Senate Resolution 57 (85th Cong.) in table 37 on page 44 
of the report which gives information apparently based on data from the Census 
of Manufactures. On the other hand, if the production and sale of “combina- 
tion filaments and spun rayon or acetate fabrics,” a subdivision of the Classifica- 
tion “synthetic broad-woven fabrics,” was defined as a line of commerce, four 
companies would account for 56 percent of the value of shipments, 

If the production and sale of narrow fabrics were considered as a line of 
commerce, no eight companies account for as much as 50 percent of the sales 
but, if the production and sale of elastic woven narrow fabrics were determined 
by the Commission to be a line of commerce, then four companies would account 
for 63 percent. In seamless hosiery, another standard industrial classification, 
no eight companies account for 50 percent but in women’s finished seamless 
hosiery four companies account for 55 percent. 

The question naturally arises by what standard the Commission should 
determine what is a line of commerce and what corporations are included in 
the eight or less to which the bill applies. In all three of the broader standard 
industrial classifications mentioned above no eight companies come within 
the provisions of the bill. If, however, the Commission takes the subdivisions 


as lines of commerce, then four corporations in each instance are covered by 
the bill. e 


The impractical time limits imposed on the Federal Trade Commission 


The bill imposes impossible time elements on the actions required of the 
Federal Trade Commission. Within 90 days after the enactment of the bill 
the Commission must determine the lines of commerce and the corporations 
to which section 3 applies. The Federal Trade Commission, however, has noted 
that the determination of the lines of commerce and of the corporations consti- 
tutes a tremendous task which could not be accomplished in any period of time 
comparable to 90 days regardless of such additional staff members and 
appropriations that might be furnished. 

The time-consuming element is well illustrated by the fact that this deter- 
mination would come under the requirements of the Administrative Procedure 
Act relevant to rulemaking. The Federal Trade Commission in advance of 
making a rule, but after extensive preliminary investigation and study, would 
have to reach at least a tentative conclusion as to its proposed definitions and 
rules and publish notice in the Federal Register giving a statement of the time, 
place, and nature of the public rulemaking procedure and the terms or substance 
of the proposed rule or description of the subjects and issues involved. 

After such publication of notice in the Federal Register, the Federal Trade 
Commission would have to afford interested persons an opportunity to partici- 
pate in the rulemaking either through submission of written data, views, or 
arguments or by oral presentation or both. At a minimum, the notice would 
have to be published 30 days prior to its effective date. 

Thus, within the 90-day period allowed in the bill, the Commission would 
have to make a study of all the commerce of the United States to determine 
the lines of commerce and the corporations covered by section 3, and would 
have to publish a rule, consider data and views presented thereon and wait at 
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least 30 days after publication before its determination could become effective. 

Prior to the commencement of a hearing on a proposed price increase, the 
Commission staff would have to make a preliminary determination as to what 
witnesses should be called and what books, papers and documents were to be 
subpenaed and a reasonable time would have to be allowed to the parties involved 
to gather and produce the necessary materials. Even the preliminary prepara- 
tions might not be completed within the 30-day period but certainly the 
preparations and the hearing could not be concluded within 30 days. 

The bill would fail to accomplish its stated purpose if the hearings were 
concluded months after the price increase became effective on the 31st day 
following notice. 

CONCLUSION 


In conclusion, we respectfully submit that the foregoing memorandum 
establishes, among other things, that: 

1. Concentration of production and sales in a few corporations does not 
lead to “administered prices” and is not a cause of inflation. These conclusions 
are well illustrated by the price history of this industry, as compiled by the 
Bureau of Labor Statistics, which reflects the law of supply and demand. 

2. A review of pricing policies of a few corporations and of the reasons for 
increases in their prices will not check inflation. 

3. Action on the bill should await the report of the Joint Economic Committee 
of the Congress. 

4. The bill is of questionable constitutionality in several respects. 

5. The bill attempts to establish a principle of price control which could lead 
to attempted complete legislative control of prices and profits without the 
presence of war or hostilities. 

6. The bill imposes impractical time limits on the Federal Trade Commission 
and makes impossible the termination of hearings before price increases could 
become effective. 

7. Enforcement of the bill would result in disclosure of costs and other trade 
secrets to the detriment of some corporations and to the benefit of some of their 
domestic and foreign competitors. 

8. The bill does not deal with the primary causes of inflation to which the 
efforts of Congress to curb inflation must be directed. 

We believe that the bill will not only fail to accomplish its purpose but will 
produce results exactly contrary to the intent of its proponents. 

Respectfully submitted, 

MAN-MADE FIBER PRODUCERS ASSOCIATION, INC. 
MatTrHeW H. O’Brien. 


MANUFACTURING CHEMISTS’ ASSOCIATION, INO., 
Washington, D.C., May 20, 1959. 


Hon, Estes KEFAUVER, 


Chairman, Subcommittee on Antitrust and Monopoly, Committee on the Judi- 
ciary, U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: On behalf of the Manufacturing Chemists’ Association, 
Inec., I am submitting this letter to your subcommittee in order to express the 
opposition of the chemical industry to S. 215, the “Price Notification bill.” I 
am also authorized by the Synthetic Organic Chemical Manufacturers Associa- 
tion of the United States to state that they are in complete concurrence with 
this letter. It would be appreciated if this letter could be incorporated into 
the record of the April 23-May 5, 1959, hearings your subcommittee has 
conducted with respect to this legislation. 

The Manufacturing Chemists’ Association, Inc. consists of 173 member com- 
panies—large, small and medium—all of whom are in the business of manu- 
facturing and selling various chemicals. It represents more than 90 percent 
of the productive capacity of the United States chemical industry. The Syn- 
thetic Organic Chemical Manufacturers Association is a group of 85 com- 
panies engaged in the manufacture of synthetic organic chemical products, 


accounting for approximately 90 percent of total U.S. production of these 
products. 
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1. INTRODUCTION 


The Manufacturing Chemists’ Association does not concern itself with the 
prices and pricing of the nearly 8,000 chemicals regularly produced in the United 
States. Therefore, it does not have readily available any detailed factual in- 
formation on chemical prices and price movements on which to base an analysis 
of the legislative proposals before your subcommittee. Hence, the views of the 
association on this legislation will be presented to you not in terms of its rela- 
tionship to and impact on the chemical industry alone, but in terms of the 
effect of the legislation on the national economy as a whole. 

However, I should add that, despite the fact that our trade association does 
not collect detailed information on chemical prices and pricing, official Govern- 
ment statistics indicate that the price levels in the chemicals and allied products 
eategories have risen far less than have prices generally in recent years (1953- 
1958). For example, table 4 on page 4755 in the statement of Dr. Gardiner C, 
Means presented to your subcommittee on January 24, 1959, dealing with price 
movements from 1953 to October 1958, of the products groups making up the 
Wholesale Price Index, indicates that the measure of price change upwards for 
the chemical and allied products group was substantially less than the Wholesale 
Price Index as a whole and most of the categories of manufactured products 
and basie materials entering into the Wholesale Price Index. 

Our own analysis of the Bureau of Labor Statistics Wholesale Price Index 
indicates that while the prices of all commodities other than farm and foods, 
using the 1947-1949 period as a hundred, have risen from 114.5 in 1954 to 1281 
in March 1959, the prices of chemicals and allied products have risen only from 
107 in 1954 to 109.8 in March 1959. 

The very informative hearings on S. 215 recently conducted by your subcom- 
mittee have provided detailed critiques of the bill which need not be duplicated 
here. Rather, it will be our effort to provide the point of view of our industry 
against the background of the detailed testimony already before you. 


SOME PRELIMINARY COMMENTS 


Therefore, we shall pass over the administrative objections recited by the 
spokesmen for the Federal Trade Commission on May 1. 

We shall not reiterate the difficulties of application and grave elements of 
impracticality, unworkability and discrimination outlined by Messrs. Fackler 
and Freucht in the statement presented on behalf of the U.S. Chamber of Com- 
merce on April 23. 

In passing, however, we do wish to object specifically to the concept of using 
so-called “statistical concentration ratios,’ as contemplated in section 3, for the 
expressed regulatory purpose, where there is no adequate showing of substantial 
relationship between the “concentration” and the price inflation the bill is 
designed to check. May we call attention again to the limitations and inade- 
quacies of the “statistical concentration ratios” stressed in your subcommittee’s 
report “Concentration in American Industry.” 

The experts will agree that product concentration ratios do not reveal how 
competitive or noncompetitive the markets may be in which the products are 
sold. Furthermore, the evidence such as that cited in the statement of Mr. 
Charles R. Sligh, Jr., for the National Association of Manufacturers does show 
that there is no necessary correlation between these concentration ratios and 
“excessive” price increases or price rigidity. These concentration ratios would 
not provide a sound economic guide for determining which firms should be sub- 
jected to the restraints of the proposed bill, even assuming it were wise public 
policy to enact under existing circumstances the type of price control legislation 
exemplified by S. 215. 

In the light of general industrial experience, we concur in the observations 
of other witnesses that this bill would have many undesirable economic con- 
sequences such as: 

1. Discouraging price reductions for fear that price rises thereafter could take 
place only at the cost of required waiting plus public hearing. 

2. Contributing to price regidity or “freezing” that inhibits the price flexibility 
thought desirable by many. 

3. Inducing the reduction in quality, content, purity, durability or other de- 
sirable features, including service, as measures to meet increased costs from 
wages, taxes, fuel, transportation, etc., without undergoing public hearing, which 
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reduction goes beyond the increased costs and amounts to a disguised price 
increase. 

4, Inhibiting product improvements that increase costs—improved mechanical 
operations, extra accessories, more durable materials—because they might entail 
price increases requiring price notification and hearing. 

5. Causing prices of newly invented or developed products to be maintained by 
the innovator at the initial high levels, whereas the usual pattern of innovation 
is a series of price reductions to broaden markets even at the risk of some 
underpricing. 

6. Promoting nonprice competition unduly at the expense of price competition. 

7. Increasing economic instability by accentuating fluctuations in orders and 
inventory practice in event of prenotification of a price increase. 

8. Handicapping certain types of firms whose product prices are closely tied 
to fluctuating raw material costs. 

9. Requiring exposure of confidential cost and profit data in event of a price 
increase, thereby encouraging, under Government auspices, information exposure 
which antitrust law and practice discourage. 

10. Squeezing the many smaller businesses in an industry which may have 
higher costs because of low volume; in a period of rising costs for the industry, 
the larger competitors may choose to “sweat it out” rather than raise prices 
and undergo public hearing; the small competitor cannot sell his product if he 
raises his price above that of the larger. 

11. Developing cost-plus pricing and cost-plus management, with its laxness 
about costs, because the easiest justification in a public hearing is to show 
increased costs. 

12. Squeezing profits, which might have the effect of discouraging research 
and development expenditures, slackening modernization and expansion, and 
holding back personnel training and market development activities, and other 
elements contributing to economic growth. 


8. MCA’S BASIC POSITION 


The opposition of the Manufacturing Chemists’ Association to S. 215 is based 
on a belief or conviction much more fundamental than any of the separate eco- 
nomic consequences, however undesirable, noted above. 

It is based on our belief that, despite the serious international situation and 
the importance of controlling excessive inflation, any substantial move, under 
current circumstances, to place direct, general Government control over ‘specific 
company or industry prices is incompatible with the institutions of a free 
economy. 

It is our view that at all times, with the possible exception of war or temporary 
periods of grave national emergency, prices in the nonpublic utility sector of 
the economy should be subject to decreases and increases free of any govern- 
mental price-setting or price-inducing factors, except those implicit in our exist- 
ing antitrust laws, tax measures and the regulation of foreign trade and tariffs. 

We have concluded that S. 215 or any likely variation would intrude the execu- 
tive department of the Federal Government into the processes of determining 
the propriety or justifiability of prices of a wide range of specific products or 
services. We feel that this type of legislation tends to substitute, on a broad 
and sweeping scale, Government inquiry into the reasons for and justifiability 
of a price increase, for our traditional ideal of prices set in response to free 
market forces. 

Therefore we are opposed to it as we are to any massive Government interven- 
tion in peacetime into the determination of individual prices by individual sellers. 
We oppose this interference with the natural functioning of our economic system. 

8S. 215 would place a substantial segment of the hitherto free and private sector 
of our economy, where there has been reliance upon competitive influences, in a 
semipublic utility status, in which price increases are to be justified on some 
unidentified criteria rather than the competitive forces of the market. 

Quoting Acting Assistant Attorney General Bicks in his statement of May 1: 

“Thus viewed, that report’s statistics [the committee’s concentration report of 
1957] suggest that some 632 out of a total of 1,118 manufacturing industries 
there listed would fall within S. 215’s requirements. * * * Thus, to the extent 
that each of the eight leading firms in such industries has a net worth of more 
than $10 million, this bill’s price-waiting and hearing requirements would apply 
to industries accounting for more than one-half of this country’s commerce.” 

35621—59—pt. 11——-46 
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Even though amendments might somewhat lessen the original impact, it would 
be objectionable on the grounds stated. 

Any suggestion that the bill does not put those affected into a semipublic 
utility, Government regulated sector of the economy because it gives no power 
to halt permanently a price increase, should be discounted for two reasons. 

First, surveillance of individual prices on an individual product for justifiabil- 
ity is price control—“jawbone” control or control by public inquiry—but control 
just the same. 

We agree with Mr. Bicks when he said: 

“The bill’s required inquiry into any price rises justifiability makes small point 
unless that interested group reaction which the inquiry should reflect is meant to 
influence individual concerns’ pricing decisions. And it is this interested group’s 
reaction via hearings—rather than the ebb and flow of buyers pressures reflected 
via markets—which would mold business pricing decisions.” 

Second, if this device did not succeed in holding prices in line with what was 
deemed justifiable in the minds of the Federal Trade Commission or the press 
and public at large, can there be any doubt that more drastic measures of 
positive direct control would be attempted? 

This measure implies that there are some definite criteria by which the correct 
structure of relative prices can be ascertained and particular prices justitied. 
As one witness before your subcommittee has asked : 

“What is ‘parity’ among price relationships in an ever changing economic 
universe of commodities and services, where there is continuous movement tak- 
ing place in the underlying economic variables—demand, technology, factor, sup- 
plies and costs? * * * Unless we are prepared to create a new system for 
determining economie values and social priorities in the private sector of the 
economy, we must rely on the free market to determine the correct set of parities.” 

The Manufacturing Chemists’ Association believes that, even though anti- 
trust measures may not in every situation and at all times achieve a free market, 
nonetheless the goal of unrestrained individual effort at the heart of our com- 
petitive market system should be maintained. Certainly, it would be a grave 
national error for Congress, for the purpose of combating inflation, to substitute 
for this goal the regulation of a large sector of pricing in industry by public 
inquiry, according to a vague and undefined concept of justifiability. 





4. SOME ADDITIONAL CONSIDERATIONS 


This brings us to the question of whether the current situation regarding 
inflation is so serious as to warrant this drastic approach, marking a new and 
radical direction in our national economic policy. On this score the statement 
of Dr. Saulnier, the Chairman of the President’s Council of Economic Advisers, 
is pertinent. He said: 

“And it is not entirely untimely to be thinking of undertaking such a venture 
at this moment? After all, the index of consumer prices has been roughly 
stable now for nearly a year * * *. The outlook for price stability is pretty 
good, too * * *, Happily we are at the moment having a period of relief from this 
damaging process, and I would say that S. 215 is, for this reason entirely un- 
timely and unnecessary.” 

But, even if this were not so, and there was a sharply rising trend in the 
Consumer Price Index, with inflation raging, would S. 215 be the appropriate 
choice of means to deal with the problem? 

The testimony of Mr. Sligh for the National Association of Manufacturers 
gives a partial answer: 

“The record of the Consumer Price Index from 1953 to February 1959 shows 
that the service groups, which would be largely unaffected by this bill, accounted 
for two-thirds of the overall index rise of slightly more than 8 percent. Food 
and other nondurables contributed only about one-third of the increase in the 
general index. Durable goods, a primary target of the bill, actually cost the 
consumer less now than in 1953. In the light of these facts it is clear that the 
proposals contained in S. 215 would not deal effectively with the main sources of 
the increased cost of living to consumers.” 

Indeed, before the subcommittee considers the “administrative inflation” 
theory as a basis for a new public law of the far-reaching implications of S. 215, 
it is submitted that there should be a broader and more carefully. reasoned 
analysis of price behavior and its effect on the economy—and a more carefully 


devised remedy to treat the disease of inflation if it is concluded that new 
departures are wise. 
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There are many sources of inflationary tendencies in our American economy. 
These manifold causes cannot be dealt with merely by legislating a form of 
price control over one sector of industry prices—especially since any given 
price increase may or may not represent the ultimate result of inflationary 
pressures (or a host of other factors), rather than constituting a cause of such 
pressures. 

Government imposed price rigidities, labor immobility shifts in demand, 
changing technology, monetary and credit actions, the level of Government 
spending, increases in wage rates greatly in excess of increases of productivity— 
these and others, may be major factors at the root of inflation. An attack on 
inflation, if one is to be made, should take into account all these facets of 
economic behavior. In addition, it should be addressed to problems of equal 
national concern—recessions, unemployment, and rate of economic growth. 

A comprehensive study of these problems is about to be undertaken by the 
Joint Economic Committee. In addition, a Cabinet committee and other govern- 
mental groups, as well as independent private groups, are engaged in investiga- 
tions of these related economic problems. 

Wholly aside from the other considerations presented above, it would seem 
wise to await the outcome of these studies before attempting to deal with the 
problem of inflation by drastic surgery designed to eradicate one of its symptoms 
which has the consequences and directions of S. 215. 

Thanking you for any consideration you and your colleagues may choose to 
give to this letter, I am 

Sincerely yours, 
J. BE. Hutt. 





STATEMENT BY JAMES B. CAREY, PRESIDENT, INTERNATIONAL UNION OF ELECTRI- 
CAL, RADIO, AND MACHINE WorkKERS, AFL-CIO 


Because I was not able to appear in person to testify before your committee 
on bill S. 215, I should like to take this opportunity of making some observations 
concerning it. Furthermore, since the testimony of Mr. Ralph Cordiner, chair- 
man of the board of directors, who appeared before your committee on May 5, 
was so full of inaccuracies and misrepresentations, I feel that the responsibility 
to our membership and to the public requires that I make comments on them. 

We endorse the principles of this bill as being a constructive step toward 
bringing the searchlight of public scrutiny into the whole field of administered 
and monopolistic prices. 

We would suggest, however, that the scope be limited to basic commodities 
and to the giant corporations that control substantial segments of their indus- 
tries or products. 

We would prefer also that a longer period of notice than 30 days be provided 
before a price increase is made effective, that the administration be in the 
hands of a separate agency on which business, labor, and consumers are all 
represented. 

1. As I understand S. 215, it does not prohibit increases in prices. Producers 
would be required to give notice of a price increase, to appear at any hearing 
called by the administrative agency and to justify the price increase. I see 
nothing in the bill that would prevent any such price increase from going into 
effect. 

It was a matter of considerable discouragement to me, in reviewing Mr. 
Cordiner’s statement, to find echoed again the old hackneyed cries of doom that 
emanated from big business 20 years ago whenever Government attempted to 
do anything for the common welfare. We all remember, when the Government 
attempted to rescue this Nation from the great depression and to provide a floor 
under purchasing power in the form of unemployment compensation, social 
security, minimum wages, etc., big business predicted that the Nation would go 
to rack and ruin. And even when the 8-hour day was proposed as a substitute 
for a 10-hour day in industry, manufacturers proclaimed that this Nation would 
become completely destitute, that it would fall apart, that the moral fiber of 
people would be undermined. 

There is nothing in the bill that remotely suggests any of the consequences 
predicted by Mr. Cordiner. If big business is genuinely free of the charge that 
it has gouged the public by administered prices, it has nothing to fear. 

Mr. Cordiner may feel that the shining light of publicity thrown on price 
increases may arouse the public so that unjustified price increases will not be 
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put into effect. There is nothing in the bill which would freeze prices or make 
them rigid. All that is required is that the producers of basic materials who 
wish to raise prices come into court with clean hands. 

2. What is particularly significant in Mr. Cordiner’s statement is his philosophy 
on pricing. In the first place, he declares that costs must be covered and a profit 
made on all products. But over and above that, he refers continually to 
pricing on the basis of the value to the consumer. This is part of the value 
analysis concept of General Hlectric on pricing. In its most simple terms, prices 
will be adjusted on the basis of how much the consumer needs the goods in 
question. If he needs the goods more, the price will be higher. If the con- 
sumer needs the goods less, the price will be lower, always assuming that a 
profit will be made on every item. This bears a close resemblance to the con- 
cept of prices on the basis of what the traffic will bear. One could imagine 
this concept applied to a place where water or food were very scarce. If Gen- 
eral Electric were in charge, prices would be raised quite high because the value 
to the consumer would be very high. 

This policy finds practical expression in the prices charged by GE on the sale 
of large steam turbine generators to the Government, 

Since three companies—General Electric, Westinghouse, and Allis-Chalmers— 
have had a virtual monopoly on this market, in the last 7 years the price of 
steam turbine generators has risen 81 percent while the prices of other electrical 
equipment such as transformers, motors, switchgear, etc. and of all electrical 
machinery have risen somewhere between 25 and 30 percent. 

Here was the working out of Mr. Cordiner’s policy of value to the consumer. 
Prior to 1958, our Government did not buy this equipment abroad but limited 
its bids to domestic producers. ‘Three companies had a virtual monopoly and, 
as can be seen, the prices charged the Government skyrocketed. 

This matter is of serious concern to our membership many of whom are un- 
employed as the result of the failure of these corporations to submit realistic 
bids and obtain the work. They now have a new opportunity, since TVA has 
requested bids on 6 million kilowatts for 16 huge turbine generators, to submit 
realistic bids. 

Attached is a copy of the letter sent to Mr. Ralph Cordiner and to Mr. Mark 
Cresap, president of Westinghouse on this matter attempting to solicit an atti- 
tude of realism in the new bids. Attached also are replies from Mr. Cresap 
and Mr. Moore of Mr. Cordiner’s staff which we deem very unsatisfactory. 

In connection with this matter of price, we are informed that the U.S. Depart- 
ment of Labor does adjust its wholesale prices when there is a change in 
quality. In other words, it does not change the price index where the price 
change is simply due to a change in qyality. There, we must conclude that the 
price changes that have taken place, contrary to what Mr. Moore states in 
his letter to us, are actual increases in prices and are not related to increases 
in quality. 

3. Mr. Cordiner seems to object to the fact that under S. 215 companies would 
have to justify prices on the basis of cost rather than as he says “the more 
important but less tangible element of value to the consumer”. The end result, 
he says, would be “cost-plus pricing, cost-plus thinking * * *” 

Here he attempts to equate the idea of making a profit over and above costs 
with cost-plus Government contracts. Certainly, there is no similarity to the 
two and comparison is completely unjustified. 

4. In outlining GE pricing policies, Mr. Cordiner made the following state- 
ment about: “* * * an incandescent lamp in your home which 20 years ago cost 
about $1 for a 60-watt lamp that your wife can now buy in some stores in 
Washington for 12 cents, presently retail * * *” 

His facts are entirely in error. The lowest price we have been able to find 
in a retail store in Washington is 21 cents and not 12 cents for a 60-watt lamp. 
Furthermore, his statement about the $1 cost 20 years ago is not accurate. 

Testifying before the Subcommittee on Economic Stabilization of the Joint 
Committee on the Economic Report on October 26, 1955, Mr. Cordiner said: 
“We reduced the price to where a 60-watt light bulb was 40 cents in 1922 and 
it went down to 10 cents in 1942.” 

In answer to a further question he declared: “Presently it is 19 cents.” 

Therefore, on the basis of his previous statements, the price of the light bulb 
has gone from 10 cents to 21 cents or an increase of 110 percent since 1942. 

The light bulb is an essential for the American people. The production of 
it is controlled by three companies—General Electric, Westinghouse, and Syl- 
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yania—who sell these light bulbs at exactly the same price. We are now in- 
formed from California that the price of light bulbs will be increased by Gen- 
eral Electric on July 1 by 20 percent—from 21 cents to 25 cents. This will make 
4150 percent increase in the price of light bulbs since 1942. 

Mr. T. K. Quinn, a former vice president of GE, declared recently that: “GEH’s 
net profit in the lamp department at times approximated 50 percent on invest- 
ment * * *” 

This is taking place at the same time that there has been a tremendous in- 
crease in productivity in the production of light bulbs. For example, General 
Blectric has automated the production and as a result of this automation the 
production per employee has more than doubled. 

6. Mr. Cordiner sees as a result of the bill that “the great engine of research 
and development will slow down”, the “economy will lose momentum”, that 
‘serious unemployment would ensue”. 

There is nothing to suggest that this is true. The fact of the matter is that 
increases in labor and other costs have not slowed down research and develop- 
ment. In fact, on the contrary, research and development has been stimulated 
by the increase in costs to find ways to produce cheaper and more efficiently. 
And there is no reason why intelligent businessmen would not continue even 
more intensively their research and development to find ways to cut costs. 

However, he treads on dangerous ground when he says that under this bill 
the economy would lose momentum and serious unemployment would ensue. 

Our economy has been losing momentum for the last 5 years. The rate of 
growth has slowed down from 5 percent a year, to 3 percent a year, to a stand- 
still and in 1958 we even lost ground and serious unemployment resulted. There 
was no bill like S. 215, the great corporations had the most friendly adminis- 
tration in a generation, they had complete freedom to raise prices and had 
received only a few years ago important tax concessions. Yet the dangers Mr. 
Cordiner foresees under S. 215 actually were realized in the last few years 
under the best atmosphere business could ask for. Those things took place 
precisely because the great corporations were raising prices right and left, 
forcing up the cost of living and pricing people out of the market. And the 
testimony before your committee on the profits being made is eloquent proof 
of this. Since 1955, average GE prices rose by 1614 percent, corporation profits 
increased by 20 percent, while total employment declined. 

7. Mr. Cordiner wishes the Government to fight inflation by saving money on 
such things as housing, education, aid to airports, assistance to depressed areas, 
community facilities. However, he wants the Government to revise the tax 
structure to permit higher depreciation allowances and reduced corporate taxes. 

This, of course, would mean that the Government would have less revenue. 
In effect, he proposes that the money being spent for “the common welfare” be 
reduced and great bonuses or windfalls be made to the larger corporations. 

In an unabashed way, this is certainly the “trickle down theory” stated in as 
flagrant a manner as we have ever seen. 

In 1954, the Government did permit many of these things that Mr. Cordiner 
asks for—higher depreciation allowances and lower taxes.. The result was a 
wild wave of plant and equipment construction—a hundred billion dollars worth 
ina period of 3 or 4 years. Our plant and equipment were overbuilt. There 
was not enough purchasing power to keep it occupied. The result was a drastic 
decline in both plant and equipment and inventory that created the 1957-58 
recession. 

Does Mr. Cordiner want a repetition of that? If he does, where does he think 
the market will come from? 

Since 1949, General Hlectric has built $1.3 billion of plant and equipment. Of 
this sum it borrowed only $300 million. The other $1 billion came either from 
ee allowances or retained earnings. The 1958 gross value was $1.5 

illion. 

Thus, the customers in effect and the employees provided the money to prac- 
tically duplicate all of the GE facilities since 1949. Half of these expenditures 
took place since 1955. In 1958, for example, General Electric spent $104 million 
on plant and equipment. But it had $124 million in depreciation allowances and 
$70 million in retained earnings after dividends. Thus, it had twice the amount 
hecessary in order to take care of its plant and equipment expenditures. This 
does not suggest a poverty of capital. 

8. Mr. Cordiner makes the point that his depreciation allowances at present 
“will fall approximately $900 million short of recovering the amount necessary 
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to continue in place existing productive capacity.” This statement has no sup. 
porting facts. As already mentioned, in the period from 1949 to 1958 General 
Electric spent $1,326 million on plant and equipment. And it ended up with a 
plant and equipment gross of $1,553 million. This means that in these last 10 
years General Electric has virtually duplicated its entire plant and equipment, 
It is inconceivable that plant and equipment valued at $1.5 billion, much of it 
virtually new, could fall $900 million short of replacement. 

Further, Mr. Cordiner overlooks the fact that the new equipment he is buying 
is immensely more productive than the old equipment which had been replaced. 

9. GE’s financial reports reveal the fabulous profits being made by this cor. 
poration. In 1949, it made $215 million before taxes and $129 million after 
taxes. In 1958, a recession year, General Electric earned $485 million before 
taxes and $242 million after taxes. Profits before taxes rose nearly four times 
and profits after taxes about doubled. 

We believe that the income reported is understated considerably by several 
factors. General Electric has turned to the last-in-first-out method of inventory. 
This means that in times of rising prices, for the things it buys, the company is 
able to charge off to sales a larger amount than it would ordinarily in the use 
of first-in-first-out. This difference can amount to some millions of dollars. 

The second point to observe is that, as Mr. Cordiner declares, it is now spending 
about $250 million a year for research and development for “future values.” 
General Electric gets from the Government some $200-odd million in research 
and development contracts. We do not know to what extent these figures dupli- 
cate each other or are mutually exclusive. 

We do know that these research and development expenditures are many 
times what they were in 1949. It is our belief, from examination of the figures, 
that instead of a net earnings of $243 million in 1958, if they were adjusted for 
only part of the increase in research and development expenditures, real earn- 
ings in comparison with 1949 would be about $300 million or an increase in 
profits after taxes of 130 percent. 

10. In this connection, Mr. Cordiner attempts to understate the profits made 
on investment by using a figure of profits “earned on capital investment.” His 
report shows that 15.7 percent was earned on capital investment in 1958. But 
he includes in this the $300 million that General Electric borrowed and he 
assumes that General Electric should make 15.7 percent on this long-term debt. 

If the more accurate method of earnings on stockholders’ investment is used, 
the earnings after taxes were 19.8 percent in 1958. 

This is an extraordinary record for a recession year when between 30,000 and 
40,000 General Electric employees were jobless. If we include the excess expendi- 
tures for research and development we would find that in a genuine sense the 
profits on stockholders’ investment was a fabulous 25 percent. 

In either case, the profits on investment made by General Electric ranged more 
than twice as high as that in the electrical industry as a whole. This explains 
why the stock of General Electric increased from $42 in 1954 to $240 in 1959—a 
sixfold increase. . 

In his testimony Mr. Cordiner declared that he was apologetic about these 
profits GE is making and said “we do not think that this is good management.” 
Mr. Cordiner is intent on increasing his profits. For, in spite of his statement 
asking for reductions in Government expenditures, he has been carrying on a 
vigorous campaign at all levels of management to get higher prices from the 
Government for the things he sells. These sales amount to $1 billion a year. 
This actually seems to be quite in contradiction to his efforts to reduce inflation 
by reducing Government expenditures. 

11. Another glaring inaccuracy in Mr. Cordiner’s statement relates to the GE 
savings and security program. 

He declares: “that the * * * savings and security plan * * * that went into 
effect last year for GE employees * * * have got a far better arrangement, or 
should have, because the company matched their investment in GE stock up to 
6 percent of their earnings * * *” 

The facts are as follows. In 1958, General Electric tried to sell this program 
to its employees as a substitute for bargaining with its unions on employment 
security—which was the only matter open for bargaining. What GE proposed 
was that the employees take a reduction in the benefits already due them under 
the contract. GE would then take the money it saved from these reductions and 


apply it to the purchase of stock if the employee invested up to 6 percent of his 
earnings. 
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GE admitted that it was spending no money of its own on this but was only 
using the money that it saved from the employees. 

We have studied a great many types of stock and savings programs and we 
have yet to find one outside that of General Electric that required the enrployees 
to take a pay cut in order to participate in the program. 

There is a tremendous difference between the savings and security program 
and the stock option plan for the officials. The officials have the right to buy 
large quantities of stock at less than one-half of the present market price. Even 
now they have 5 more years in which to pick up the options. If the stock does 
not show them a great profit they need not pick up the option. If it shows them 
a great profit they can pick it up and realize their profits. 

In contrast, the employees must buy the stock each month and take their own 
risk as to whether the stock goes up or down. The significant fact is that none 
of the unions that represent the bulk of the GE employees accepted the program— 
each one of them rejected it. The plan was put into effect only for the helpless, 
unorganized employees. 

12. Mr. Cordiner, dealing with the stock option plan for executives, attempts 
to give the impression that he is but one small participant of 1,329 “employees.” 
The following taken from the “Notice of Annual Meeting and Proxy Statement” 
of GE for 1959 indicates the options exercised from January 1, 1958, to February 
1, 1959. 

It shows that three officers, Messrs. Cordiner, Paxton and Reed exercised 
options for 10,000 shares at $23.75 a share. All officers as a group exercised 
options for 53,000 shares. Thus, these three men exercised about 20 percent 
of the total for the whole officers corps. Further, the officer group had more 
than one-third of the total of the 1,829 employees, showing in quantitative terms 
the heavy influence of the officers. 

What is just as striking is that the three top officers chose to exercise 
options for only the $23.75 stock. They did not buy a single share over that 
price, while the less fortunate “employees as a group,” meaning the middle 
management, had to buy substantial quantities at prices of $59 to $68 a share. 

‘an it be that these three top officers lacked the confidence in the corporation 
shown by the other members of management, or was it that they wanted to be 
assured of at least 150 to 200 percent profit at the time of purchase? 

13. In response to a question by Senator Kefauver on the sharp reduction in 
employment of GE workers from 1956 to 1958 in the face of rising sales and 
profits, Mr. Cordiner’s excuse was that employment was unusually high in the 
earlier period because new plants were started. This is not true. When these 
plants are started they generally begin with a minimum of personnel and the 
personnel builds up very rapidly. A plant may start with 200 people and after 
a year or two have 1,000 or more. This is the experience with the GH plants 
that started in 1956 and earlier. 

But there is a more glaring discrepancy in his testimony. We are attaching 
a list of the major IUE—-GE plants showing the change in employment of the 
units we represented from 19523 on. This shows a steady deterioration and 
as a result employment is for these plants alone some 20,000 below the figure 
of 1953. In the same period the sales of General Electric increased by $600 
million or 17 percent and profits increased by 40 percent. 

14, In his testimony, Mr. Cordiner declared it was the policy of GE to comply 
fully with the antitrust laws and that no employees might enter into any “un- 
derstanding or agreement, plan or scheme * * * with any competitor, in regards 
to prices, terms or conditions of sales, production * * *. 

Mr. Cordiner stated that a directive had been issued by him to this effect 
and that discharge of an offending employee would be the end result of violation. 

The records of the TVA show that from April 9, 1958, to April 9, 1959, GE 
engaged in 11 identical bids with other companies for various items of electrical 
equipment. By identical bids, I mean bids in exact to the penny or to the dollar. 

A list is attached. 

In some cases the GE bids were identical with 7 or 8 companies. 

There is also the fact that in the bids for a 500,000-kilowatt steam turbine 
generator, the GE and Westinghouse figures were within 1 percent of each 
other, while they were $6 million or 50 percent higher than the successful 
English bidder. The closeness of the GE-Westinghouse bids was all the «more 
remarkable since GE had successfully bid on a previous generator of this type and 
obviously had some experience while Westinghouse had none. 
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Can Mr. Cordiner claim that these identical bids were not the result of “under- 
standing or agreement or scheme * * * with any competitor in regard to prices, 
terms or conditions of sales * * *?” 

What conclusion can we draw between these facts and Mr. Cordiner’s 
testimony? 

Does he not know what is going on? Is the committee being deceived by the 
Cordiner testimony and his directive? One answer to this contradiction might 
lie in the fact that the directive Mr. Cordiner inserted in the record was dated 
April 24, 1959 or just about the time Mr. Cordiner was originally due to testify. 

Was this directive hastily drafted to attempt to meet the scrutiny of the com- 
mittee on collusive practices in Government contracts? 

Was the insertion of this statement in the record, in the face of GH’s obvious 
collusion, an act of contempt for the committee? What will Mr. Cordiner do 
about the employees who engaged in this practice? And what is the United 
States Department of Justice doing about this matter? 

Many witnesses before congressional committees have been cited for contempt 
for refusa] to answer questions. But there is another kind of contempt which is 
not so open but is just as bad—and that is providing Congress with deceptive, 
false and misleading information under the guise of openness and frankness. 

We believe that your committee is doing an excellent job in discovering the 
facts that lie behind the increase in prices and that your work should continue. 

The American people are indebted to the sponsors of 8. 215 and your committee 
which is carrying on such a splendid investigation. 


List OF COLLUSIVE BIDs 
Following are some examples of identical bids submitted to the Tennessee 
Valley Authority (all prices are delivered to destination) : 
February 24, 1959, requisition 3654, lightning arresters for Nashville, Tenn.: 


General Electric Co . 66 
Westinghouse Electric Corp . 66 
Ohio Brass Co. . 66 


February 24, 1959, requisition 3653, lightning arresters for Jackson, Tenn.: 
General Electric Co $7, 495. 38 
Westinghouse Electric Corp . 38 
Ohio Brass Co 5. 38 


General Electric Co 5. 50 
Westinghouse Electric Corp 5. 5 
ORR PROE Se. = acts eigenen eceeietecin mses 


August 8, 1958, requisition 99893, bushings for Nashville and Jackson, Tenn.: 


Lapp Insulator Co 
Ohio Brass Co 


February 2, 1959, requisition 2764, insulators for Harriman-Petros transmis- 
sion line: 


Lapp Insulator Co 
rr A a i i a a 
General Electric Co 


Joslyn Manufacturing and Supply Co 
Ohio Brass Co 
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, Tenn.: 


1, 701. 66 
1, 701. 66 
1, 701. 66 


Tenn. : 


7, 495. 38 
7, 495. 38 
7, 495. 38 


, Tenn.: 


1, 615. 50 
1, 615. 50 
1, 615. 00 


1, Tenn.: 


. $1, 090 
- 1,090 
. 1,090 


ransmis- 


$10, 200 
10, 200 
10, 200 
10, 200 
10, 200 
10, 200 


$10, 200 
10, 200 
10, 200 
10, 200 
10, 200 
10, 200 
10, 200 
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February 2, 1959, requisition 2931, insulators for Greeneville, Tenn. : 


H. K. Porter Co 

A. B. Chance Co 

General Electric Co 

Joslyn Manufacturing & Supply Co 
Lapp Insulator Co 

Ohio Brass Co 

Porcelain Insulator Co 

Victor Insulator Division 


March 31, 1959, requisition 4204, distribution transformers for Jackson, Tenn. : 


Kuhlman Electric Co 
Allis-Chalmers Manufacturing Co 
General Electric Co 

Moloney Electric Co 

Wagner Electric Corp 

Pennsylvania Transformer Division 
Westinghouse Electric Corp 


April 9, 1958, requisition 96466, oil circuit breakers for Bristol, Va.: 
General Electric Co $21, 940 
Westinghouse Electric Corp 21, 940 


Federal Pacific Electric Co 21, 940 
RUN TIp-R AAT AADCOI AD TUMOUR URI IUE COUN EAI Ci dices sarcasm egg panna lia 21, 940 


April 21, 1958, requisition 96465, oil circuit breakers for Knoxville, Tenn. : 


General Electric Co $32, 375 
Allis-Chalmers Manufacturing Co 32, 375 
Westinghouse Electric Corp 32, 375 


April 9, 1959, requisition 4438, transformers for Rutherford, Tenn., substations : 


Allis-Chalmers Manufacturing Co 1$112, 712 
General Electric Co 
Pennsylvania Transformer Co 


2 Westinghouse received the order on a bid of $86,760. 
List of GE stock purchased on stock option plan, Jan. 1, 1958, to Feb. 19, 


1959, from “Notice of Annual Meeting and Proxy Statement GE Company, 
1959” 


| 
| 
| 


he 


at the 
period of purchase 


Name of individual or identify 
of group 


Shares purchased at 
24% per share 


$2334 per share 
Shares purchased at 


$2444 per share 
$68}¢ per share 
$60% per share 
price range 
time or during t 


Shares purchased at | 
$59 per share 


Shares purchased at 
Shares purchased at 
Shares purchased at 
Shares purchased at 


Market value or 





Mr. Cordiner »f : 62% 
M 76% 
Mr, Reed Oo 2 . 59% 
Officers as a group: 
ist quarter, 1958. .............- 8, 238 5 5014-6414 
2d quarter, 1958 778 4 57 60% 
3d quarter, 1958 5 idea 5834-6834 
4th quarter, 1958 , 208 é Eos 6414-794 
Jan. 1 to Feb. 19, 1959 7454-80% 
Employees as a group: 
fae 13, 107 | 13,637 |) ! 3% ..------| 59144-64% 
(OE Ee 18, 083 | 18,883 | ¢ 38% 57 -60% 
ee 82, 137 | 14, 832 4 57% 5834-6834 
4th quarter, 1958.......-.----.- 20, 273 | 40,790 5 et caleieal 6414-79% 
Jan. 1 to Feb. 19, 1959 5 6,908 | 3,6 366 7454-80% 
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Empioyment in 12 large IUE-GE plants, 1953—A pril 1959 








Plant December June December April Decline 
1953 1957 1958 1959 since 1953 





Lynn, Mass. presi te embktotspeae 18, 500 14, 111 11, 800 10, 715 7, 785 
Bridgeport, Conn. _.- kaancanmcsensen 3, 515 2, 643 1, 675 1, 825 1, 690 
| ee eS 7, 000 5, 222 3, 601 4, 000 3, 000 
SE ee oh 20, 000 15, 006 11,079 10, 502 9, 498 
SAID 5 no mcnsuckedss xrkeenactod 2,100 2, 605 2,279 2,417 +317 
yl ee wipandabes 4, 000 4, 744 3, 500 3, 525 475 
Louisville, Ky.'__.-- vis damcinetamaumedeel 2, 400 9,118 8, 500 8, 500 +6, 100 
Anniston, Ala______- sccm bis 1, 200 1, 992 1, 343 1, 293 +93 
Syracuse, N.Y _-..- assem ee cae 5, 000 8, 000 4, 951 5, 001 +1 
Tell City, Ind — abdccerccee 1, 672 1,614 1, 393 1, 371 301 
Fort Wayne, Ind_. ’ oven 6, 500 5, 204 4, 400 4, 590 1,910 
Bloomfield, N.J_.....----- seul 1, 704 1, 091 500 (2) 1, 704 

Total scatwtssiesas aSeaiae 73, 591 71, 440 55, 021 53, 739 19, 852 

Total excluding Louisville, Ky_-.---- 71, 191 62, 322 46, 521 45, 239 25, 952 





1 This is a new plant. 
2 Plant closed. 


INTERNATIONAL UNION OF ELECTRICAL, 
RaApIo, AND MACHINE WORKERS, 
Washington, D.C., April 29, 1959. 
Mr. Rater J. CorDINER, 
Chairman of the Board, General Electric Co., New York, N.Y. 


DreAR Mr. CorpINER: We have learned that your company has been invited 
by TVA to submit bids on 16 steam turbine generators with a total rated 
capacity of 6 million kilowatts. 

We understand that Allis-Chalmers, Westinghouse, and some European firms 
also have been invited to bid for these orders. The bids were requested on 
April 10 and are returnable on May 26. 

Inasmuch as the contracts that are let could provide a substantial amount of 
employment, we are very much interested to see that they are obtained. 

It is our conviction that your responsibility, not only to the stockholders and 
employees but also to the purchaser—an arm of the U.S. Government—requires 
that your bids be submitted on a practical and realistic basis. 

You and your representatives have taken the position that the previous 
500,000-kilowatt order that went to the Parsons Co. of England was lost to 
General Electric because of the great difference in labor costs. You have 
offered varying sets of figures from time to time purporting to support this 
position. 

While there is no question but that basic labor costs in other countries are 
lower than in the United States for these products, there are offsetting ad- 
vantages to American producers of considerable magnitude. For example, the 
import duty, freight, and insurance that Parsons must pay, plus the 20 percent 
differential in bids permitted American producers over foreign producers, 
amounts to about $2.90 per hour worked. 

This more than balances the difference in labor costs. It gives American 
producers a substantial net advantage. Too frequently these important facts 
are not known by the employees and the communities. 

Should you differ with our conclusions, we would be very happy to compare 
our figures with your own, or have us both make them available for public 
serutiny. Perhaps such a public examination might reveal whether any reasons 
exist for the great disparity in price increases for steam turbine generators 
as compared with other electrical machinery. 

From 1951 to December 1958, the following have been the increases in whole- 
sale prices according to the Bureau of Labor Statistes of the U.S. Department 
of Labor: 


Percent 
mons ies eneentere 5 a erie eee ee 19. 8 
IONE to es Secu inlin codekas sucia cane ea dence eecmaneeeans 30.6 
TERDELOMROS ll MEN UINQONE ok ccc anatase eeueeseoeouweuwaasonama 27.4 
Rt CONIC ARCO 53s gion cn eeccsuea caer seaeeeadeestosuae 25. 0 


Steam turbine generators 

















You W 
times 
ontrast 
The G 
bids thi 
employr 












of dams 
Such 
inflation 
plicy ¢ 
custome 
Thro 
have it 
nize th 
public 
their ii 
We 
satisfie 
for unl 






















ties a 
press 
to co 
here | 
succe 

Th 
The | 
more 
some 
betw: 
has ¢ 
have 


Decline 
since 1953 


ts, 
), 1959. 


| invited 
al rated 


an firms 
ested on 


nount of 
ned. 

lers and 
requires 


previous 
} lost to 
ou have 
ort this 


ries are 
ting ad- 
iple, the 
percent 
oducers, 


merican 
nt facts 


-ompare 
r public 
reasons 
1erators 


1 whole- 
artment 


Percent 
19. 8 
30. 6 
27.4 
25.0 


81.3 


ADMINISTERED PRICES 5903 


You will note that the increase in prices of steam turbine generators is 24% to 
times the increase in these other products and stand in sharp and glaring 


The General Electric employees and the communities are entitled to the best 
bids that the company can make in order to take up the existing slack in 
employment. We believe they are entitled to know that your new bids are 
lesigned to actually secure the available orders and that, unlike your previous 
bid, ‘they meet the necessary terms and specifications including the assurance 
of damages in case of failure to fulfill the commitments. 

Such a course of action would give life to your professed desire to keep down 
inflation through economy in government expenditures, and to your avowed 
wlicy of seeking the “balanced best interests” of stockholders, employees, and 
customers. 

Through General Electric’s numerous press statements on this issue, you 
hive indicated the importance of the public interest. We are sure you recog- 
nize the right of the public to all pertinent facts. Attempts to deprive the 
public or employees of essential facts could only lead to the conclusion that 
their interests were not being adequately protected. 

We do not believe that the employees or the communities will again be 
satisfied to have work opportunities lost because of a desire by General Electric 
for unreasonable profits. 

Very truly yours, 
JAMES B. Carey, President. 


GENERAL ELectrIic Co., 
UNION RELATIONS SERVICE, 
New York, N.Y., May 7, 1959. 
Mr. JAMES B. CAREY, 
President, International Union of Electrical, Radio, and Machine Workers, 
Washington, D.C. 

Dear Mr. Carey: Your April 29 letter to Mr. Cordiner, which you released to 
the press that day, was received here May 1 and passed on to me for reply. 

We note your concern about the outcome of the forthcoming award of contracts 
for steam turbine generators by the Tennessee Valley Authority, and the particu- 
lar interest you express in having them awarded to American manufacturers 
of this equipment. You may rest assured that General Electric Co., for one, 
ismaking every possible effort to secure this business. As Mr. William S. Ginn, 
vice president and general manager of the turbine division, has stated: “We 
are in business to get orders, not to lose them.” 

We note also your recognition of the relation between employment opportuni- 
ties and our success or failure in obtaining business. However, your letter and 
press release seemed designed primarily to promote a public debate with respect 
to confidential cost data. Such information in the hands of our competitors 
here and abroad would tend to militate against, rather than for, our being the 
successful bidder. 

The market for steam turbines in the United States is a highly specialized one. 
The desire of both the builders and users of these custom-built machines is for 
more and more efficiency, and practically every machine manufactured represents 
some advances in the art over previous experience and technology. For example, 
between 1951 and 1958, the average unit shipped from our Schenectady plant 
has doubled in size and is 11144 percent more efficient. Thus far, these advances 
have been achieved through using higher temperatures, greater pressures, larger 
sizes, higher cost metallurgical components, and the results of new investment in 
highly advanced engineering. 

The main thrust of the effort has been an investment that lowers the price 
of electricity and increases the use of electrical products by consumers. The 
price of electricity, which is the real product of our electrical machinery that 
is bought by customers, actually has gone down 35 percent to the household 
consumer since 1939, despite substantial increases in labor, material, and fuel 
costs. This is an amazing achievement, and the reason that the price of elec- 
tricity could go down 35 percent is that the electrical manufactures and the 
utilities have concentrated research effort on the design of ever more efficient and 
automatic power-generating equipment of higher initial cost but which burns less 
fuel per kilowatt-hour. The main cost in making electricity is not the machin- 
ery, such as turbine generators, but the cost of fuel year after year during the 
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equipment’s life. In 2 years a modern turbine generator will consume its} I am 
original cost in fossil fuels. This equipment is designed for many long years of}ing Our 
useful life. same tir 






















By reducing the amount of fuel needed per kilowatt-hour, it is possible to} I wou 
reduce the cost of electricity. The alternative would be to produce the less ex.j Cordi 
pensive but less advanced turbines of earlier years, the lower efficiency of which 8: 
would result in more expensive electricity. It has been estimated that a utility 
could not afford to accept as a gift a steam turbine if it were as little as 
10 percent less efficient than a competitive machine. 

The important historical fact is that the productive value of our machines 
to the customer has enormously increased throughout the years. The gu- 
periority of General Electric turbine generators, and the exceptionally high 
reliability of our machines is so well recognized throughout the world that it INCREAS 
has made it possible to obtain business in many instances despite the neces- aja 
sary price premium over turbine generators offered by foreign suppliers. DATES 

In view of these considerations, the price data for turbine generators discussed Price 
in your letter can be quite misleading. You may be aware the Bureau of Labor }, bt b 
Statistics considers it a limitation of their price indexes that they seldom account = 
for quality changes. This overstates price increases very substantially in the ‘ 
light of the rapid advances made in the content and performances of heavy lars . 
electrical equipment components during this period. Furthermore, included as a 
standard equipment in today’s turbines are many items which were extras in ill » 
1951. However, all the indicators point to increased competition from foreign vm 
manufacturers. The latest data by the Office of European Economic Coopera- oo 
tion show that since 1953 the United States has lagged considerably behind rhe 
Kuropean countries in the rate of increase in output per man-hour. 95 

You mention the fact that the increase in price of steam turbine generators wy 2 
has exceeded that of transformers, switchgear, and other electrical products. from ; 
Such easy comparisons are not valid, since there is such real difference in the of var, 
design and production problems of the products involved. For example, a trans- 
former is already a very efficient piece of electrical equipment. We did not Syl 


hive to spend the very substantial sums of money for development or use the 
more expensive materials required to obtain improved efficiency in steam tur- 
bines. Secondly, transformers and switchgear are produced in much larger quan- 
tities with the aid of more mechanization. They are more nearly standard 
items and generally are not designed and built for particular applications. 
These products lend themselves to mass production techniques and thus to 
relatively slower rises in cost per unit due to increase in labor rates. 





It is always somewhat surprising to see curbstone conjectures such as those spoke 
contained in your letter, particularly when they are so categorical about the 
price, the level of profit, cost differentials, or some other aspect. Such con- 
jectures are typically superficial, and represent a much overly simplified approach 
to an extremely complex problem. In view of the obvious high state of com- An 
petition in this business, it would be severely detrimental to the best interests of | no de 
General Electric and those it serves—including its employees—to make public | mark 
the data on which company bids are based. Such data are closely guarded Bo 
commercial information which, if exposed, would place the company and the ] woul 
employees affected at a serious competitive disadvantage. woul 
General Electric will continue to pursue every means to secure the business | mode 
and thus to make the maximum contribution to all the groups it serves, Re 
including employees, share owners, suppliers, and the rest of the public, par- ] deere 
ticularly those in the communities where General Electric operates plants. 
However, these efforts will be successful in the long run only if all whose inter- 
ests are at stake will recognize where the common interests lie in doing what 
is necessary to stay competitive. H 
Very truly yours, Chet 
Puiu D. Moore, Manager. hai 
Sena 
INTERNATIONAL UNION OF ELECTRICAL, Was 
RADIO AND MACHINE WORKERS, Di 
Hon. Estes KEFAUVER, the 
Chairman, Antimonopoly Subcommittee, desi 
Senate Judiciary Committee, Washington D.C. requ 
Dear Senator: In the statement I submitted to you for the record on May 19 T 
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I am enclosing a photostat of an article of today’s New York Times confirm- 
ing Our statement and indicating that Sylvania is making an increase at the 
game time and the same amount. 

I would appreciate it if this could be included together with my statement. 

Cordial best wishes, I am 

Sincerely yours, 
JAMES B. Carey, President. 


{New York Times, May 27, 1959] 


LicHt Bus Prices Goring Up SHORTLY 


INCREASES UP TO 16 PERCENT BY GE AND SYLVANIA ARE ANNOUNCED—SOME CUTS 
WILL COME—OTHER MAKERS NONCOMMITTAL—-JUNE 24 AND JULY 1 ARE EFFECTIVE 
DATES 


Price increases ranging up to 16 percent in most household and industrial 
light bulbs will be made by the end of next month by two leading producers. 

The American public spends each year an estimated quarter of a billion dol- 
lars for light bulbs other than those that go into automobiles and photographic 
equipment. 

The General Electric Co., largest producer of light bulbs in the country, 
will put its increases into effect on June 24. The company said that the price 
advances were the first since January 1957. They were made necessary, 
according to General Electric, by higher labor and material costs. 

The housewife who now spends 21 cents for a 60-watt incandescent bulb will 
pay 25 cents in July. The store price of 100-watt incandescent bulbs will rise 
from 23 to 25 cents. Other incandescent light bulbs will carry price increases 
of varying amounts. 

SYLVANIA TO RAISE PRICES 


Sylvania Electric Products, Inc., a subsidiary of the General Telephone & 
Electronics Corp., will raise prices of most of its light bulbs on July 1. Syl- 
yvania, General Electric, and the Westinghouse Electric Corp. account for almost 
10 percent of all household and industrial bulb production. 

A Sylvania spokesman said that the increases would be the first changes in 
his company’s bulb prices since February 1957. He said that the advances were 
necessitated by higher labor and material charges. 

“We have not made any recent price increases in our bulbs,” a Westinghouse 
spokesman reported. He declined further comment. 


DURO-TEST UNDECIDED 


An official of the Duro-Test Corp., fourth largest bulb manufacturer, said that 
no decision had been made on pricing. However, he added that all orders post- 
marked not later than July 11 would be shipped at current factory prices. 

Both Sylvania and General Electric emphasized that some price reductions 
would be made in some of the many kinds of bulbs offered for sale. The cuts 
would occur in more expensive fluorescent bulbs primarily, with incandescent 
nodels accounting for the bulk of the advances. 

‘ Representatives of both companies agreed that increases would far outnumber 
ecreases. 


NATIONAL CANNERS ASSOCIATION, 
Washington, D.C., May 20, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Committee on the Judiciary, 
Washington, D.C. 

DEAR SENATOR KEFAUVER: On behalf of its 650 member canners located in 48 of 
the 50 States and Territories, the National Canners Association respectfully 
desires to record with the committee its objection to S. 215, entitled “A bill to 
require concentrated industries to file advance notice before increasing prices.” 

The National Canners Association is a nonprofit trade association whose 
membership includes both independent canning companies and cooperative can- 
ning enterprises which in the aggregate pack 75 percent of the entire national 
production of canned fruits, vegetables, fish, and specialties. 
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In addition to the basie objections to S. 215 which have been explored wit} 
the Antitrust Subcommittee, in its public hearings on that proposal, by repre 
sentatives of the Department of Justice, the Federal Trade Commission, and g 
large number of basic industries and labor organizations, we respectfully submij 
to the committee the following additional points. 

In the first place, the precise coverage of the proposed measure is ambiguous 
and in the opinion of some might be applied to individual segments of what hayg 
been loosely referred to as basic industries. The only relevant frame of referencd 
appears to be the phrase “any line of commerce” which has been interpret 
under other provisions of the antitrust laws to embrace the manufacture ané 
sale of particular product lines, not only nationally but also in regional and loca 
areas. It is true that to some extent the authority to determine “the lines of 
commerce and the corporations” to which the bill will apply is delegated to the 
Federal Trade Commission by the last sentence of section 3 of the bill. Yet this 
delegation must be governed by the remainder of that section. Accordingly 
there is some basis for apprehending that this measure in the future might 
held applicable to particular lines of products among the many canned foods 

Secondly, we urge upon the committee the impracticability of the proposal 
deriving from manifest economic facts in the highly competitive canning industr 
and in many others. If a company that has a large volume is precluded fro 
raising prices, its smaller competitors would be similarly foreclosed from ad 
vancing prices despite changes in the market, labor increases, or other cost 
increases that would require them. If true competition exists, experience ha: 
repeatedly demonstrated that these smaller enterprises cannot obtain highe 
prices in the market place than their larger competitors. In this respect, it i 
respectfully submitted that the proposal would bear equally upon the smalle 
enterprises, and to the extent that they were unable to achieve higher price: 
demanded by economic conditions, the smaller enterprises might indeed suffe 
relatively more. 

That the time limitations sought to be prescribed are unworkable has been 
sufficiently demonstrated to the committee. 

Third, S. 215 is, when analyzed, essentially an indirect and cumbersome form 
of price control. In the canning industry competition and the interaction of 
free market has resulted in the constant maintenance of reasonable prices. No 
basis exists for saddling upon this industry the proposed series of administrative 
controls, prescribed statutory delays, and barriers to the interaction of conmpeti- 
tive forces in a free market. 

For these reasons the association is convinced that enactment of S. 215 would 
be a major disservice to the growers of canning crops, the canning industry, and 
the consumer. We strongly oppose the bill. 

Very truly yours, 
NoRMAN SorENSEN, President. 


NATIONAL SOYBEAN PROCESSORS ASSOCIATION, 


Chicago, Ill., May 14, 1959. 
Hon. Estes: KEFAUVER, 


Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: The National Soybean Processors Association 
through its board of directors, submits this statement in opposition to the e- 
actment of 8. 215. It is requested that this statement be included in the recor! 
of the hearings now being held by the subcommittee on this bill. 

S. 215 represents a radical departure from the present legislative scheme of 
reliance upon market competition. It would require advance notice of price 
increases, subject to a waiting period, and the possibility of examination inti 
the justifiability of such increases. It would apply concepts and procedures 
drawn from the field of utility and carrier regulation to large segments of business 
which have heretofore been free to make price decisions subject only to the re 
strictions of the antitrust laws. 

This unprecedented interference with freedom of price competition woul 
rest upon a legislative determination, were S. 215 to be enacted into law, thal 
monopoly or the threat of monopoly prevails in those industries in which 4 
percent or more of annual sales are made by eight or fewer corporations. Unde! 
the proposed legislation such corporations would no longer be free to make pri 
decisions in accordance with the individual business judgment of their executive: 


The 
a! 
antit1 
lies ii 
a 
to pu 
decis: 
possi 
3. 
actio: 
drag! 
volur 
rigid! 
vants 
cond! 
4. 
whet 
inati 
ject | 
5. 
possi 
the i 
term 
lengt 
trust 
6. 
com] 
pani 
prod 
Tl 
cent! 
This 
at p: 
85th 
the s 
ed f 
dete. 
oil, : 
ucts 
bear 
mer 
com 
fluct 
affe 
trax 
time 
refl 








lored with 
, by repre 
ion, and q 









f reference 
interprete 
acture and 








he lines of 
ated to the 
. Yet this 
ccordingly, 
e might 
ined foods 
ie proposal 
ng industr 
luded fro 
1 from ad 
other cost 
2rience hag 
ain highe 
spect, it is 
the smalle 
gher prices 
deed suffe 






















e has been 








prices. No 
ninistrative 
of conrpeti- 









. 215 would 
dustry, and 







President. 








TION, 
y 14, 1959. 







Committee, 






Association. 
1 to the en 
1 the recor 








2 scheme of 
ice of price 
ination into 

procedures 
3 of busines: 
ly to the re 










ition woul 
to law, that 
in which 5 
ions. Unde! 
» make pri 
r executive 














ADMINISTERED PRICES 5907 


The proposed legislation is seriously objectionable for a number of reasons: 
1. It abandons traditional reliance upon individual initiative subject only to 
antitrust sanctions. The answer to the problems to which the bill is addressed 
lies in more rather than less antitrust enforcement. 

2. The bill would subject the price decisions of selected individual companies 
to public examination without providing any standards for the judgment of such 
decisions, and without giving the companies involved any protection from the 
possible consequences of the disclosures which may be required. 

38. The bill would discourage and operate to prevent the flexibility of price 
action necessary to the effective operation of many companies caught in its 
dragnet. It seems clear that no company subject to the bill’s provisions would 
voluntarily reduce prices whenever such action could be avoided. The price 
rigidity thus imposed would impose upon some companies a competitive disad- 
vantage vis-a-vis competitors left free to respond normally to varying market 
conditions. 

4. The bill poses extremely difficult administrative problems. It is doubtful 
whether the bill could be made to work without seriously objectionable discrim- 
inations between industries and companies. The burden placed upon those sub- 
ject to the bill would be enormously costly, if not confiscatory. 

5. The bill is so vague in its standards of applicability that it would be im- 
possible to determine in advance of action by the Federal Trade Commission 
the industries, markets, and products to which it might be applicable. The de- 
termination of individual lines of commerce under S. 215 in itself would involve 
lengthy and protracted proceedings analogous to those involved in major anti- 
trust cases. 

6. The bill would defeat its express purpose by freezing the prices of small 
companies as well as large. This could well result in grave damage to small com- 
panies squeezed between a rising floor of commodity priees and a rigid ceiling of 
product prices. 

The absurdity of thus attempting to impose price controls on so-called con- 
centrated industries is strikingly evident in the soybean processing industry. 
This industry is presumably one of the targets of S. 215, since table 62, found 
at page 547 of the report of the subcommittee of the Committee on the Judiciary, 
85th Congress, Ist session, indicates that 62 percent of the value of shipments in 
the soybean oil meal industry, on the basis of product classification, were account- 
ed for in 1954 by the eight largest companies in the industry. It is impossible to 
determine from the data given whether such “shipments” include refined soybean 
oil, soybean meal, the feed mixes in which such meal is marketed, and other prod- 
ucts. Assuming, however, that S. 215 by its terms would be applicable to the soy- 
bean processing industry, its price notification provisions would destroy, not 
merely regulate, existing soybean markets. Soybean oil and meal are sold in 
commodity markets on which prices vary from day to day in accordance with 
fluctuations in supply and demand and other factors. Prices are importantly 
affected by changes in other markets for industrial and edible oils and meals, by 
transportation factors and by dates of shipment. For example, at the present 
time the pressure of supplies of soybean meal on the market in one major area is 
reflected in a price for immediate shipment of $4.50 per ton less than for June 
shipment. 

In each of these four primary product areas, individual soybean processors are 
in vigorous competition with each other and are continuously confronted with 
competition from processors of other commodities. Despite the wide diversi- 
ficatin of products, oilseeds, oils, and fats comprise a single commodity grouping 
in US agriculture, are closely related, and for many purposes directly substi- 
tutable. The major commodities with which soybeans thus directly compete are 
flaxseed, cottonseed, lard, and tallow and grease. Of lesser importance are tung, 
safflower, castor, and peanuts. Refined soybean oils are interchangeable not 
only with other oils but with lard in the manufacture of such edible products as 
oleomargarine. Soybean meal must find a market in competition with cottonseed 
meal, and in recent years these protein meals have also competed in the animal 
feed industry with urea. 

This summary description is sufficient to show that price controls would re- 
quire the development of entirely new market concepts and procedures for trade 
in soybean oils and meal. This could not be done other than by the imposition 
of absolute and complete Government regulation—a regulation which would 
necessarily regiment soybean markets with the markets of the many other com- 


modities which affect the price of, and are in turn affected by, the prices of 
Soybean products. 
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The enormous growth of the soybean processing industry in recent years 
under free market conditions furnishes in itself a sufficient reason for rejecting 
S. 215 and the inferences of monopolistic pricing on which that bill depends, 
Monopoly, we know, inhibits growth and progress. Consumers will not buy at 
monopoly prices when substitutes are available. The domestic acreage devoted 
to soybean production has risen from less than a half million acres in the 1920's 
to almost 25 million acres. It is anticipated that the utilization of soybeans 
in the 1958-59 season will reach approximately 535 million bushels, 10 percent 
over the peak use of approximately 470 million bushels last season. And because 
any monopolistic control of processing would necessarily affect the prices of soy- 
beans as well as the prices of products, it is significant that average prices ob- 
tained by farmers in most seasons have ranged above or close to support levels, 
Because the farmer is both the producer of protein meal and its purchaser, 
the competitive performance of the processing industry is indicated by a com- 
parison of the prices received by farmers for protein meal (in the form of feed), 
In February 1959, the Agricultural Marketing Service reported that the price 
index or prices received by the farmer for such crops had risen to 221 (using 
1910-14 as a base equal to 100), whereas the index for prices paid by the farmer 
for feed had risen only to 202. 

Accordingly, both because of the objections on the ground of public policy 
listed above and because of the harm this bill would inflict upon soybean proces- 
sors, producers, and consumers, we ask that the subcommittee not approve SB. 215. 

Yours very truly, 
R. G. HoueHt.in, President. 


GRocerY MANUFACTURERS OF AMERICA, INC., 
New York, N.Y., May 25, 1959. 


Re §. 215. 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
Senate Committee on the Judiciary, 
Senate Office Building, Washingion, D.C. 


Dear Sirs: The Grocery Manufacturers of America, Inc., respectfully declares 
its opposition to the Federal law proposed by this bill; and it respectfully asks 
that this letter be placed in the record of the hearings thereon. As previously 
stated to the subcommittee the foregoing organization (known as the GMA) is 
the national association of manufacturers of food and other grocery products, 
both large and small, throughout the United States; and their brands are house- 
hold words. . 

(1) The Federal law proposed by S. 215 would apply to every product line 
of interstate or foreign commerce (etc.) wherein 50 percent or more of its 
total annual sales in the United States are made by eight or less corporations 
(including their respective subsidiaries and affiliates) ; and to each corporation 
in such eight or less group, which has capital and surplus and undivided profits 
in excess of $10 million. The Federal Trade Commission is ordered to deter- 
mine the lines of commerce and the corporations to which this law applies, to 
revise these determinations and to publish them in the Federal Register, as 
provided. 

But the jurisdiction of this law may be initially estimated pursuant to the 
subcommittee’s 1957 report on “Concentration in American Industry.” This 
report discloses the percent of 1954 shipments made by the eight largest com- 
panies in different lines of food and kindred products; but it does not segregate 
the corporations having a net worth exceeding $10 million. Moreover the De 
partment of Justice has stated that “this subcommittee’s report indicates that 
eight companies account for 50 percent or more of the shipments in over half 
the manufacturing industries in the United States.” Hence, such law would 
have jurisdiction over larger corporations doing more than half the manufac- 
turing business in this country, include the food and grocery manufacturing 
business. But it would also indirectly regulate smaller competing corpora- 
tions, as later explained. 

(2) The Federal law proposed by S. 215 may be briefly summarized as follows: 
It first provides that no subject corporation shall increase the price of its product 
in any line of such commerce until the expiration of a waiting period of 30 
days after the delivery of a notice of this price increase to the Federal Trade 
Commission, the Attorney General, the Speaker of the House, and the President 
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of the Senate, for publication in the Federal Register and the Congressional 
Record. Such notice must describe the product and state the extent and 
effective date of this price increase; and a willful failure to file it creates a 
liability to a money penalty ranging from $5,000 to $50,000 inclusive, as provided. 
But the Commission, with the Attorney General’s approval, may administratively 
waive the foregoing waiting requirement as provided, in appropriate cases or 
categories of cases. And apparently the noticed price increase can be made 
effective after that 30-day waiting period, without further waiting for the public 
hearing thereon next considered. 

Such law then provides: Within 30 days after a price increase notice has been 
thus given by a corporation the Federal Trade Commission shall call a public 
hearing thereon, unless it is administratively declined as provided. At such 
hearing it is made the duty of the Commission and the Attorney General to 
examine the corporation on the reasons for and the justifiability of this price 
increase; and also to take testimony on its impact upon competition and the 
economy of the Nation. Other persons desiring to be then heard may be allowed 
to testify for or against this price increase, under rules prescribed by the 
Commission and approved by the Attorney General. Moreover the latter are 
given broad authority to require the attendance of witnesses and the production 
of documents at any such hearing. If a corporation directly or indirectly 
boycotts, intimidates, coerces, or discriminates against any person because he 
testifies at such a hearing, it and any of its officers or employees who willfully 
participate in that action are liable to punishment by a fine not exceeding $5,000 
or imprisonment not exceeding 1 year, or both; and the corporation is also 
liable to a treble damage suit, as provided. 

Such law finally provides: The Federal Trade Commission and the Attorney 
General shall make joint semiannual and additional discretionary reports to 
Congress, on the law’s operation; and in doing so they shall submit their joint 
or separate recommendations, if any, for other action in the circumstances. 
While this action is not defined, it would presumably include action against 
price increases which are wholly or partly disapproved by the Commission and/or 
the Attorney General. 

(3) The Federal law thus proposed by S. 215 presents three Cecisive ques- 
tions. The first question is whether it will actually accomplish its declared 
purpose to prevent inflation. For this law begins with the following declaration: 
“The Congress recognizes that (1) inflation is undermining the purchasing 
power of the Nation at a time when both the domestic economy and the peace 
of the world depend in great measure upon stabilizing purchasing power; and 
(2) a few dominant corporations have control over the production, the distribu- 
tion, and the price of basic commodities upon which all American economy 
depends. The Congress believes that inflation will be checked if the pricing 
policies of these corporations are publicly reviewed before increased prices 
may be made effective, and to that end the provisions of the act are enacted.” 
We should pause here to note that the foregoing declaration is inaccurate, be- 
cause and to the extent it indicates that such law only reaches basic commodities ; 
whereas it instead reaches all products in any line of the regulated commerce, 
as we have seen. 

This question manifestly requires a negative answer, because a price increase 
noticed under such law may be and probably will be made after the required 
80-day waiting period. Moreover, this law would on the contrary promote 
inflation. For it would discourage warranted price decreases, by preventing 
immediate price readjustments thereafter, which are necessary; and by doing so 
it would arbitrarily induce price rigidity. We should add here that the above 
declaration by Congress is predicted on a fallacy, because it assumes that in- 
flation is essentially caused by the pricing policies of larger corporations. For 
the causes of inflation are many and principally basic; and business price in- 
creases are normally due to rising operating costs, which are beyond management 
control and illustrated by unavoidable wage increases. Further, that declara- 
tion is also predicated on another fallacy, because it implies that larger corpora- 
tions have a wrongful control of basic commodities; presumably in the sense 
that this control violates the competitive principles secured by the Federal 
antitrust law. For we know of no evidence that this is so. 

(4) The second question is whether this proposed law is fundamentally sound, 
in its economic conception and from the standpoint of public policy; and it like- 
wise demands a negative answer. For in the first place such a law would 
arbitrarily require a 30-day delay in making price increases subject to it; by 
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doing so it would prevent immediate price increases, which are necessary for 
economic and marketing reasons; and as a result it would thus injuriously 
disrupt the essential course of our national (including the grocery) economy, 
to a serious (perhaps even on occasion to a fatal) extent. The gravity of these 
detrimental consequences is emphasized by recalling that this law would have 
jurisdiction over corporations doing more than half the manufacturing business 
in our country. We should now go on to add two comments on the foregoing 
basic objection to such a law. ‘The first comment is this: It is no answer to 
reply that the law directs an administrative waiver of its required price increase 
delay, in appropriate cases or categories of cases. For no one presently knows 
how far that waiver would go or whether it would go far enough; in any event 
it would only make exemptions to this price increase delay requirement, what- 
ever they may be; and consequently such requirement would stand as the legisla- 
tive rule, except as administratively provided. The second comment is that while 
this law only has jurisdiction over larger corporations, it would equally govern 
smaller ones in its practical effect. For they could not ordinarily make necessary 
price increases, while their larger competitors are prevented from doing so. 

In the second place this law would clearly violate our basic public poiicy on 
private trade prices, which has been long established and enforced by the Federal 
antitrust laws. It is that these prices shall be freely made in a fair competitive 
market, which is always governed by natural economic principles and relevant 
marketing conditions; whereby such prices rise and fall, as normally required 
and permitted in the actual circumstances. This policy is essential to our 
order of a private competitive economy and has been the key to its historic 
success. For its has permitted the creative genius of that economy to build the 
greatest industrial advances ever achieved and to provide the highest standards 
of living ever attained. Whereas such a law would convert that private economy 
into a public utility one, to the extent its price increases are thus controlled by 
the Government, in derogation of the business freedom thus guaranteed by our 
public policy and to the great injury of our national welfare. 

In the third place this law would enact an unsound public policy by exposing 
legitimate and necessary price increases to harassing ex post facto public 
hearings open to others, except as administratively provided (which is now an 
uncertain situation), where they may be kicked around for a political or other 
ulterior purpose; and thereafter also to harassing expost facto Government 
reports, however well intended. This state of affairs could only create a harm- 
ful antagonism between business and the Government and a serious undermining 
of public confidence in the integrity of our private economy. 

Hence it is no surprise to learn that both the Federal Trade Commission and 
the U.S. Department of Justice, who would administer this law, strongly oppose 
its enactment. And the maleffects of such a law must deeply concern the food 
and grocery manufacturing industry, represented by the GMA. For that in- 
dustry would be primarily vulnerable to them, because of its very nature. 

(5) The third question is whether such a law is practically workable, from 
an administrative standpoint; and a negative answer is indicated. This is so 
because of its vast application to corporate price increases and the enormous 
problem of due public hearings on them, which is increased by the requirements 
of the Administrative Procedure Act; and unless our country is prepared to em- 
bark on a great resulting expansion of the Federal Trade Commission and to 
pay its tremendous cost. The Commission said as much in its May 1 statement to 
the subcommittee, when it advised (in part) as follows: 

“As is evident from the factors described above, passage of the proposed legis- 
lation would greatly increase the responsibilities and duties of the Commission. 
It is not possible to make even a rough estimate of what the additional costs to 
the Commission would be. However, it is obvious that the additional expense 
would be tremendous. Certainly, it would place a heavy burden on the Com- 
mission and would undoubtedly require an agency substantially greater in size 
if we were adequately to perform the duties proposed to be required and still 
continue to perform our regularly assigned functions.” 

Respectfully submitted. 

CHARLES WESLEY DuNN, General Counsel. 
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CoMMUNICATIONS RECEIVED BY SUBCOMMITTEE Re S. 215 


Tue A. F. THomrpson MANUFACTURING Co., 
Tyler, Tew., April 29, 1959. 
The Hon. Estes KEFAUVER, 
U. 8S. Senate, Washington, D. C. 

Dear SENATOR KEFAUVER: I have just finished reading the O’Mahoney Dill 
(S. 215) and while my company being in the group referred to as small business 
does not come under the provisions of this bill as now written, it is apparent that 
interpretation or minor changes in the bill could broaden its scope tremendously. 

More important, perhaps, would be the precedent established, on one segment of 
industry, to compel the revealing of corporation records which would be avail- 
able to competition and labor unions. It is not unreasonable to assume that 
should this provision included in 8S. 215 be enacted into law that the next step 
would be pressure to reveal company records in other types of proposed legis- 
lation, perhaps even to the extent of becoming pertinent information in union 
contract negotiations. 

Apparently it has been assumed by the supporters of this bill that it will, if 
passed, check inflation. This assumption certainly is debatable, but even if 
partially true it would not warrant passage of legislation which would be to the 
detriment of industry, large or small, and which is in direct violation of all of 
the concepts of free enterprise. 

It will be appreciated, Senator Kefauver, if you will permit this letter to be- 
come a part of the official record of the hearing of bill S. 215. 

Very truly yours, 
H. B. Hopees, President. 


AcE IRRIGATION & Mrca., INC., 
Kearney, Nebr., April 28, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 
DEAR SENATOR KEFAUVER: I suggest you kill S. 215. 
The Government is into private business so much now that we wish we had 
never gotten into business. 
We wonder if the Federal Government prefers putting all private enterprise 
out of business? 
Does the Federal Government want to be a dictatorial government? 
Will we soon have a worse government for the people than Russia has? 
I’d like this letter to go on record as being definitely against S. 215. 
Yours for freedom in America, 
AcE IRRIGATION & Mra. INC. 
Asa GALLup, President. 


ACUSHNET Process Co., 
New Bedford, Mass., April 29, 1959. 
Hon. Estes KEFravuver, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR KEFAUVER: It is our understanding that your Senate subcom- 
mittee is currently holding hearings on the price notification bill, No. S. 215. 

In our opinion this bill is completely contrary to the fundamentals of the 
economic system under which we have achieved our present growth. It would 
burden industry with the necessity of hearings on price increases and would 
result in opening the books of many American corporations to whatever busy- 
bodies might choose to peruse them. It would create a new bureaucracy thereby 
adding to the taxes with which our citizens are already burdened. 

It is based on the economie fallacy that price increases are the cause of 
inflation. The fact is, in our opinion, that price increases are the result of 
inflation and such increases are caused by increases in costs, particularly labor 
costs. 

As far as we can tell, this bill would have no direct effect upon our own 
company, but we feel that it would be ruinous to the competitive enterprise in 
the United States. 
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We wish to be recorded as completely opposed to bill No. S. 215. We respect- 
fully request that this letter be made a part of the records of the hearings of 
your committee. 

Very truly yours, 
R. B. Youne, 
President. 


EVANSTON, ILL., April 20, 1959. 
Hon. Estes KErAUVER, 
Senator, State of Tennessee, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR KEFAUVER: I have recently read the texts of Senator 
O’Mahoney’s bill, S. 215, as well as the Reuss bill, H.R. 6263, and the Clark bill, 
S. 1237, relative to price controls through means of Government surveillance, 
and I am frankly astonished to the point of being horrified that any distin- 
guished Congressman with a high school course in economics would allow such 
bills to be written, much less supported. 

Price controls, untenable in peactime, certainly are far from the solution of 
this country’s recognized and unchecked inflation. They merely point out one 
symptom of the underlying and evil disease that has spread unchecked since the 
end of the Second World War. This disease must be obvious to you although 
you may not find it politically expedient to publicly state it as such. This disease 
finds its roots in the organized labor force whose wage demands over the past 
years have been exorbitant and grossly out of line with any increase in pro- 
ductivity. Published figures in newspapers and national magazines have made 
this apparent to all. Making the symptom by these price controls is no way to 
cure the disease brought on by increased organized labor wage demands that 
are so completely out of line with productivity. 

I ask you, Senator, in the name of commonsense and common welfare, to 
do all within your power to have these bills withdrawn before they take pricing 
out of its natural context in the law of supply and demand and before they make 
a mockery of you, your noted colleagues, and our country. 

Instead, I ask you to have bills drafted that will stem the disease of infla- 
tion, bills that will abolish the organized labor union monopolies, and bills that 
will require these groups to justify, in public, any demands for increases in 
either wages and/or fringe benefits. 

I further request that this letter be made a part of the Antitrust and Mo- 
nopoly Subcommittee of the Senate Judiciary Committee hearings concerning 
the S. 215 bill proposed by Senator O'Mahoney. 

In sincere hope that you will take the action requested with both firmness 
and conviction, I remain, 

Very truly yours, 
ANDREW W. AISHTON. 


LIBERTYVILLE, ILL., April 28, 1959. 
Re §8. 215, H.R. 6263. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 


Deak SENATOR KeEFrAvver: If our country is to continue its progress on the 
time-tested principle of a free marketplace, we had better give the matter some 
serious thought before we disturb the economic law of supply and demand. 

How can you control prices without controlling wages? Where is the pro- 
vision in these bills to tie in wages to prices? In other words, we are going to 
permit wage increases and then dictate “hold the line”’to the manufacturer? 

It is clearly evident that profits, and other available capital, are inadequate 
to finance the tremendous expansion and replacement funds necessary to finance 
our present industrial needs. What would finally happen, after two or three 
rounds of wage increases and no price increase? This would be outright dicta- 
torship and confiscation, and could force a company to bankruptcy, or to a rate 
of net profit so low that it could not provide funds for normal expansion and 
replacement of machinery. Political interference with the free marketplace 
during peacetime has never worked and never will. In effect, industry would be 
told how much profit it can make. 
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Please exert your influence to prevent such legislation and make this letter 
a part of the official record of the subcommittee hearings. Thank you. 
Very truly yours, 
Frep P. ALBRECHT. 


AMERICAN STEEL FOuNDRIES, 
Chicago, Ill., April 28, 1959. 
Subject: Senate bill 11. 
Hon. Estes KEFAUVER, 
Chairman, Senate Antitrust and Monopoly Subcommittee, 
Washington D.C. 


Dear SENATOR KEFAUVER: Our purpose in writing to you is to express our 
objection to the above bill, presently before the Senate Antitrust and Monop- 
oly Subcommittee, to amend section 2(b) of the Robinson-Patman Act. 

This bill would overturn the U.S. Supreme Court’s decision in the Standard 
Oil of Indiana case—a decision which finally gave a definite meaning to section 
2(b). At the very least, it would severely restrict the right to defend a charge 
of price discrimination by showing that a lower price was given in good faith 
to meet an equally low price of a competitor. In our opinion the defense would 
become completely unavailable for all practical purposes. 

The Robinson-Patman Act forbids price differences only where their effect may 
be “(1) substantially to lessen competition or tend to create a monopoly in 
any line of commerce, or (2) to injure, destroy, or prevent competition with any 
person * * * .’ When this language is read in conjunction with S. 11, the 
meeting competition defense would be available when the effect of the price 
difference may be to “injure, destroy or prevent competition with any person” 
but not “substantially to lessen competition.” The courts have not been able 
to distinguish between these phrases. How can businessmen and their counsel be 
expected to do so? +There being no feasible distinction between the phrases, the 
effect of S. 11 would be to permit the defense only where competition is not 
adversely affected—a situation where price discrimination is permitted anyway. 

The ultimate effect of S. 11 appears clear. Competition would be inhibited, not 
preserved. Many sellers would be forced to withdraw from geographically dis- 
tant markets and many would be forced to let customers go without attempting 
to meet competitive prices. The formation of local monopolies would thus be 
encouraged, and this is clearly contrary to the intent of the antitrust laws. 

We ask that this letter be made a part of the official record of subcommittee 
hearings. 

Yours very truly, 
O. B. GARNER, 
Secretary and Oounsel. 


MINNEAPOLIS, MINN., April 20, 1959. 
Hon, Senator KEFAvUvER, 


Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Deak Sir: I have read the provisions in the O’Mahoney bill, 8S. 215, and the 
Reuss bill, H.R. 6263, and as a businessman am opposed to my Government 
leading us away from a democratic form of government. 

Our Government is big, and we need big business as well as small business. 

It must be remembered profits come back to the people in the way of taxes 
and dividends ; which in turn create more jobs, taxes, and dividends. 

As a taxpayer and citizen, I feel I have a right to express my opposition 
to this bill. 

Please make my letter a part of the official record of the subcommittee 
hearing. 

Yours very truly, 


Geo. W. ANDERSON. 
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“ Lone Beacu, Cauir., May 1, 1959. 

My Dear SENATOR KEFAUVER: This is my first letter to any Member of 
Congress. I am tired of sitting back and letting pressure groups lobby for their 
pet legislation, and decided to express my emphatic opposition to bills S. 215 
and H.R. 6263. I believe this kind of legislation is just one more step toward 
a socialistic state. 

These bills, S. 215 and H.R. 6263, are supposed to fight inflation. I cannot 
understand how any responsible representative of the voting public can make 
a statement that price control legislation will stop inflation. 

I would like to ask the honorable Senators what effect does the farm subsidy 
legislation have on the cost-of-living index? If my memory serves me correctly 
the farm price support legislation was to assist the small farmer during the 
1930’s, yet if you gentlemen would bother to look at the outlandish payment 
records you would very likely find that the large farms benefit from this legis- 
lation. In my opinion, if you would eliminate farm price supports, the threat 
of inflation, the public debt, and the need for higher taxes would diminish con- 
siderably. 

Great lip service is given about our free economy, but these proposed bills 
represents only another step in the direction of socialism and bureaucracy. 
I believe freedom of trade and refrainment from increasing tariffs and duties 
will do a lot more good for the Nation in combating inflation than writing new 
laws which are supposed to place a lid on the rising prices. Sure, this year 
they only affect large corporations, next year you include small corporations 
and by the time my children are full grown you will have Federal price controls 
on the corner barbershop. 

I respectfully request you make this letter a part of the official record of the 
subcommittee hearings. 

Very truly yours, 
H. L. ANDERSON. 


Houston, Tex., April 30, 1959. 
Hon. Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Com- 
mittee, Washington, D.C. 


Dear SENATOR KEFAUVER: I have studied with a great deal of interest the 
O’Mahoney bill (8. 215) that would require firms to notify the Government of 
price increases 30 days in advance, to justify the proposed increase in public 
hearings. 

In my opinion, this is a very vicious bill which would be highly impractical 
and very much contrary to the American way of business. I feel that it would 
very adversely affect the national economy. I feel that the passage of such a 
bill would be a grave mistake. 

I would appreciate your making this letter a part of the official record of the 
subcommittee hearings. 

Very truly yours, 
R. A. ANDERSON. 


Datias, Tex., April 22, 1959. 
Re S. 215, 86th Congress, 1st session. 


Hon. Senator Estes KEFravuver, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Senate Office Building, Washington, D.C. 


Sir: I wish to register with you, as chairman of the Antitrust and Monopoly 
Subcommittee of the Senate Judiciary Committee my opposition to bill S. 215 
introduced by Senator O’Mahoney pertaining to price-increase hearings, etc. 
I am also opposed to H.R. 6263 introduced by Congressman Reuss of Wisconsin. 

These bills, like any legislation which proposes to force controls on business, 
industry, or agriculture are a threat to our system of free enterprise. One con- 
trol leads to another and can only result-in an economy completely controlled 
by the Government. Economic controls have never worked for any length of 
time, they are ineffectual in fighting inflation, they involve tremendous costs in 
manpower, money, and resources, and in the final analysis they deprive the con- 
— of his right to determine what is produced and where growth should take 
place. 
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These bills would interfere with my rights as a consumer and I request that my 
protest be made a part of the official record of the subcommittee hearings. 
Yours very truly, 
T. D. ANDERSON. 


Tue B. F. Goopricu Co., 
Akron, Ohio, May 8, 1959. 
Hon. Estes KEFAUVER, 
Uhairman, Antitrust and Monopoly Subcommittee, Senate Committee on the 
Judiciary, Washington, D.C. 

DEAR SENATOR KEFAUVER: We take this means of expressing our views on 
§. 215 known as the preprice increase notification bill, and request that it be 
made part of the record of committee hearings on this subject. 

That the Congress should recognize inflation as a serious problem and a 
threat to the national economy is, of course, encouraging. Inflation is a matter 
of grave concern to us all. On the other hand, that Congress should at the same 
time declare that inflation is the result of the pricing practices of so-called 
dominant corporations, is not only unrealistic but wholly unsupported by the 
facts. 

In the first place, price increases themselves are not the cause of inflation. 
They are merely the measure of the amount of inflation which the economy is 
at the time experiencing. Here the bill fails to recognize the basic difference 
between cause and effect. Price increases are the results of inflationary pres- 
sures in the basic costs of labor, raw materials, fuel, and machinery, all major 
cost factors in the operation of producing corporations. 

The cost-of-living increase experienced by consumers is mild indeed compared 
to the inflation in the cost of these basic materials and services. The rise in 
consumer prices for goods and services has increased by 29.5 percent since 1947. 
Yet the average hourly earnings in the manufacturing industries have increased 
74.5 percent, the cost of commercial and factory building construction 60 per- 
cent, and that of equipment purchases 76 percent since that year. 

Then, too, we take exception to the bill’s implication that inflation is in some 
way attributable to “profiteering or excessive profits” in the industries defined as 
dominant. Here are the facts: 

Fact 1. Corporate profits in 1958 amounted to $18 billion as compared 
with $18.2 billion in 1947. 

Fact 2. Profits were equivalent to 7 cents of every sales dollar for all 
corporations in 1947. This margin has steadily declined since 1947 until 
it reached a low point of only 4.15 cents per dollar of sales in 1958. 

Fact 3. The national income of this country is the sum of employee com- 
pensation, interest, rental income, proprietors’ income, and corporate profits. 
In 1947, profits accounted for 9.2 percent of the national income, but only 
5 percent in 1958. 

The record denies the profiteering charge. We are experiencing a wage-price 
squeeze, stemming directly from the uncontrolled economic power of the labor 
unions. No thoughtful man can come to any other conclusion. In the interests 
of the Nation, Congress must recognize this and quickly come to grips with it. 

Finally and wholly unrelated to the economic fallacies of the bill, we call the 
committee’s attention to the completely impractical operating mechanics of the 
bill which provides that each price increase in the “dominant” industries shall 
not become effective until 30 days after notice to (1) the Federal Trade Com- 
mission; (2) the Attorney General; and (3) the Speaker of the House of Rep- 
resentatives and the President of the Senate for publication in the Federal Reg- 
ister and the Congressional Record. We trust the committee is fully cognizant 
of the magnitude of this undertaking. 

Our company alone produces and sells approximately 30,000 different products. 
Taking into account the hundreds of other companies, some of whom have many 
more items in their product lines, won’t this bill result in one of the most 
gigantic bureaucracies ever created by the Congress? In their present form, can 
the Congressional Record and Federal Register accommodate such voluminous 
material, and would either of them be usable buried under all this information. 
Actually, the mountains of paper which would also flood the Federal Trade 
Commission and the Justice Department would make effective use of the statis- 
tics a physical impossibility. 

We sincerely believe that the committee should quickly dispose of this most 
fallacious and unrealistic proposal. 

Sincerely yours, 

R. G. Jeter, Vice President. 
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Datxas, Tex., April 22, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Sir:I am writing to register my objection to the O’Mahoney Dill, S. 215, 
and the Reuss bill, H.R. 6263. 

Arbitrary controls of business, any business, can only serve as a detri- 
ment to our free enterprise system. The farm parity program presents a 
grim preview of the effect of Government intervention into free economic 
processes. Good intentions, not based on sound economic principles, seldom 
solve economic problems. 

It a free competitive economy, price is the only effective agent to determine 
how our vast resources will be utilized. The ability to restrict price is the abil- 
ity to control production and, finally, employment. All economy where price, 
production and employment are controlled by Government cannot be consist- 
ent with individual freedom.” 

I strongly feel that there is no justification for abandoning the free enterprise 
system. Please make this letter a part of the official record of the subcommit- 
tee hearings. 

Yours very truly, 


WESLEY F.. BANNISTER. 


DALtas, Tex., April 21, 1959. 
Hon. Estes KEFAUVER, 


Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Deak SENATOR KeFavuver: This is the first time in my life that I have felt 
disposed to communicate to a lawmaker. My feelings regarding any proposed 
or pending legislation, but the gravity of the situation has moved me to that 
point. 

The contents of the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) 
represent to me a frightening departure from our concept of the American way of 
life and the free enterprise system. The application of the proposed controls, 
however innocuously conceived, is the forerunner to political dictatorship and 
should certainly be stopped at this point. 

It is inconceivable that we are about to embrace the basic patterns of govern- 
mental control that are the core of the totalitarian State—and I urge that you 
use every means to prevent this horrible mishap. 

Will you make these views a matter of your official record of the subcommittee 
hearings so that all involved may know my sentiments. 

Very respectfully yours, 


D. H. Barr, 


PENNSYLVANIA CRUSHERS, 
West Chester, Pa., April 30, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 

Committee, Washington, D.C. 

My Dear Mp. KeEravuver: I wish to voice my objection to the O’Mahoney bill 
(S. 215). 

The necessity of having to notify the Government of price increases 30 days in 
advance, and the justification of these proposed increases in public hearing, 
would be quite a blow to those of use in highly competitive businesses. 

It is quite conceivable that the passage of such a bill would have an extremely 
deleterious effect on many of us who are engaged in producing capital equipment 
in this highly competitive field. For example: 

We might be bidding on crushing equipment for use in a cement plant. 
Because of increases in material and/or labor cost, it might then become neces- 
sary for us to increase the prices originally quoted to our prospect. The 
necessity of having to apply to the Government for permission to increase prices 
and justify the increases in public hearing would enable our competitor to dis- 
cover our intent and find out the basis for our costing and what our prices would 
be. This, of course, would give our competitors an unwarranted advantage. 

It would be appreciated if you will make this letter a part of the official 
record of the subcommittee hearing. 

Very truly yours, 


H. J. Dovatas, General Manager. 
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THE Barron Sat Co., 
Hutchinson, Kans., April 24, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Committee on the 
Judiciary, Washington, D. C. 

DEAR SENATOR KEFAUVER: We are writing to express our definite protest to 
Senate bill 215, which is entitled, “A bill to supplement the antitrust laws of the 
United States by requiring that corporations, in industries so heavily concen- 
trated that monopoly or the threat of monopoly is present, file advance notice 
and make public justification before effectuating price increases.” 

At first blush this bill appears to have very noble motives in that it protects 
the public from monopoly or the threat of monopoly. Our company is very small 
by usual standards as our total production only would be approximately one-third 
of 1 percent of the total tonnage produced in the United States. I am sure that 
eight salt companies in the United States produce over 93 percent of the total 
salt. 

However, the effect of Senator O’Mahoney’s bill would be to prevent even small 
producers, like ourselves, from initiating a price increase for the simple reason 
that we would be unable to command a higher price for our product during the 
interim period that our large competitors were awaiting approval of their price 
increase requests. 

This bill appears to us only to be another attempt to socialize and handcuff 
private enterprise. No industry can long survive in a free enterprise economy 
if its products or services are overpriced. A shining example of this fact is the 
auto industry. The public will not accept any product or service that is not 
fairly priced. Nor would all firms in an industry sanction unfair pricing. 
Railroads are an example of an industry that is suffering terrible economic 
pains due to governmental regulations and control. Other industries should 
not be forced to submit to the dire consequences of such a bill as S. 215. This 
bill only is the first step in handcuffing all industry and destroying those tenets 
and incentives which have made the United States of America great. 

Since we cannot appear personally, it is our request that this communication 
be filed for inclusion in the record. 

We urgently plead with you to oppose this Senate bill 215 to prevent the 
death of the free enterprise system. 

Sincerely yours, 
B. L. Humpureys, President. 


Datxas, Tex., April 28, 1959. 
Hon. Estes KEFrAvuvER, 
Senate Office Building, 
Washington, D.C. 

Dear Sir: I have just learned the Senate Aatitrust and Monopoly Subcom- 
mittee, of which you are chairman, plan to start hearings April 23 on the 
O'Mahoney bill (S. 215) and the Reuss bill (H.R. 6263). 

As both of these bills are aimed at setting up peacetime price controls, I want 
to go on record as being firmly opposed to them. 

I am a firm believer of free enterprise. Any legislation which proposes to 
force controls on peacetime industry would eventually eliminate competition al- 
together, and our economy would finally be completely controlled by the Gov- 
ernment. 

This democratic free country of ours has grown in an economy based on the 
basic law of supply and demand. Let us keep it that way. 

Please make this letter a part of the official record of the subcommittee hear- 
ings opposing both these bills. 

Yours very truly, 
W. D. BAUMAN. 


Concorpb, Cauir, April 25, 1959. 
Re O’Mahoney bill (S. 215). 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C.: 
We are opposed to the imposition of Federal price control in peacetime. In- 
dustries must be free to establish their own prices in accordance with the law of 
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supply and demand. An attempt to regulate prices at any time other than a 
national emergency is a step toward socialism. 


Please make this a part of the official record of the subcommittee hearing on 
the O’Mahoney bill (S. 215). 


JAMES G. BEEMER. 
Doris B. BEEMeEnr. 


Daias, Tex., May 6, 1959. 
Hon. Estes KEFAUVER, 


Senate Office Building, 
Washington, D.C. 


Dear Sir: It is with considerable interest and misgivings that I read of Sen- 
ate bill S. 215 and House bill H.R. 6263. These bills provide for a certain contro} 
of pricing of commodities by the Government to which I am very much opposed. 

This could be a step in the direction of price control similar to that which 
was in effect during the war and caused so much inconvenience. This sort of 
Government control is conceivable and justified during wartime, but I see no 
reason to impose these wartime measures in times of full production for peace 
time use. 

While I realize that the economy is threatened with serious inflation, it igs 
my belief that higher prices are the result of and not the cause of inflation. 
If more effort was put into a balancing of the Government budgets and a lessen- 
ing of the money supply, inflation could be stopped. 

Regulating prices without similarly regulating other segments of the economy, 
simply creates an injustice to that one segment. 

If you feel that you must regulate prices, then why not make regulations for 
everything including wages, Government spending, etc. 


Please make this leter a part of the official record of the subcommittee hearings, 
Sincerely yours, 


JAMES G. Breaas. 


PITTSBURGH, PaA., April 21, 1959. 
Senator Estes KEFAUVER, 


Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


I would like to take this opportunity to raise strong and serious objection 
to the O’Mahoney bill (S. 215) which will be under hearing beginning April 23. 
I also request that this letter be made a part of the official record of the sub- 
committee hearings. 

Economie controls such as the ones contained in the O’Mahoney and Reuss 
bills represent a potential danger to our economy, have never effectively worked 
over a prolonged period of time, are ineffective in the inflation battle since they 
deal only with symptoms, exact a heavy toll on our resources, such as man- 
power, money, etc., and would tend to curtail production. 

Price control, in other words, is simply distasteful to a free competitive 
economy. 


A. J. BERIALEE. 


BETTER HoME SERvICE Co., 
Warren, Ohio, May 27, 1959. 

Senator Estes KEFAUVER, 

Senate Office Building, Washington, D.C. 


Dear SENATOR KEFAUVER: Senate bill S. 215, which is now before the 86th 
Congress, in my opinion is a very dangerous threat to our free enterprise 
system and should not be passed. 

First. Our competitive free enterprise system pricing is controlled very 
effectively by competition which does a much better job than any controls that 
can be administered (which are usually run by a group of incompetent and 
inexperienced jobholders such as we had during the days of OPA). 

Second. Controls of any kind are expensive, and it would seem to me that 
we should be interested in cutting the cost of Government rather than increasing 
Government cost (high cost of Government is our worst cause of inflation, 
which adds to the cost of living indirectly). 
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I believe Senate bill S. 215 is a cancer that would grow and eat away at our 
free enterprise system until it would be destroyed and every thinking person 
knows that business, and especially small business, has too many handicaps to 
overcome now. 

So if you are interested in the future of the free enterprise system and the 
future of the United States of America, you will use your influence to defeat 
Senate bill S. 215. 

Please place this letter in the record of hearings. Thank you for your 
cooperation. 

Yours very truly, 
Pau. Guass, Owner. 


Cepark City, UTAH, May 5, 1959. 
Hon. FRANK E. Moss, 
Senate Office Building, Washington, D.C. 


Dear Sir: I have been reading about the O’Mahoney bill, S. 215, and the 
Reuss bill, H.R. 6263, which are being introduced to institute a form of price 
control. I am firmly opposed to further Government controls of this nature in 
times of peace. Passage of these bills could lead to creeping Government con- 
trols of all prices. We certainly want to maintain our free enterprise system 
and price control will lead us in the opposite direction. I don’t believe you 
can stop inflation by curbing a segment of industry in a specific area such as 
prices. There are many more reasons for my opposition to these bills, but I 
feel those stated are sufficient reason. 

Please present my views to Senator Kefauver and to the proper committees 
to which these bills have been referred, and I also urge you to oppose the bills 
whenever the opportunity arises. I wish to thank you for the good work you 
are doing in the Congress of the United States. 

Yours respectfully, 
J. M. Biro. 


Cepar Ciry, UTaH, May 5, 1959. 
Hon. Henry ALpous DIxon, 
House Office Building, Washington, D.C. 


DEAR Sir: I have been reading about the O’Mahoney bill, S. 215 and the Reuss 
bill, H.R. 6263, which are being introduced to institute a form of price control. 
I am firmly opposed to further Government controls of this nature in times of 
peace. Passage of these bills could lead to creeping Government controls of all 
prices. We certainly want to maintain our free enterprise system and price 
control will lead us in the opposite direction. I don’t believe you can stop 
inflation by curbing a segment of industry in a specific area such as prices. 
There are many more reasons for my opposition to these bills, but I feel those 
stated are sufficient reason. 

Please present my views to Senator Kefauver and to the proper committees 
to which these bills have been referred, and I also urge you to oppose the bills 
whenever the opportunity arises. I wish to thank you for the good work you 
are doing in the Congress of the United States. 

Yours respectfully, 
J. M. Brrp. 


BIRMINGHAM STEEL & Suppty, INC., 
Sand Springs, Okla., April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 

Dear Senator: It is my understanding that the Senate Antitrust and Monop- 
oly Subcommittee, of which you are chairman, plans to start hearings on the 
O’Mahoney bill (S. 215) on April 23. 

I wish to express my opposition to this bill to you and the members of your 
committee for the reasons stated below and request that you make this letter 
a part of the official record of the subcommittee hearings. 

It is my opinion that the passage of this bill would be a giant step toward 
complete socialism of our economy. I do not believe that this bill would be an 
effective means to stop inflation. Inflation can only be halted by less Govern- 
ment interference with private industry and by new labor legislation which would 








5920 ADMINISTERED PRICES 





force unions to operate under the same rules as management. Management 
must be allowed to negotiate with unions without Government interference. 
Only in this way can our continual increase in labor cost which necessitate price 
increases be stopped. 

The O’Mahoney bill, which would compel public hearings for a price increase 
in certain industries and could subpena books and compel disclosure of confi- 
dential information concerning the industry, would play right into the hands 
of labor leaders and would actually cause even more inflation. 

While the O’Mahoney bill applies only to large corporations in lines in which 
50 percent of the sales in the United States are made by eight or less corpo- 
rations, the effect of the bill would be much greater on smail companies. In 
times of sharply rising cost many small companies would be forced into bank- 
ruptcy, as they would not be able to raise their prices until the large corpora- 
tions were investigated and allowed to raise their prices. 

I sincerely believe that my sentiments are also those of the majority of small 
businessmen and hope that your subcommittee will go on record as being opposed 
to the O’Mahoney Dill. 

Yours very truly, 
Ovip N. BIRMINGHAM. 


WAUKEGAN, Itx., April 20, 1959. 

Senator KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.O. 


DeaR SENATOR: I understand your subcommittee will soon begin hearings on 
the O’Mahoney bill. Please accept my comments in opposition to the bill. 

I do not believe that price control by legislation will accomplish the desired 
results in Government’s efforts to control inflation. Furthermore, the control 
methods proposed would be unfair and restrictive upon business and industry, 
providing interference with the normal, healthy conduct of competitive American 
commerce. 

Would you please make this letter a part of the official record of your sub- 
committee hearings? 

Sincerely yours, ” 


RALPH BLANCHARD. 


Orwicssure, Pa., April 20, 1959. 
Senator Estes Kerauver, 

Senate Office Building, 

Washington, D.C. 


Dear SENATOR KEFAUVER: I am sure ‘you know that your attack upon admin- 
istered prices has received wide publicity. Your accusations of the harm done 
by administered prices will surely carry over into the hearings on Senate bill 
215. I have read the bill, and it is my personal opinion that it will, in effect, 
simply transfer the administration of prices from a corporation’s sales and ac- 
counting division to a Government agency. The results should be even worse 
than you claim for corporation-administered prices. Senate bill 215 would cre- 
ate a Government agency to administer prices of many different commodities— 
so many different commodities that obviously the agency could not possibly have 
the necessary experience and knowledge to properly administer prices. 

You ‘are respectfully requested to point out to the committee the harm of 
administered prices and deleterious effect Senate bill 215 could have on our 
economy. 

You are also respectfully requested to make this letter a part of the record of 
the committee hearings. 

Sincerely yours, 
Rosert C. BLASINGAME. 


WARREN, On10, June 18, 1959. 
Re §8. 215. 

Senator Estes KEFAUVER, 

Senate Office Building, 

Washington, D.C. 


Dear SENATOR KEFAUVER: Abroad we are trying to sell the world on our won- 
derful country and its vigorous free enterprise system. Yet at home we are 


considering such bills as S. 215. 

































I'd | 
ment-¢ 
The 
Tempe 
These 
Gover 
Ples 
Iw 
on thi 































Ho 
U. 
Co 
op 
bil 
sti 
th 


th 


agement 
rference. 
ate price 


increase 
of confi- 
ie hands 


in which 
S COrpo- 
lies. In 
to bank- 
corpora: 
of small 
opposed 


GHAM. 
, 1959. 


mmittee, 


rings on 
l 


+ desired 
> control 
ndustry, 
merican 


our sub- 


SHARD. 


1959. 


1 admin- 
rm done 
nate bill 
n effect, 
and ac- 
nm worse 
yuld cre- 
dities— 
bly have 


harm of 
- On our 


ecord of 


ur Won- 
we are 


ADMINISTERED PRICES 5921 


I’d rather take my chances with a “free” free enterprise than with a Govern- 
ment-controlled enterprise that would no longer be free. 

The great marvel of free enterprise is that it corrects and balances itself. 
Temporary unbalances may exist, but pressures soon build up to correct them. 
These natural forces are more sensitive to variables in the system than are any 
Government agency, index, or regulation. 

Please let free enterprise work. Please defeat 8. 215. 

I would appreciate very much your placing this letter in the record of hearings 
on this bill. 

Sincerely yours, 
A. R. BOERNER. 


TENAFLY, N.J., April 30, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Sir: I have just received a copy of Senate bill S. 215 and its companion piece, 
House bill H.R. 6263, proposing that certain corporations give notice to the 
U.S. Government of intended price increases of their products and submit to 
public hearings to justify same. 

I am deeply shocked that such measures should be proposed in peacetime 
when our country is enjoying prosperity. If adopted, these measures would 
surely lead, in time, to control of all prices and the end of our free enterprise 
system which has been the backbone of our strong economy. 

One look at the mess our trying to control farm prices has brought about 
should be enough to deter Congress from even considering the proposed legisla- 
tion. 

I strongly urge you and the Congressmen, to whom copies of this letter are 
being sent, to oppose both of these bills. I further request that this letter be 
made a part of the official record of the subcommittee hearings. 

Sincerely yours, 
H. W. Boor. 


WELLSVILLE, N.Y., April 29, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Office Building, Wash- 
ington, D.C. 


My Dear SENATOR KEFAUVER: I am opposed to Senator O’Mahoney’s bill 
8. 215 which would force private enterprise to submit to Government investiga- 
tion and possible control of prices. 

The disclosure in public hearings of a firm’s confidential information could give 
its competition an unfair advantage. Obviously, a firm in a position to reduce 
prices would be reluctant to do so if legislation stood in the way of future in- 
crease should rising costs make it necessary. 

Any legislation that interferes with the flexibility of business operations, I 
believe, is contrary to the interest of the Nation’s economy. 

Please make this letter a part of the official record of the hearings of your 
subcommittee. 

Sincerely, 
G. D. Brappon. 


MEMPHIS, TENN., May 5, 1959. 
Hon. ALEXANDER WILEY, 
U.S. Senate, Washington, D.C. 

Dear Mr. Wiitey: Today I received a letter from the Memphis Chamber of 
Commerce in which a copy of 2 bill styled S. 215 was enclosed. 

From reading this letter it is obvious to me that the chamber of commerce is 
opposed to the passage of this type of legislation. However, after reading the 
bill carefully I am fully in accord with this proposal. It impresses me as a 
start in the right direction to curb the constantly rising prices and inflation 
that can lead eventually down the road to destruction. 

If I am not being presumptuous, may I ask that this letter be made part of 
the record of the hearings. 

Most sincerely yours, 
R. Ear Briacs. 
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MeEmPHIs, TENN., May 5, 1959. 
Re S. 215. 
Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 


Dear Sir: I wish to express my objections both to the stipulations of the 
above bill and to the very thought behind it. 

Stabilizing purchase power should be first approached by reducing the in- 
flationary spending of the Government itself—return to the States their respons- 
ibility of maintaining State expenses along with their fair share of the tax 
money to do the job. 

If the dominant corporations have contol over production and distribution, 
then price control would have to go right down the line to the local merchant 
in your town. 

Price control without wage control could lead to the drying up of the very 
capital that is the admitted major part of our economy. 

While my business is not in the category being considered, I am sure that it 
would not be long before all businesses would have to be regulated. As a busi- 
nessman, I am opposed to any Government power over prices. 

As a citizen, I am opposed to the deviation of Congress into the paths of 
socialism. 

As a father, I resent the heritage of high taxes and a regimented life that I 
may leave to my children as a direct result of the very type of proposal that is 
embodied in this bill. 

I beseech you to turn away from this type of legislation and apply yourself 
toward the real menace to our way of life: communism, uncontrolled labor, and 
a centralized government. 

Sincerely, 
L. P. Brown. 

P.S.—Please make this letter a part of the record of the hearings. 


Worcester, Mass., April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Dear Sir: I wish to write in opposition to the O’Mahoney bill about to be 
heard by your subcommittee. Will you please make this letter part of the offi- 
cial record of the hearings? 

Socialization and absorption of American business by Government is not the 
way in which this country has grown strong. But it is one of the things which 
have hurt other countries, notably England, and of course comparison with Rus- 
sia is unthinkable. 

From my study of the issues involved in the O’Mahoney bill it would appear 
that it is a long step toward socialization and absorption and I want to be 
counted as opposed to the measure. 

Very truly yours, 
Rocer W. Bruce. 


Bryant, Kine, & Bryant, 
Dallas, Tezx., May 4, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR KEFAUVER: The following are my views on the O’Mahoney bill 
(S. 215) which I would like to have made a part of the official record of the 
Antitrust and Monopoly Subcommittee hearings on this proposed legislation. I 
am not a part of any industry or business which would be directly affected by 
the bill. I am speaking merely in the interests of protecting my rights as a con- 
sumer and my freedom as a citizen of the United States. 

I object to the passing of the O’Mahoney bill or any similar legislation for 
the following reasons: 

Artificial economic controls imposed by the Federal Government do not ac- 
complish the purpose for which they are supposedly intended. I am not an 
economist and I am sure that you and most of the members of your subcommit- 
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tee are not either. However, you don’t have to be an economist to see the 
truth in the above statement, you just have to have a little commonsense and 
review the record of the economic controls that have been used in this and 
other countries. As a point of fact, we are presently engaged in supporting 
every country in the free world that has a controlled economy. 

Such legislation is inequitable. It discriminates against those industries 
which are directly affected and favors other groups and would be of no real 
help whatsoever to the group that it is supposedly designed to help, the 
consumer. 

Most important is that it is just one more step in the direction of socialism, 
thereby taking another small part of the rights and freedom of each citizen 
away from him. You know as well as I do that once such legislation is enacted 
and has been enforced for a few years that it would be a simple matter to 
lower the “requirements” for industry to be affected until every business would 
be virtually controlled by the Federal Trade Commission. To wit: the increase 
of the number of people affected by the graduated income tax in the last 30 
years. 

The bill has been introduced to control inflation. If the purpose of the legis- 
lation is any criteria by which to judge it, then this bill should be defeated. If 
however, it is to be judged on a purely political basis, I am sure that it has some 
yote-getting ability. The leaders of organized labor would be very happy to see 
such a bill enacted, I am sure. 

Legislation of this type, even thinking of this type should be vigorously op- 
posed by everyone who desires to continue his freedom as well as the freedom 
of his countrymen. It is insidiously dangerous because its real purpose and 
ultimate outcome are hidden. 

It is economically unfeasible and impractical. In plain language, it just won’t 
work. You might as well try to pass a law against the law of gravity as to 
try to control the natural laws of supply and demand on which prices are based. 
Look at the mess that some of our industries are in today as a result of eco- 
nomic control in the form of Government subsidies. 

I appeal to every Member of Congress who is interested in the welfare of the 
majority of his constituents as well as the country as a whole rather than special 
pressure groups to vote against legislation of this type. Those who were put in 
office by minority pressure groups will have to remain loyal to their backers 
and support what they are told to support. I am sure that these men are ina 
minority themselves and that most of the Members of Congress are men who 
think for themselves and will let their commonsense and conscience guide them 
in deciding that price control legislation may be suitable in a Socialist or Com- 
munist country, but not in the United States of America. 

Sincerely, 


J. S. BRYanr. 





BUFFALO CHAMBER OF COMMERCE, 


April 24, 1959. 
Hon. Estes KEFAUVER, 


Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Deak SENATOR KEFAUVER: The Buffalo Chamber of Commerce decidedly does 
not favor the imposition in peacetime of any further regulations on business 
and industry. Consequently, we believe the bills S. 215 and H.R. 6263 should 
not be enacted. Passage of such measures would greatly hamper the Nation’s 
free flow of commerce. 

We believe prices are adequately controlled by the law of supply and demand 
and by our competitive marketing system. Legislation to restrict price increases 
also might deter price reductions. 

Provisions of the bills would permit public hearings on proposed price in- 
creases and allow the Federal Trade Commission to subpena books and records 
of industrial concerns would force confidential information to be released to 
competitors of the firm involved. 

Furthermore, low productivity and high costs, rather than prices, are the 
major causes of inflation. Therefore, the proposals in these bills to control 
price changes would have little effect on inflationary trends. 
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We trust that you will give our views your consideration and that you will 
make this letter a part of the record of the hearings of the Senate Antitrust 
and Monopoly Subcommittee. 


Sincerely, 
CHARLES C. FICHTNER, 


Executive Vice President. 


C. L. ANDREWS Corton Co., 
Memphis, Tenn., May 13, 1959. 


Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 

Dear Sire: Senate bill 8S. 215 is based upon the false assumption that a few 
legislators are wiser than all the people. With the wave of protest from all parts 
of the country against controlled commodity prices, it is hard to understand how 
such a bill as S. 215 can be regarded seriously enough to hold hearings onit. Free 
enterprise, with establishment of prices in the marketplace, is one of the out- 
standing reasons why this country has the highest standard of living. Before 
our legislators decided to control cotton prices, over 40 million acres were planted 
each year, and exports averaged 9 million. Now we are down to less than 20 
million acres, with idle acres, gins, and oil mills across the Southland. Mexico, 
Central America, Africa, under our controlled price umbrella, have added the 
acres legislation caused to be abandoned, and this year, with a 650-point subsidy 
we will export less than 3 million bales. 

No one man or group of men are wise enough to say what is a fair price on any 
article. The true answer can only be found in a free market. 

I trust you will be wise enough to let this bill die in the committee. 

Will you kindly make this letter a part of the record of the hearings. 


Yours very truly, bie 
. L. ANDREWS. 


CALIFoRNIA & HAWAIIAN SUGAR REFINING Corp., 
San Francisco, April 24, 1959. 


Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
U.S. Senate, Washington, D.C. 

Deaz SENATOR KEFAUVER: I am writing to advise you of our opposition to 8. 
215 (the price notification bill) and to give you our reasons for feeling as we do, 
I respectfully request that this letter be accepted as a statement to be filed with 
the Antitrust and Monopoly Subcommittee of the Senate Judiciary Committee in 
connection with current hearings on the bill. 

As we understand the bill, it would impose a scheme of Federal price control 
on covered companies much like that used in the regulation of public utilities. 
Notice of proposed price increases would be required, public hearings held, and 
the price decision would then be subject to review by government officials having 
no responsibility for the successful operation of the business. 

Such a system of Government control can be defended in the public utility field 
as the price which the regulated industry must pay for a Government grant of 
monopoly. In the case of utilities, competition has been excluded as an automatic 
regulating force, and something else (Government control) must take its place. 

In extending Government price regulation to the nonutility field, however, S. 
215 makes a direct attack on the economic system under which the United States 
has become the most productive economic unit in the world’s history. One of the 
principal reasons for the efficiency of our economic system is that it leaves busi- 
ness decisions to those who know the details of the business and have personal 
responsibility for the results of the decision. It is elementary that a division of 
authority and responsibility is bad and inefficient organization. That division, 
however, would be the direct result of S. 215. For all practical purposes, authority 
would be given to a Government agency ; responsibility would be left with business 
management. Inefficiency would be inevitable. America cannot afford the luxury 
. such inefficiency if it is to come out on top in the economic struggle with the 

.S.S.R. 

Insofar as 8. 215 is proposed because of concern about monopoly or oligopoly, 
we are confident that existing laws, if administered with energy and judgment, 
are adequate. We need no new laws to make monopoly a crime. And conduct 
which may destroy competition or promote monopoly is squarely within the Clay- 
ton and Federal Trade Commission Acts. 





you will 
.ntitrust 


R, 
ident, 


i 
, 1959. 


t a few 
ill parts 
ind how 
t. Free 
the out- 
Before 
planted 
than 20 
Mexico, 
ded the 
subsidy 


on any 


nm to 8. 
we do, 
ad with 
ittee in 


control 
tilities. 
ld, and 
having 


ty field 
rant of 
omatic 
lace. 
aver, 8. 
States 
» of the 
*s busi- 
ersonal 
sion of 
ivision, 
thority 
usiness 
luxury 
ith the 


zopoly, 
gment, 
onduct 
e Clay- 


ADMINISTERED PRICES 5925 


Basically, we oppose S. 215 because of the serious damage it would inflict on 
our business and, in turn, on the agricultural producers whose products we mar- 
ket. It is our conviction that competition is the best way to both protect the pub- 
lic interest and promote efficient production and distribuion. Government inter- 
vention should be attempted only if competition is shown to have failed. And 
then the Government action should be to restore and maintain competition—not 


| toexpand the area of direct Government regulation. 


Very truly yours, 
JAMES H. MARSHALL, 
Haecutive Vice President. 


CALIFORNIA STATE CHAMBER OF COMMERCE, 
San Francisco, May 6, 1959. 
Hon. Estes KEFAUVER, 


| Chairman, Senate Antitrust and Monopoly Subcommittee, Washington, D.C. 


Dear SENATOR KEFAUVER: We respectfully wish to register opposition to 8S. 
215 and any similar legislation which would require filing with the Govern- 
ment advance notice before effectuating price increases. 

This proposed intrusion by Government into private corporate affairs would 
in effect require the handing over to the Federal Government the right to man- 
age and would be a long step toward a controlled economy. 

Moreover it should be abundantly clear from the experience during World 
War II that there can be no price control without controlling the cost elements 
which go into pricing, and the largest of these is the price of labor. 

Legislation containing the principles embodied in S. 215 is patently unsound 
because it concerns the Government with price increases per se, but ignores 
the basic causes of price increases. When, through wage demands not based 
upon increases in productivity, organized labor forces upon industry major 
increases in the cost elements of its products, industry has no other choice 
but to reflect these in its selling prices. 

We respectfully request your inserting into the record of your subcommittee’s 
hearings on S. 215 this expression of our opposition to the measure. 

Cordially, 
James Mussarttl, General Manager. 


CAMPBELL STEEL Co., 
San Antonio, Tea., April 22, 1959. 
Re O’Mahoney bill (S. 215) ; Reuss bill (H.R. 6268). 
Hon. Dstes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 

Dear SENATOR: The above bills in effect propose to establish a system of price 
control by price surveillance which would at first apply to a limited number of 
companies in certain industries but should the Federal Trade Commission see 
fit to call a public hearing on an application for a price increase on any com- 
modity all members of the industry, small or large, would be affected. The 
legislation proposed would tend to discourage price reductions as a firm that 
contemplated lowering the price of a product would be reluctant to do so if it 
knew that any later price increase would be held up, and subject to public 
hearings investigation. 

The O’Mahoney bill provides for the subpena of confidential information to 
be disclosed at public hearings which would be contrary to the rights of American 
citizens and would seriously interfere with the private enterprise system. 

Price controls are not an effective method of fighting inflation as they did 
not work even during the war and in peacetime would interfere with the forces 
of supply and demand and competition from other industries and foreign manu- 
facturers. 

Being in the steel business we would be directly affected by any such measure 
if enacted into law and we, therefore, vigorously oppose these bills and ask 
that you please make this letter a part of the official record of the subcommittee 
hearings. 

Respectfully yours, 
R. TRENT CAMPBELL, President. 


35621— 59— pt. 11——48 





5926 ADMINISTERED PRICES 


CAREER & BUSINESS CLINIC, INC., 
Memphis, Tenn., May 5, 1959. 
Senator Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


Dear SENATOR KEFAUVER: It is my hope that you will see fit to vote against 
bill 8. 215. 

The following reasons prompt this request: Straight price fixing or control, 
for large or small corporations, by the Government, is unfortunate in our econ- 
omy. Much of our “uncontrollable” inflation tendency appears more and more 
to stem from “uncontrolled” Government financing and spending. 

Antitrust and monopoly conditions in big business should post problem of 
analysis and judgment by your committee for division of a company into several 
more companies. It is conceivable that a company in our society is not going 
to voluntarily restrain its prices on a highly desired product or commodity. Re- 
striction should not be placed upon the motivation to produce wanted products 
or services. The responsibility of our Government committee should be the anal- 
ysis and recommendation with reference to enforced development of multiple 
companies and corporations out of would-be monopolies, 

Senator Kefauver, I would appreciate a note from you on the next few weeks 
with reference to your thinking along these lines. It will be appreciated if you 
would make this letter a part of the record hearings. 

‘ Sincerely, 
Rosert L. WHIPPLE, Director. 


CENTRAL CHEMICAL CORP., 
Hagerstown, Md., May 8, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Deak SENATOR KEFAUVER: I have just finished reading a copy of bill S. 215 
introduced by Senator O’Mahoney on January 12, 1959, and referred to the Sen- 
ate Judiciary Committee. Inasmuch as we are one of the smaller corporations 
in the chemical field, this bill will not directly concern us. Nevertheless, we feel 
that there are certain indirect implications which should be seriously considered, 
and consequently, are writing to oppose enactment of the bill at this time. 

It is our understanding that the main purpose of this bill is “to supplement the 
antitrust laws of the United States by requiring that corporations, in industry 
so heavily concentrated that monopoly or the threat of monopoly is present, file 
advance notice and make public justification before effectuating price increases.” 
This is certainly a worthwhile objective. However, we feel there are certain 
practical objections which actually would increase monopoly in the industry 
rather than restrict it. First, as a small producer subject to the inflationary 
pressure on materials and wages, we realize that there are times when we must 
immediately raise our prices in order to cover costs so that we may operate suc- 
cessfully and make a fair profit for our stockholders. However, consider our sit- 
uation, which I am sure is representative of all smaller concerns. One of the 
few advantages that a smal lconcern continues to have is flexibility. Let us 
assume for a moment that an immediate increase in the cost of labor or mate 
rials, Or some other cause, necessitated an immediate price increase on the part 
of the smaller company. Obviously this price increase could not be put into 
effect by a smaller concern if the larger firms in industry were forced to wait 
a month to effect the same price change. The smaller concern does not have the 
working capital of a large company, and consequently, could not absorb this 
period of time without serious loss, which might eventually lead to elimination 
of all smaller firms in the field. It is well known that when a large firm ex- 
pands it can frequently operate a store or division at a loss for a period of time 
until the market has been developed. This is not true of the individual proprie- 
tor or smaller concern which does not the the capital to operate at a loss for a 
period of time, in some cases not even as long as a month. 

In addition, it is our belief that serious unemployment could result from the 
enactment of this bill. One has only to look back on the recent recession to note 
the increase in the number of business failures and the concomitant unemploy- 
ment to realize what can happen when a concern cannot cover its costs. With 
the rapid approach of automation, particularly in the larger corporations, the 
smaller concerns must remain even more flexible to compete in our rapidly 
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changing economy. This bill would destroy the flexibility of smaller concerns 
which still employ a considerable part of the labor force. 

While we recognize that inflation is one of our primary problems in today’s 
economy, nevertheless we still believe that prices are an effect and not a cause 
of inflation. Inflation is primarily a monetary problem depending upon the 
supply of money in circulation. Deficit spending at any level is certainly re- 
sponsible for a great increase in the supply of money or credit, and therefore, in 
our opinion one of the prime causes. We have never favored piecemeal eco- 
nomic controls or, in other words, controls which control prices but not the cost 
of production. While controls may have value as a short-term expedient in 
time of national emergencies, they should certainly be carefully considered, and 
if enacted, certainly cover the entire scope of production, distribution, and 
marketing. 

I would appreciate your giving the opinions expressed in this letter your most 
serious consideration, and ask that you make them a part of the official record 
of the subcommittee hearing. We sincerely believe that the passage of this bill 
will lead to monopoly and to greater unemployment. 

Sincerely, 
FRANKLIN M. THOMAS, Jr., Vice President. 


CENTURY VITREOUS ENAMEL Co., 
Chicago, Iil., April 27, 1959. 
Senator Estes KEFAvvER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Com- 
mittee, Washington, D.C. 

Deak SENATOR KEFAUVER: I am writing to give my view on the O’Mahoney 
bill. Please make this letter part of the official record of the subcommittee 
hearings. 

In some industries such as ours, the fruit industry, there are only a few pro- 
ducers. The larger companies would come under the proposed bill while the 
smaller companies supposedly would not. Actualy though the smaller com- 
petitors also would be affected. Even though our costs rose sharply we would 
be unable to raise prices while price changes of the larger companies were being 
held up and investigated. 

This situation could lead to serious consequences and perhaps put some of the 
smaller companies out of business. 

Very truly yours, 
C. R. EMBERSON, Treasurer. 


CHALLENGE STAMPING & PORCELAIN Co., 
Grand Hawen, Mich., April 29, 1959. 
Re O’Mahoney bill S. 215. 
Senator Estes KEFrauver, 
Washington, D.C. 


My Dear Senator: While we are in sympathy with keeping prices down 
to combat inflation, we do not believe this bill S. 215 will accomplish this 
purpose. If I am informed correctly, this will apply only to the very large 
corporations. Even if these large corporations are prevented from raising 
their prices, how could this help their small competitors who need a price 
increase to keep alive? Obviously, the small concerns could not sell their 
products at a price higher than those fixed and charged by 50 percent of the 
large corporations controlling any part of industry. 

Passage of this bill would further stifle free enterprise, and we would strongly 
urge you to vote against its passage. Our company is in a price squeeze now, 
with labor costs going up right along and our inability to increase selling prices 
because of competition in other parts of our Nation. We are opposed to all eco- 
nomic controls, generally speaking, because of their cost and ineffectiveness, but 
if we must have price controls, we also should have wage controls. 

Trust you will give this matter your very serious consideration, and we would 
kindly ask that you make this letter part of the official records of the sub- 
committee hearings. 

Yours very truly, 
A. H. RINGELBERG, 
Chairman of the Board. 
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CHAMPION SPARK Pua Co., 
Toledo, Ohio, April 21, 1959. 

Subject: Senate bill 215 by Senator Joseph O’Mahoney. 

Senator Estes KEFAUVER, 

Chairman, Senate Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.C. 


DEAR SENATOR KEFAUVER: We are writing you to vigorously oppose the ex- 
treme measures against American industry that are being proposed in Senate 
bill S. 215, known as the O’Mahoney bill. 

It has just recently come to our attention that hearings on this bill will 
begin before your subcommittee on April 22. Permission is requested to make 
this a part of the record of such proceedings. 

The bill is little different from wartime imposed price controls, and by its 
very nature smacks of socialistic tampering with the economy. Much has been 
said concerning the halting of inflation and one may assume that the bill has 
been presented under this guise. Actually price rises are not the cause of 
inflation, merely the effect. Any wage increase in excess of those justified 
by increases in productivity and the ever-increasing cost of Government are 
two of the real causes of inflation. There is a very noticeable tack of anything 
resembling a control of wages in this bill, and of course the bill naturally 
would increase the already burdensome cost of Government if enacted. 

Even though the bill appears to be aimed at “giants” of industry, smaller 
firms would find themselves hopelessly trapped between rising costs over which 
they have little or no control, and the selling price of their larger competitors. 

This country has prospered and grown to be the leader of the free world 
under the free, competitive market system. Since socialism has failed so 
miserably in many other countries, why dabble in it here when our system 
has proved itself through the years. 

We believe that the enactment of the bill would be a further deterrent to 
labor-management relations by confounding negotiations with still another 
complicated issue. These negotiations are already difficult with too many 
issues involved. The effect on labor and the public as well as business would 
be very harmful to say the least. 

We strongly urge you, and your committee, to kill this bill as being harmful 
to all facets of our free society. 

Very truly yours, 
R. A. STRANAHAN, Jr., President. 


CHAPMAN CHEMICAL Co., 

Memphis, Tenn., May 4, 1959. 

Senator KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Dear SENATOR KEFAUVER: It is my understanding that you are chairman of 
the Antitrust and Monopoly Subcommittee of the Senate Judiciary Committee. 
I further understand that the subcommittee will shortly be hearing arguments 
concerning the Senate bill 215. I have read this bill and feel that while it 
would not affect the company of which I am a member, because we do not have 
$10 million of capital, surplus, and undivided profits, still this bill represents 
to me just another step in the socialization of the United States, to which I am 
bitterly and unalterably opposed. 

While this bill states that the objective is to curb inflation by curbing price 
increases of products produced by certain large corporations, I don’t think that 
by any wild stretch of the imagination our problems of inflation would be in any 
way tempered by this bill. Inflation is caused by many things such as a supply 
and demand of basic commodities, money interest rates, money in the pockets of 
consumers, ete. 

Now for the Senate to consider during peacetime a regulation of private enter- 
prise on a flimsy excuse such as the control of inflation seems to me to be ex- 
pressing a desire to control by Government decree all private activities. I don’t 
know that I would stop by saying that this is a socialistic trend, I think it goes 
beyond that to the point of being communistic in its concept. I hope the day 
never will dawn when in the United States we have a system whereby individ- 
ual enterprise by those exhibiting enterprise is stifled under a mass of regula- 
tions promoted by those who don’t have the enterprise but want the rewards of 
enterprise. After all, that’s all this does amount to. 
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I would like to have you make this letter a part of the official record of the 
subcommittee hearings so that other Senators may have an opportunity to see 
this when they examine the record of the hearings. 

Yours very truly, 


R. ©. HARNDEN. 


BoYLsTon, Mass., April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


DEAR Sik: I am writing you to express my opposition to Senator O’Mahoney’s 
bill S. 215 which would require certain corporations to file advance notice of 
price increases, and to make public justification before effecting such increases. 

It is only commonsense that every effort should be made to curtail the never- 
ending spiral of inflation. However, I do not feel that this bill is the solution 
because it will place controls in the hands of our Government which are not only 
un-American but are a potential danger to the economy of our great country. 
This type of control has never worked for any length of time, and could exact 
a heavy toll on our resources as well as curtail production. 

Therefore would you please make this letter opposing the bill a part of your 
subcommittee’s official record. 

Sincerely yours, 























































WILLIAM BE. CHASE, Jr. 


CHATTANOOGA BorteR & TANK Co., 
Chattanooga, Tenn., April 23, 1959. 
Hon. Senator Estes KEFrauver, 
Washington, D.C. 


Dear SENATOR Kerauver: I have just finished reading the O’Mahoney bill 
(8S. 215) and the Reuss bill (H.R. 6263). 

I consider these bills unfair, unrealistic, and a threat to American industry. 
Instead of adding more burden and restriction to the manufacturers, why don’t 
you legislators do something to control the racketeering in labor unions? If 
these bills pass and are made law, it won’t be long until small companies like 
ours will also feel the effect of the vicious power placed over industry by 
government. 

I urge you to defeat these bills, and I request this letter be made a part of 
the official record of the subcommittee hearings. 

Respectfully, 

R. B. BayYstTon, 

Vice President, Sales. 


West Pornt, Va., May 138, 1959. 
Senator Estes KEFAUVER, 
Senate Office Building, Washington, D.C.: 


Wish to reiterate opposition to business-busting price bill S. 215 as measure 
flouting free competition and economic law. Bill’s ambiguity and investigative 
implications would increase industrial overhead in inflationary way. Respect- 
fully request opposition part of record. 

CHESAPEAKE CoRP. OF VIRGINIA, 
Sture G. Oxsson, President. 


San Francisco, Cauir., April 28, 1959. 
Hon. Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 

My Dear SENATOR KEFAUVER: I understand the Senate Antitrust and Monopoly 
Subcommittee will start hearings April 23 on the O’Mahoney bill (S. 215) that 
would require certain business firms to notify the Government of price increases 
30 days in advance, and to justify the proposed increases in public hearings. 
I understand this subcommittee will also consider the Reuss bill (H.R. 6263) 
which provides for public hearings on price increases. 
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As a taxpayer and voter, I desire to vigorously express my opposition to this 
proposed “first step” in peacetime controls, and may I respectfully request that 
you make this letter a part of the official record of the subcommittee hearings. 

Economic controls are a potential danger to our country. Inflation is pri- 
marily a monetary problem. Price controls cannot reach the source of infla- 
tion; they deal only with the symptoms. Experiences of other countries show 
that direct controls, even with drastic penalties, did not prevent price rises. 

Controls of all types are steps in the direction of a government-controlled 
economy. So-called emergency controls may tend to become permanent controls. 

Of even more concern, the disclosures at public hearings would be extremely 
revealing to competitors of a company involved in the hearings. Also, it would 
reveal confidential information to labor union leaders they face in collective 
bargaining. Enactment of pre-price-notification legislation, with its provisions 
for public hearings, would give these union leaders their long-sought objective. 

This legislation would in my judgment be un-American, unrealistic, and auto- 
eratie and should be vigorously opposed by all right-thinking citizens. 

Yours very truly, 
H. W. CHRISTENSEN. 


CuHocktaw, INC., 
Memphis, May 11, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D. C. 


Dear SENATOR: I respectively ask your very thoughful consideration of Sen- 
ate bill S. 215, on which hearings are now being held by the subcommittee of which 
you are chairman. 

I am connected with small business, and even though this present bill seems 
aimed at large corporations, the enactment of this legislation could impose a 
terrific handicap on the small distributor who must maintain adequate merchan- 
dise stocks, and who would indirectly be attempting to operate under a Federal- 
controlled economy. 

I will appreciate it if you will include this letter—along with many other pro- 
tests which I am sure you will receive from small business people—in the record 
of the hearings. 

Yours very truly, 
W. L. QUINLEN. 


SoutH Fort M11cHELt., Ky., April 20, 1959. 
Subject: O’Mahoney bill, S. 215, and Reuss bill, H.R. 6263. 
Mr. Estes KEFAUVER, 
Chairman, Senate Judiciary Committee, Washington, D.C.: 

I should like to express my disapproval of the above bills. 

The purported objectives of these bills would seriously undermine the indus 
trial might which our United States now enjoys. Many European countries who 
have tried similar proposals have met with disastrous results. 

Please make my views a part of the official record of the subcommittee hear: 
ings, 

R. T. Comss. 


MONONGAHELA, PA., April 20, 1959. 


Dear SENATOR KEFAUVER: I am definitely opposed to the O’Mahoney bill and 
wish to have my letter a part of the official record of the subcommittee hearings. 
Provisions of the bill are not democratic and certainly do not encourage and 
promote the American way of life and free enterprise by requiring certain busi- 
ness firms to a system of “price control by price surveillance.” 

I am a firm believer that economic controls are a potential danger to our econ- 
omy. Controls of all types are steps in the direction of a Government-controlled 
economy. “Emergency” controls may tend to become permanent controls. Also, 
even with special appeals to patriotism during World War II, controls were uot 
effective and broke down. 
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Price control by price surveillance is still price control and accompanied with 
wage controls at the same time may be effective in restraining inflation to a 
limited degree. Again permit me to state that I am definitely opposed to the 
O’Mahoney bill. 

Sincerely, 
Umpert F.. Corsini. 


Crescent Too. Co., 
Jamestown, N.Y., April 27, 1959. 


Re O’Mahoney (S. 215) and Reuss (H.R. 6263). 


Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


My Dear SENATOR KEFAUVER: These proposals to curb inflation by price control 
of a few major industries are a threat to the free enterprise system of our 
country. 

Public hearings at which a company would have to disclose confidential in- 
formation as to its costs could disrupt the established distribution channels 
of the product, and even lessen the public confidence in the product. 

The law of supply and demand has always governed the prices charged by 
American industry and will continue to do so even more with the flood of 
imported articles coming into the country at prices so low that domestic com- 
panies cannot compete. 

We feel the above bills are unjust and will in no way curb inflation as U.S. 
Government figures show that profits of all American corporations were no 
greater in 1958 than in 1947—in fact, have remained almost static for the last 
10 years—while compensation of all employees has increased 97 percent during 
the same period. 

We urge your opposition to the above bills and ask that this letter be made 
a part of the official record of the subcommittee hearings. 

Very truly yours, 
Marvin L. PETERSON. 


GURNEE, ILL., April 20, 1959. 
Hon. Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C.: 


I would like to express my objection to the O’Mahoney bill (S. 215) on which 
hearings are to begin on April 23, 1959. 

To me, one of the greatest threats to the United States is self-destruction by 
the evils of inflation. In my opinion, the labor leaders are creating inflation 
by ever increasing demands for higher wages that are not earned by a com- 
parable increase in productivity. 

With the proposed O’Mahoney bill, labor unions would have access to com- 
pany or industry pricing policies which is none of their business. With such 
information they could develop even more propaganda for use in contract 
negotiations. 

Labor has no right to know pricing details. These public hearings that would 
take place with the passage of this bill would lead to nothing but confusion and 
could result in a loss of public confidence in business. 

I strongly urge the defeat of this bill. May I ask that this letter be made 
a part of the official record of the subcommittee hearings. 

Very truly yours, 


JoHN W. CUNNINGHAM. 


Worcester, Mass., April 20, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Dear Sim: As a private citizen, and one who simply works for a living I wish 
to lodge my protest against a favorable report from your subcommittee on the 
O’Mahoney bill (S. 215) for the following reasons: 

1. This bill, in effect, installs price controls. We all well remember the 


failure of such efforts during the last war with its attendant corruption and 
profiteering. 
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2. This bill, I feel, will destroy our free competitive economy which has made 
our Nation great. 

8. There are two forces in our economy, wages and prices. This bill strives 
to control one without attempting to curb the other. To me, this is wrong 
morally, economically and logically. 

4. It penalizes industry by requiring it to subject its records to the public 
including unions and thus places it in an unfair and inequitable position. 
Unions are not now by law required to so disclose their finances even to their 
own members, and to require one segment of our economy only to so do does not 
appear to me to be in accordance with the American way of life. 

5. Rather than decrease prices, it is my opinion that this bill will tend 
to increase them. Certainly, in the event of a new product, a concern will set 
the prices on the high side in order to avoid a public spectacle in the event 
it feels it must increase later on. 

It is my conviction that the public will be hurt rather than helped by the 
passage of this bill, and I would like to see it defeated. 

I request that my letter be made a part of the official record of your sub- 
committee hearings. 

Very truly yours, 
WALTER G. DAHLSTROM. 


Davis Motors, INc., 
Warren, Ohio, May 21, 1959. 
Senator Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Sm: We wish to voice our opposition to Senate bill 215, now before the 
Congress. 

Quite basically we oppose any legislation which controls prices and therefore 
competition in whatever industry. We feel that control of this sort defeats 
the very fundamentals of free enterprise. 

We would appreciate your placing this letter in the record of hearings. 

Thank you for your attention. 

AUSTIN Davis, President. 


CLEVELAND, OuI0, May 7, 1959. 
Senator KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: I would, like to express my opposition to the 
O’Mahoney bill (S. 215) and of the Reuss bill (H.R. 6263) which proposes “price 
control by price surveillance.” Being a manager of a small manufacturing com- 
pany, as classed by Government standards (we employ 350 people), I believe 
these bills would create a serious handicap in the event of necessary price in- 
creases. 

We are medium sized in our industry and are not strong enough to lead off 
with price increases when they become necessary, but must follow our larger 
competitors. If one of our larger competitors applies for a price increase due 
to sharply rising cost, and the final decision is delayed by investigations and 
hearings, it would seriously affect the operations of our particular company or 
companies relative in size. We can only absorb these increased costs without 
price relief for a limited period of time, before curtailment of our operations 
and release of employees are necessary. 

Our labor negotiations are conducted on an individual plant basis and not 
industrywide. This bill provides the Federal Trade Commission with a power 
to subpena the company books, records, and other confidential information which 
would seriously handicap our negotiations in keeping labor increases to a 
minimuni, 

I realize that the O’Mahoney bill applies to companies with a capital or surplus 
of undivided profits of more than $10 million but our industry is typical of any 
— in that the price of our product is generally governed by the industry 
eaders. 

I wish to state again that I am opposed to these two bills and would like to 
have my letter made a part of the official record of the subcommittee hearings. 

Very truly yours, 


M. F.. DeGRAVE. 
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Rocky RIVER, OnH10, April 24, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Dear SENATOR: I noted with interest the start of your hearings on bill No. 
§. 215. Mr. O’Mahoney’s bill certainly appears to be an obvious attempt to limit 
the freedom of action of the American economy. 

The greatness we have all enjoyed, and the benefits we have derived did not 
result from controls in every area of our operation. It certainly seems that 
governmental and congressional actions during the past few years have im- 
peded our normal progress to the point where many are afraid we may become 
a second-class nation. 

A war period may call for more stringent controls than in a normal market; 
however, we are not faced with such a situation. Inflationary tendencies seem 
to be curbed at present in spite of your concern which you express so frequently. 

I respectfully request to go on record with your committee as being com- 
pletely opposed to the price control action indicated by bill No. S. 215. Will you 
make certain that this letter is made a part of the official record of the sub- 
committee hearings? 

Sincerely, 


L. G. DEPNER. 
Daas, TEx., April 21, 1959. 
Hon. Estes KreFrauvVer, 
Senate Office Building, Washington, D.C. 


Deak Sie: It has been my privilege to read a copy of bill S. 215 introduced 
by Mr. O’Mahoney and a related bill (H.R. 6263) introduced by Mr. Reuss, both 
bills relating to governmental price control during peacetime. It seems to me 
price control bills of this nature tend to destroy the American free-enterprise 
system which has, in my opinion, been a big factor in making the United States 
the world leader it is today. Price control measures are steps in the direction of 
a Government-controlled economy. Even the controls established during World 
War II as an economy measure broke down. 

I am, therefore, soliciting your assistance against these particular bills which 
advocate governmental approval of price increases for many corporations. 

I further ask that this letter be made a part of the official record of the 
subcommittee hearings. 

Yours very truly, 


hk. E. Dickson. 


CLEVELAND, Onto, April 22, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, U.S. Senate: 


Sm: I have recently learned that your subcommittee plans to start hearings 
April 23, 1959, on the O’Mahoney bill (S. 215) that would require certain business 
firms to notify the Government of price increases 30 days in advance, and to 
justify the proposed increases in public hearings. 

This bill (S. 215), along with the Reuss bill (H.R. 6263), which I understand 
also will be considered by your subcommittee, are patently a means of estab- 
lishing ‘‘price control by price surveillance.” 

It seems to me that this or any other type of price control, even though 
limited in its coverage, can do great harm to our economic system. For controls 
do not permit the price system to perform its important function of distribut- 
ing goods and guiding production. They result in inequities between products 
and between industries. They reduce, and eventually eliminate, the price flexi- 
bility which allows the consumer to direct what is produced, and where growth 
should take place. 

Too, though these bills are heralded as means of checking inflation, it is my 
opinion that economic controls have proven, historically, to be largely ineffec- 
tual in fighting inflation. For inflation is primarily a monetary problem. Price 
controls cannot reach the source of inflation; they deal only with the symptoms. 

I would very much appreciate your consideration of my views in this regard. 
In addition, I would appreciate your making this letter a part of the official 
record of your subcommittee hearings. 

Sincerely yours, 


RatpH DIEFFENBACHER. 
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PITTSBURG, Cair., April 27, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Deak Sir: I am 65 years old and soon my only income will be social security, 
company pension, and some income from investments. Inflation is my biggest 
problem and curbing or reversing it will mean the difference between a com- 
fortable old age or semipoverty. 

However, tinkering with some of the economic balances may prove more 
disastrous than inflation itself. I refer in particular to O’Mahoney bill (S. 
215) and Reuss bill (H.R. 6263). I have held responsible positions in the 
construction and steel industries and State government and write from ex- 
perience. 

The aim of the steel industry is not to raise prices, but rather to be the low 
cost producer and thus increase profits. 

If the selling price was based on the lowest production costs, other pro- 
ducers would have to withdraw or accept a Government subsidy and then there 
would be no incentive to reduce costs, improve methods, ete., which has been 
the lifeblood of our progress. 

The industry would in effect be nationalized and unless police state tactics 
were employed to enforce efficiency from both employees and employers, pro- 
duction would drop and costs increase. 

My experience in Harrisburg and Washington convinced me that the less 
Government we have in business the better for business and the people at 
large. 

I do not mean to infer that all big or little business is perfect and should be 
above the laws of the land. The goal should be to enact laws that will not 
stifle our progress. 

I regret that I cannot write a more constructive letter, but I do not know 
the answer to inflation and want to congratulate you on your efforts to curb 
it and further hope you will succeed in finding a way that will not prove more 
disastrous than inflation itself. 

Very truly yours, 


LD. H. DIEHL. 


P.S.—Please make this letter a part of the official record of the subcom- 
mittee hearings. 


MAHTOMEDI, MINN., April 20, 1959. 
Hon. Senator Estes KEFAUVER, 
Chairman, Senate Judiciary Committee, 
Washington, D.C. 


Dear Sir: As a businessman I am interested in expressing my opposition 
to proposed bill S. 215. I would also request that this letter be made a part 
of the official record of your subcommittee hearings. 

I feel that price changes during peacetime should be controlled by the laws 
of supply and demand rather than by Government. The mechanics of policing 
this area alone would be a great additional and, I believe, unnecessary expense. 
This type of thing that starts out to be temporary frequently continues on 
long after the alleged need no longer exists. I believe that in a free economy 
system private business is entitled to price its goods based on its reasonable 
and factual costs of doing business. This bill would unfairly hamper the 
American free enterprise system. 

Sincerely, 


JOHN W. DILLERY. 


WEstTBoRO, MASs., April 27, 1959. 
Hon. Estes ;KEFAUVER, 
Chairman; Antitrust and Monopoly:Subcommittee, 
U.S. Senate, Washington, D.C. 


Deak SENATOR KEFAUVER: Regarding the forthcoming hearing on the 


O’Mahoney bill (S. 215), I desire to go on record that I am definitely not in favor 
of passing this bill. 


The passage of this bill would undermine one of the very basic principles that 
has made this country great—free enterprise. In order to grow and in order 
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to expand, business must be subjected to competition and the laws of supply 
and demand for price establishment. Price control by a government agency is 
just another nail in the coffin of industry. 

Our present tax program as imposed on industry today has taken away con- 
siderable incentive to invest money in any business because of the poor return on 
the investment. The expansion and growth of industry in America is dependent 
upon the managerial ability of our industries to make sufficient profit such that 
a portion may be reinvested in the business for expansion. With labor unions 
expecting higher and higher wages for their services, industry has no choice but 
to increase prices if they are to continue to build for America. 

Under the provisions of the bill, the accounting books of any company or 
corporation would be wide open to the public, competitors, and the union which 
I feel would be wholly unjust. The destiny of American industry is dependent 
upon free enterprise and the incentive to invest capital in American business 
ventures. Your committee can help by rejecting the O’Mahoney bill (S. 215). 

Please make this letter a part of the official record of the subcommittee hear- 
ings. Thank you. 

Yours truly, 
Harocp R. Drxon. 


Rotary Lirt Co., 
DIVISION OF DOVER Corr., 
Memphis, Tenn., April 29, 1959. 
Re bills S. 215 and H.R. 6263. 


Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


DeaR Mr. CHAIRMAN: I would like to register my opposition to each of the 
above bills which are now under consideration by your committee, and to ask 
that you make this letter a part of the official record of the subcommittee 
hearings. 

Although the two bills are not identical, both are economic controls and I 
believe the following basic objections to all artificial price controls deserve care- 
ful consideration of the committee. 

1. Economvic controls are a potential danger to our economy.—Controls of 
all types are steps in the direction of a government-controlled economy—a 
step away from free enterprise and toward socialism. Emergency controls 
tend to become “permanent” controls. 

2. Price controls alone are ineffectual in fighting inflation.—Prices may 
reflect inflationary forces, but they are not the primary cause of inflation. 
To be effective, controls would also have to be applied to wage rates and 
other cost factors. 

8. The bills are inflationary in themselves because of the cost of adminis- 
tration and added burden on industry.—Compliance with a flood of regula- 
tions, many of them conflicting and confusing, involves tremendous cost in 
manpower, money, and diversion of resources. These costs hurt the tax- 
payer, the consumer, and the country’s entire economy. The control ma- 
chinery itself requires a substantial diversion of manpower from productive 
channels. 

4. Hurts small competitors.—Even though bill S. 215 purportedly applies 
only to corporations having a net worth of $10 million or more, it would 
nevertheless affect their smaller competitors even more seriously. For 
example, even though the costs of a smaller competitor rose sharply, they 
would not be able to raise their prices while price changes of the larger 
companies were being held up and investigated. 

5. Public reaction unfavorable whether justified or not.—Public hearings 
on proposed price increases of any product would affect every business that 
handles the product, from the manufacturer to the retailer. The costs, 
markups, and profits of all businesses connected with the product would be 
under scrutiny in the public hearings. Public disclosure of such informa- 
tion would inevitably invite distortion of the facts revealed. The results 
might well be a lessening of public confidence in the product under investiga- 
tion and in the business firms handling the products. 

6. Disclosure of confidential information becomes political tool of pressure 
groups.—Sections 9 and 10 of bill S. 215 grants subpena power for the books, 
papers, and other documents of the corporation. The disclosures at public 
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hearings would be extremely revealing to competitors of a company involve 
in a hearing. Of even more concern to a company would be the revealing 
of confidential information to labor union leaders they face in collective 
bargaining. Walter Reuther and other union leaders have long sought 
legislation that would require public disclosure of company information 
related to costs, markups, and profits. Enactment of price change notifica- 
tion legislation with its provisions for public hearings would give the union 
leaders their long sought objective. 

Legislation such as either of the proposed bills would only transfer price 

decisions from the marketplace to the political arena. 


Respectfully, 
OLIVER E. CATHEY. 


Woxrcestek, Mass., April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

Dear Sir: I trust that you will accept this letter as voicing my opposition 
to bill S. 215 (Senator O’Mahoney’s bill regarding price increases). 

I feel, as you do, that every effort must be made to curb inflation but am 
afraid that a bill such as S. 215 would ultimately lead to Government control 
of private business and that is not the way our history was made. 

I would appreciate your using this letter in your subcommittee’s official report 
as opposing the measure. 

Yours truly, 
FREDERICK J. DOHERTY. 


DowNTOWN LONG BEACH ASSOCIATES, 
Long Beach, Calif., May 13, 1959. 
The Honorable Senator Estes KEFAUVER, 
Senate Chambers, Washington, D.C.: 

Our entire association of 540 individual businesses has indicated its abso 
lute opposition to S. 215 “price notification bill” by Senator O’Mahoney and a 
similar bill in the House, H.R. 6263. 

Price increases are to be delayed 30 days by this bill. However, price de 
creases can also be prevented by it. For example: 

“Coffee is now selling at the lowest price in 8 years. But coffee processors 
would hardly lower prices during periods of ample supplies, when they would 
face all the governmental interference when it is essential to raise prices when 
coffee is again in short supply. 

“A study of 1,500 products shown more than two-thirds had lowered prices as 
well as upped them during the last few years. It is competition and costs of 
production that regulate the prices of the vast majority of consumer items. The 
Senator’s bill does not provide such regulation of wage increases—which is 
the major factor in the price of goods purchased by the public and by Govern- 
ment.” 

Are we to completely destroy competition—the basis of our American economy? 

The many dangers of this bill are obvious. Please place this letter in 
the record of hearings. 

Hat LEwIis, President. 


Da.ias, TEx., April 22, 1959. 
—— Subcommittee hearings on O’Mahoney bill (S. 215) and Reuss bill (H.R. 
6263, sec. 2). 
The Honorable Senator Estes KEravuver, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Deak Simm: With reference to the provisions of the above-named Senate and 
House bills, I wish to register my views in opposition thereto and respectfully 
—— that this letter be made a part of the official record of the subcommittee 

earings. 

These proposals are subject to basic objections to any form of peacetime con- 
trols. Controls of all types are steps in the direction of a Government-con- 
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trolled economy. They have never worked for any length of time. Therefore, 
they can be no more than a short-term expediency. Price controls cannot reach 
the sources of inflation; they deal only with the symptoms. Experiences of 
other countries show that direct controls, even with drastic penalties, did not 
prevent price rises. 

Proponents of this legislation contend that price-surveillance controls should 
be applied to so-called administered price industries on the assumption that they 
are not subject to market forces. This is a politically convenient assumption, 
of course, but it ignores the fact that all businesses are subject to supply, de- 
mand, cost factors, and the pressures of competition from other industries. Pro- 
ponents of price surveillance are actually attempting to transfer price decisions 
from the marketplace to the political area. 

Controls do not permit the price system to perform its important function of 
distributing goods and guiding production. They result in inequities between 
products and between industries. They reduce, and eventually eliminate, the 
price flexibility which allows the consumer to direct what is produced, and where 
growth should take place. Let us not substitute the voluntary and competitive 
choices of free men with the arbitrary decisions of an ever more powerful 
bureaucracy. 

Respectively, 
H. M. Drake. 


Worcester, MAss., April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

Dear Sir: I am writing you to register opposition to Senator O’Mahoney’s 
bill, S. 215, which I understand would require certain corporations to file ad- 
vance notice of price increases. Please see that this letter becomes part of the 
official record of your subcommittee hearings. 

Although I am fully in accord with all sincere efforts to stop inflation, I do 
not feel that the above-mentioned bill is the answer. Controls on prices or 
wages would serve only to discourage free enterprise and could seriously affect 
our entire economy. 

I trust that you will comply with the above request. 

Sincerely yours, 
J. Roy Driscott. 


WonrcESTER, MAss., April 21, 1959. 
Hon. Estes KEraAvuver, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.C. 


Dear Sir: I am writing you in regard to the Senator O’Mahoney bill, S. 215, 
which will require that certain large corporations file advance notice of price 
increases and make public justification before affecting such increases. 

While I am in full accord with efforts to stop inflation by all possible and 
effective means, this in my opinion, is not one of them. 

In the first place it would, in effect, institute price controls by Government, 
something which President Eisenhower and most elected officials have pledged 
would not be done. Informed persons generally agree that price control is con- 
trary to our economic system and can only result in harm to free enterprise. 

Secondly, it would force the disclosure of confidential company information 
and would be an invasion of privacy which, I believe, is specifically forbidden 
in our own Bill of Rights. 

Furthermore it would try to replace our economic law of supply and demand 
upon which our whole free enterprise system has been founded—and operated 
so successfully up to now. Tampering with this freedom is dangerous and can 
lead us into the morass of a system which we are supposedly fighting against. 

I am unalterably opposed to this bill, and request that my letter be made a 
part of the official record of your subcommittee hearings. 

Very truly yours, 
ALFrep L, DuNA. 
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THE EcKERT PACKING Co., 
Defiance, Ohio, April 28, 1959. 
Hon. Senator Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 

Dear Sir: I wish to express my unalterable opposition to the O’Mahoney 
bill, S. 215. I think it extremely unwise, unfair, and unwarranted to meddle 
with the traditional right of business to change their prices as costs may war- 
rant. 

The fact that the claim is made that this would affect only the very largest 
companies, who are supposed to have a monopoly within their industry, is the 
sheerest hypocrisy. What chance would a firm of our size have to raise their 
price structure at a time of sharply increased cost as long as the larger men- 
bers of our industry were forced to adhere to a lower and rigid price schedule. 

If the esteemed gentlemen who think up these asinine proposals could but 
devote their talent to something useful, the progress in our legislative bodies 
should be tremendous. 

I respectfully ask that this letter be made a part of the official record of 
the subcommittee hearings. 

Sincerely, 
DeNvER M. Eckert. 


DuLUTH, MINN., April 20, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Senate Antitrust Committee, 
U.S. Senate. 

Dear Str: I am writing this letter to express my opposition to the passing 
and enactment of bill S. 215. 

I have been a steelworker for 43 years with the same corporation, as a wage 
earner and also as a salaried employee. I have seen many changes take place 
in operations of a steel-producing plant, but in recent years very few have been 
good for the industry. 

Restrictions have retarded expansion and development of the steel industry 
in Minnesota and adding another restrictive bill will certainly harm the pro- 
spects of a progressive future. 

Such information, as called for in bill S. 215, would deprive any industry of 
all semblance of freedom of private enterprise, and subjugate the industry to 
the mercy of labor leaders, competition, and so forth. 

With thousands of tons of foreign steel being unloaded on the American 
public, it seems to me that some of the shackles now being exercised by controls 
should be lifted from industry instead of adding another. 

I request that this letter be part of the official record of the subcommittee 
hearings. 

Sincerely yours, 
J. H. Evper. 


PALM Sprinos, Cauir., April 30, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.C. 


DearR SenaToR: You are presently holding hearings on the O’Mahoney Dill 
(S. 215) and the Reuss bill (H.R. 6263). 

I wish to go on record as opposed to these bills and wish you would make 
this letter a part of the official record of the subcommittee hearings. 

Price controls on certain basic commodities, without controls on wages and 
taxes, would have no effect on inflation and only persecute certain industries. 

The length of time for any Government hearing would mean no profit and 
even a loss in many cases, probable bankruptcy for the smaller companies. We 
have only to look at the many months, sometimes years it takes the Federal 
Power Commission to make a final decision on rates, to know the delays en- 
countered. Even so, the Federal Power Commission is the best run of any of 
the Federal bureaus. 

I believe this is the first step in an attempt to put Federal controls on all 
business, wages, and the lives of our people in an attempt to lead us into 
socialism, facism, liberalism or whatever name some may elect to call it. 

Yours very truly, 
Car C, EGner. 
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THE ERIE ENAMELING Co., 
Hrie, Pa., April 24, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Scnate Judiciary 
Committee, Washington, D.C. 


My Dear SENATOR: I understand that you are commencing hearings on the 
O'Mahoney bill (S. 215), and I respectfully request that you make this letter 
a part of the official record of your subcommittee hearings. 

8S. 215 was written with only one industry in mind: namely, the steel in- 
dustry. In an attempt to avoid being outlawed as discriminatory, it is written 
in such a way that it would apply to any company in any industry where 50 
percent of the sales in the United States are made by & or less corporations. 
Any company in such an industry would be unable to put any price increase 
into effect until the Federal Trade Commission has been properly notified; 
this would appiy even to the smallest company in this industry. 

S. 215 reflects the concern many of us feel for the dangers inherent in con- 
tinual inflation, with the subsequent depreciation in real value of the dollar. 
Yet it fails to recognize that inflationary forces are complex and widespread 
and that price control alone will do nothing to eliminate them. 

S. 215 is an unrealistic approach to the problem of inflation. It amounts to 
price controls without corresponding controls on wages, to mention only one 
weakness. It would apply to many industries in rather unexpected parts of 
our economy, such as chewing gum, baseballs, and pianos. And it would apply 
regulatory powers to an area which in peacetime is not properly the function 
of the Federal Government. 

Very truly yours, 
HERBERT R,. SPENCER, Jr... President. 


EVANS, GENTITHES, MEERMANS, McKay & ATKINSON, 
Warren, Ohio, May 25, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


Sm: I have a great deal of confidence'in your judgment and willingness to do 
what is best for the American free enterprise system. It is for this reason that 
I would like to call to your attention a proposed bill which I am convinced repre- 
sents a serious threat to our system of-free enterprise. I refer to Senate bill 
215 (O’Mahoney bill), which is now before the 86th'Cengress. This bill, as you 
are no doubt aware, will, in effect provide the Federal Trade Commission with 
peacetime price controls. 

It is my belief that this legislation has far broader and more threatening im- 
plications than is revealed by its stated purpose. It is labeled as an anti- 
inflationary device, yet prices are merely a symptom of inflation—not a causal 
force. In addition, it is a measure of control aimed at interference with the 
heart of our economic system—the interplay of the free market. Our economic 
system is predicated upon the free market’s inherent ability to adjust itself 
as a result of the interplay of supply, demand, cost factors, competition of other 
industries, and potential competition within the same industry. The effect of 
introducing artificial controls would be to distort natural economic patterns as 
follows: 

(1) The economy would be less flexible since price changes would be de- 
layed, and wouldn’t reflect changes in cost and market conditions ; 

(2) Buying patterns would be distorted, for purchases would tend to 
hoard during the waiting period prior to the price increases ; 

(3) The very administration of such controls involves tremendous costs 
in terms of manpower, money, and diversion of resources ; 

(4) Production would be curtailed since price flexibility permits the con- 
sumer to direct what is produced and where productive growth should take 
place. 

The supporters of this legislation contend that it would affect only a few 
large companies in concentrated industries. However, the bill’s application 
would be more extensive than proponents generally indicate. In addition to 
the number of industries covered, all businesses of a given industry, from 
manufacturer to retailer, would be under scrutiny, for public hearings would 
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reveal costs, markups, and profits. This disclosure would result in the distor- 
tion of facts and the lessening of public confidence in products and business 
firms. Furthermore, smaller competitors would be significantly affected by not 
being able to raise their prices when their rising costs demanded such action, 
for they would have to await the completion of the investigation of the larger 
companies in order to be competitive. 

Economic controls are a step in the direction of a Government-controlled econ- 
omy. The great danger of this bill is that it is merely the beginning of an at- 
tempt to exercise such control by gradually creeping into the various segments 
of our economy. I respectfully request that you do all in your power to prevent 
the passage of this legislation. I would also appreciate your making this letter 
a part of the official record of the subcommittee hearings. 

Very truly yours, 
GEORGE H. GENTITHES. 


Tue F. H. Lawson Co., 
Cincinnati, Ohio, April 24, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


Dear Sir: The purpose of this letter is to express our opinion on the O’Mahoney 
bill (S. 215) and section 2 of the Reuss bill (H.R. 6263) on which your 
subcommittee is holding hearings. 

I represent the oldest manufacturing company west of the Allegheny Moun- 
tains. We were founded in 1816 and now employ approximately 500 unionized 
workers in the manufacture of sheet metal products. We are not large enough 
to be covered directly by section 3 of the proposed O’Mahoney Dill. 

However, a thorough study of these bills has convinced me that we must 
oppose them. Our company has grown and prospered in direct competition to 
many large multi-million-dollar corporations whose pricing policies would be 
subject to public review under the O’Mahoney bill. I feel the public hearings 
to which these companies would be subjected would create confusion in the minds 
of our customers, would alienate their relationships with us, and cause us to 
lose customers, unless we would conform exactly to the larger corporation sales 
and pricing patterns, a thing which we cannot do as a smaller manufacturer. 

As chief executive of our company, I have been responsibile for getting us 
through two major wars, a depression or two, and I have had direct experience 
with etforts at price controls. I believe such economic controls as proposed 
by these bills would be a great potential danger to our country and would be 
ineffectual in fighting inflation. 

I wish to register our opposition to the O’Mahoney bill (S. 215) and to the 
Reuss bill (H.R. 6263). I ask that you make this letter a part of the official 
record of your subcommittee hearings. 

Respectfully yours, 


J. ARTHUR Buur, President. 


FARWELL, OzMUN, Kirk & Co., 


St. Paul, Minn., April 20, 1959. 
Senator Estes KEFravuver, 


Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 

Committee, Washington, D.C. 

DeAR SENATOR KEFAUVER: We are acquainted with the contents of the 
O’Mahoney bill S. 215 having to do with Government controls of production and 
pricing and we wish to make known to you, Senator, that we are definitely 
against this bill. 

We would appreciate it if you would make this letter a part of the official 
records of the subcommittee’s hearing. 

Respectfully yours, 


GrorcE R. Bowker, President. 
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Rocky River, Ou10, April 30, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.C. 


Sir: I hereby express my strenuous opposition to the price-surveillance pro- 
posals covered by the O’Mahoney bill (S. 215). It is contrary to the concept 
of free American enterprise and in my opinion would hinder rather than help 
economic stability. 

Would like you to make this letter a part of the official record of the subcom- 
mittee hearings. 

Respectfully yours, 
CLARENCE B, Fert. 


Cuicaco HeErenTs, Itx., April 30, 1959. 
Senator E. KEravuver, 
Senate Office Building, Washington, D.C. 


Dear SENATOR KEFAUVER: We understand that your subcommittee has now 
before it Federal price-fixing bill No. 215. 

We are writing this letter requesting that you give serious consideration 
to this bill as we know that you must realize a bill of this type will not pre- 
vent inflation. Inflation does not begin at this point, but rather at other points, 
We would like to call your attention to the fact that the Government now em- 
ploys twice as many people in Washington, D.C., as it did in 1948, whereas in 
industry this is not true, indicating that there is much room in Government 
for some help toward this inflation period in which we seem to be drifting. 

No manufacturing concern likes to charge any more for its product than 
is absolutely necessary. They cannot do this today; otherwise, someone will 
undersell them, and it is a continual battle to keep prices down so that you 
can compete on the market. If you would take a quick look at the way industry 
operates and the way the people in industry have to work continually to keep 
prices down, you will soon find that all their imagination and ingenuity goes 
into the manufacture of a product in order to keep the cost at a low level. 

This country was never founded on the premise that the Government would 
control so may facets of our economy as it is attempting to do today, and just 
as surely as bills like S. 215 are pushed through the subcommittees and Congress, 
this country will find itself moving into the lower levels of world power. You 
and your committee certainly realize this more than I do and we think that 
consideration should be given this thought as this bill comes before you. 

We would like to make this letter a part of the record of the hearing on 
this case. 

Yours truly, 
B. H. Friern. 


SoutH Hap.ey, Mass., April 27, 1959. 
Senator Estes KEFAUVER, 


Chairman, Senate Antitrust and Monopoly Subcommittee, Washington, D.C. 


DEAR SENATOR KEFAUVER: I am writing with regard to Senator O’Mahoney’s 
bill (S. 215) which proposes to impose price contro] on a segment of the Nation’s 
business as a means of halting inflation. 

This bill attempts to cure inflation by treating a symptom and disregarding 
the causes. The prime source of inflationary pressure is the succession of wage 
increases at a rate in excess of increased productivity. The bill assumes that 
inflation can be curtailed by compelling industries to absorb wage and other 
cost increases by threatening public investigation and disclosure of company 
records. 

Our system of free business enterprise has always been the best control of 
just prices—competition keeps it that way. Latest figures from the U.S. De- 
partment of Labor, Bureau of Labor Statistics, shows a leveling off in the Con- 
sumer Price Index, with actual price reductions on many items. The proposed 
legislation may well discourage price reductions. A firm that contemplated 
lowering the price of its product would be reluctant to do so if it knew that any 
later price increase would be held up, and be subject to public hearings investi- 
gation. 


35621—659—pt. 11——-49 
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The bill would not only affect companies having $10 million of net worth, but 
would also affect their smaller competitors. For example, even though the costs 
of the smaller competitors rose sharply, they would not be able to raise their 
prices while price changes of the larger firms were being held up by investi- 
gations. 

Compliance with the regulations necessitated by this proposed legislation 
would involve tremendous costs in manpower, money, and diversion of re- 
sources. These costs not only hurt the businessman, the consumer, the taxpayer, 
but in fact the entire economy. Control machinery itself requires substantial 
diversion of manpower from productive channels with its further inflationary 
effect. Prices cannot be maintained or reduced by producing less. 

I would appreciate your making this letter a part of the official record of your 
subcommittee hearings on this bill. 

Sincerely, 
W. A. FINN. 


Tue First NATIONAL BANK OF MEMPHIS, 
Memphis, Tenn., May 14, 1959. 
Hon. Senator Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 


Deak Estes: As you know, I rarely impose upon your time to the extent 
of endorsing or protesting any pending legislation. When I do, it is because 
I am deeply concerned regarding the substance of a bill and the effect which 
its passage would have on our people and the national economy. 

It is my understanding that your Antitrust and Monopoly Subcommittee of 
the Senate Judiciary Committee is presently holding hearings on Senator 
O’Mahoney’s bill (S. 215) requiring certain corporations to file advance notice 
with authorities before raising prices. However commendable the purpose 
of such legislation might be, the result could be so far-reaching and harmful 
as to threaten our economy and even our free enterprise system itself. I hope, 
therefore, that you will not only heed this protest, but that you will make it 
a part of the record of the subcommittee’s hearings. 

As a banker, I am well aware of the inflationary dangers involved in an 
economy of constantly rising prices. I am even more conscious, however, of 
the disastrous effect which a Government-controlled economy would have on 
our national well-being, and adoption of this bill would unquestionably open 
a Pandora’s box of evils which eventually would engulf business, labor and all 
segments of our private enterprise system. 

The first to feel the damaging results of such legislation would not be the 
large corporations against whom the bill is directed, but the thousands of 
smaller producers who, although not included in the bill’s provisions, would 
nonetheless be unable to raise prices in line with their increasing costs be- 
cause of the Government-imposed price umbrella held over their larger and 
more powerful competitors. The net result would be the forcing out of busi- 
ness of hundreds, perhaps thousands, of small concerns, thus creating more 
and greater monopolies than those which presently exist. Another inevitable 
result would be the lowering of quality standards in almost every line of 
manufactured goods. This would not only affect domestic consumers, but 
seriously damage our export trade, which is already being strongly challenged 
by foreign manufacturers. In many cases, too, it would pose a problem of main- 
taining adequate inventories. 

For these and many other reasons, I earnestly hope you will give this bill 
your most careful study and then use all the influence at your command to 
defeat it. In my opinion it is un-American, undemocratic, and unworthy of 
the serious consideration of the U.S. Senate. 

Sincerely, 
NORFLEET TURNER, President. 


Park RincE, ILt., April 30, 1959. 
Senator Estes KEFAUVER, 


Senate Office Building, 
Washington, D.C. 


DEAR SENATOR: There is before your committee Senate bill S. 215 relating to 
antitrust laws and requiring that corporations having a net. worth in excess 
of $10 million be required to file a notice of a proposed price increase to the 
Federal Trade Commission. 
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I hope you will use your considerable influence to defeat this bill. Among 
other objections to the bill is the obvious fact that any corporation would be 
reluctant to reduce prices of any commodities if there was a possibility their 
costs would require a later price increase which could be accomplished only 
after considerable delay. Another objection would be the creation of many 
more jobs in the Federal Government, increasing our already burdensome tax 
pill. 

I hope you will make this letter a part of the official record of your sub- 
committee hearings. 

Very truly yours, 
Cart F. FIscHer. 


FIsHER FLOURING MILLs Co., 
Seattle, April 22, 1959. 
Senator Estes KEFravuver, 
Chairman, Senate Antitrust and Monopoly Subcommittee, 
Washington, D.C. 


Dear SENATOR Keravuver: Although we probably will not be subjected to the 
regulations under the O’Mahoney bill (S. 215), we want to register our objec- 
tions to this type of legislation, to you, chairman of the Senate Antitrust and 
Monopoly Subcommittee. 

We do not believe that this form of price control will prove to be an anti- 
inflationary measure, and we feel very strongly that it has no place in the 
peacetime economy of a free country. It is a form of legislation that ultimately 
will work to the disadvantage of the very people it attempts to protect. 

Please make this letter a part of the official record of your investigation. 

Sincerely, 
J. L. Looxe, President. 


DALLas, TEx., April 21, 1959. 
Hon. Estes KEFAUVER, 
U. 8. Senate, Washington, D.C. 


Sir: As a citizen of our great country, I hasten to register my protest against 
peacetime controls on prices, as recommended in H.R. 6263 and Senator O’Ma- 
honey’s bill S. 215. 

The establishment of price controls, which inevitably must be followed by ad- 
ditional controls on wages, production, materials, etc., can only lead us into 
statism. 

Individual liberty, and our way of life, are jeopardized whenever we compro- 
mise on a principle or, more important, on our constitutional rights as free 
Americans. 

Furthermore, even with pressures under which we operated during World 
War II, controls broke down and had to be abandoned to get our economy on 
the right course to prosperity. Controls adopted presumably to combat inflation 
will not serve that purpose since economic controls are largely ineffectual in 
fighting inflation. Inflation, as you are well aware, is primarily a monetary 
problem and price controls do not hit as its source, but rather deal with symp- 
toms. 

Accordingly, I beseech you, and the members of your committee, to not tamper 
with our free enterprise system so that we may continue to prosper as the great 
Nation we are and not fall into the depths of economic and social despair from 
which France and England, as well as South America, are now trying so des- 
perately to extricate themselves and their countrymen. 

I respectfully request that this letter be made part of the official record of 
your subcommittee hearings. 

Yours very truly, 
O. J. FIstTer. 


WALNUT CREEK, CAtir., May 7, 1959. 
Hon. Estes KEFrAvveER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.C. 
Dear SENATOR KEFAUVER: As a citizen of this great country that has reached 
Buch a place of importance and well-being through competitive business enter- 
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prise I wish to present several difficlties as I see them in connection with the 
proposed O’Mahoney bill 8S. 215: 

1. The small businessman whose competitive margin of profit is not great 
can be put out of business if his costs rise and the so-called dominant pro- 
ducer with a greater margin of profit is denied a price increase, Obviously 
the small fellow will make very few sales if he alone raises his prices in 
the same market. 

2. The bill does not have any provision to control increased labor costs 
which are the cause of inflation in the absence of increased production. 

8. The bill is indefinite as to what companies would be included, for ex- 
ample what is meant by “lines of commerce.” 

4. Price reductions will be discouraged, for a firm would hesitate to reduce 
prices knowing that any later price increase would be held up and subject 
to public hearing investigations. 

5. The multitude of Government employees required to try to administer 
the law would cause greater inflation than the law seeks to correct because 
such employees are nonproducers and inflation is increased more when less 
goods are produced and more people are bidding for them. 

6. The bill is price control in peacetime and countries like France with 
price control have experienced devastating inflation. 

I strongly urge you and your committee to diligently oppose the O’Mahoney 
bill. Will you kindly make this letter a part of the record of the subcommittee 
hearings. 

Respectfully yours, 

Epwin C. Froyp. 


SHREwssBuRY, Mass., April 21, 1959. 

Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 

HONORABLE Sir: There is no question that inflation is the greatest threat to 
our economy. 

Neither is there any question that legislated price controls can halt inflation, 
or even reduce inflationary trends with any degree of permanence. 

In point of fact, history is replete in the many countries where attempts 
to legislate the economy have resulted in dismal failure. 

A good portion of our present tax burden is earmarked for foreign aid to 
bail out the economies, which were legislated to the point of complete collapse. 

Legislated price control can only be a step away from legislated wages, pro- 
duction quotas, and profits. If prices, wages, quotas, and profits are not allowed 
complete freedom in a free economy, then we too are on the road to economic 
collapse and nowhere is there any country or group of countries who can bail 
us out. 

I am completely opposed to the O’Mahoney bill, S. 215, and request that 
my views be made part of the official record of the subcommittee hearings. 

Yours truly, 


J. M. Fo.ry. 


FRANK B. HunNTER & Co., 
Memphis, Tenn., May 5, 1959. 
Senator Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR KEFAUVER: I have had called to my attention Senator 
O’Mahoney’s bill S. 215 that I understand is coming before your Antitrust and 
Monopoly Subcommittee of the Senate Judiciary Committee. 

As a small businessman, I am conscientiously opposed to any more Govern- 
ment meddling in business, and any further attempt at Government price con- 
trols, while obviously supposedly anti-inflationary in inception, will only cause 
additional confusion in business, and aimed at the so-called big guys, will 
probably lead to outpricing the small ones out of business. 

I would appreciate it very much if you would make my letter a part of the 
record of your committee’s hearings. 

Yours very truly, 


GILBERT SCHLOSS. 
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Cotumsvs, Onto, May 1, 1959. 
Subject. S. 215, H.R. 6263 
Hon. Estes KEFAvuvrnr, 

U.S. Senate, Washington, D.C. 


Sir: My attention has been called to the restrictions and controls which pas- 
sage of the above would foster on American business, both so-called big business 
and small business. 

I had thought we settled the question long ago that price controls are un- 
realistic and unworkable; as witness the plight of the American farmer. 

Further, it is historically true that price controls are ineffective without wage 
controls, which then lead us down the road of thought control, 

Hvery provision of this bill(s) has threatening implications, 

The distance between Washington and Columbus precludes my attendance, and 
in-person opposition to the subject matter, however, kindly make this letter a 
part of the official record so that other members of the committee may so note. 
Thank you. 

Very truly yours, 


G. B. Franz. 


Datxas, TEX., April 22 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommitiee, 
Senate Judiciary Committee, Washington, D.C. 


Dear Sir: The O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) both 
impose peacetime price controls that are basically objectionable. 

Artificial pricing controls by governmental agencies do not permit the price 
system the function of distributing goods and directing production. Price 
controls only place another economic control in the hands of the Government. 

The inefficiency with which economic controls worked during World War II 
is an example which should be remembered. ‘The huge cost in administrating 
this program will hurt the consumer, the businessman, and last but not least— 
the already overburdened taxpayer. 

I am in total disagreement with the above bills and the threat they pose to 
the system of government upon which this country was founded and has pros- 
pered. It is my desire that this letter become a part of the official recrd of 
the subcommittee hearings. 

Yours truly, 


J. L. FREIMvUTH. 


San FRANcIscO, CauiP., April 28, 1959. 
Hon. THomaAs H. KucHEL, 
Senate Office Building, Washington, D.C. 


Dear SENATOR: I understand the Senate Antitrust and Monopoly Subcommit- 
tee, headed by Senator Kefauver, plans to start hearings today on the O’Mahoney 
bill (S. 215). Also, I believe they will consider the provision of the Reuss bill 
(H.R. 6263), both of which bills, in my opinion, attempt to establish a system 
of peacetime controls to which I most seriously object. 

I am sure you will recall how economic controls proved ineffective during war- 
times even though heavy emphasis was made on patriotism. Government- 
controlled economic programs will not prevent increases in cost to manufacture 
and will not control inflation. 

Regardless of the size of the company or the type of product there can be no 
fairness in any Government agency deciding the fair selling price of the product 
made, nor should such company be required to make public its profit and loss 
statement for the purpose of justifying the price being charged. Our economic 
stability is based on free enterprise and honest competition, and I can see no 
fairness in these price surveillance proposals. 

Iam directing a copy of this letter to Senator Kefauver and by this action am 
asking him to make my letter a part of the official record of the subcommittee 
hearings. 

I hope you will vigorously oppose these propositions. 

Very truly yours, 
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Daas, Tex., April 22, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 


Dear Sir: It is with considerable antipathy that I note the start of hearings 
tomorrow on the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) 
which, no matter how well disguised as an anti-inflation measure, can only 
result in a further loss of economic freedom, a terrific waste of both money and 
manpower, and eventual collapse of the profit motivation that has done so much 
in lifting industry and commerce in this great country of ours to a level with 
which none other compares, Over the years it has been demonstrated time and 
time again that the competitive forces when allowed to work unshackled bring 
to the marketplace the best quality goods at a price the customer is willing to 
pay. 

To presume that the holding of public hearings on price increases will do 
anything other than interfere with the workings of the natural laws inherent 
in our free economy is folly and should not be given even passing consideration. 

In the interest of maintaining a healthy atmosphere in which owners as well 
as operators, sellers as well as customers, labor as well as management, can 
prosper I urge you and your committee to kill S. 215 and H.R. 6263 and all 
kindred proposals. 

Please include this expression from a citizen in the official record of the 
subcommittee hearings. 

Yours very truly, 
I. G. GASSER. 


THe GENERAL Tire & Russer Co., 
Akron, Ohio, May 28, 1959. 
Hon. Estes KeEravuver, 
U.S. Senate, Washington, D.O. 


Dear SENATOR: I had intended to write you in regard to 8. 215 but I had 
delayed, thinking that interest in the bill had subsided. Since I now understand 
this is still being actively considered and that hearings are still pending, I should 
like to have you enter this letter in the record of these hearings. 

We in the General Tire & Rubber Co. feel that this bill will be a great detri- 
ment to the economic health of the country. Thirty days of inquisition would 
disrupt our economy with uncertainty over the field of a vast number of products. 

Third party approval of prices is a dangerous threat to our American form of 
competition. The power of that third*party to make public such facts as would 
indicate competitive positions of companies further increases that danger. 

Small companies who are not directly affected could be placed in danger of 
survival by not being able to meet situations as they arise. The small business 
man has a difficult enough time surviving without adding to his competitive 
costs. 

Under the misappropriated slogan of “stop inflation,” this move seems to be 
toward actual control of prices and as such could destroy our economy and 
create a political dictatorship which would be state socialism. If we come to 
the point where all large corporations are to be put through a centralized Fed- 
eral socialistic government control, how much longer would it be before all 
segments of our economy would be government controlled? 

It seems to us that the philosophy of S. 215 must be based on the idea that 
prices have been, are, and promise to be excessively high and that big corpora- 
tions have been gouging the public. Actually, isn’t it a fact that these same cor- 
porations have been, by their efficient operation, creating the highest standard 
of living and the greatest man-hour productivity in the world? It is the lack 
of this man-hour productivity in the rest of the world that causes them to look to 
us to save them with the very money our taxes from profits supply the Govern- 
ment for supporting the foreign aid program. The same governing body that 
sees justification in this kind of government control of prices takes from the 
corporations more in taxes than these corporations make in profits. After all, 
it is the customer who pays, even though the corporation is the collecting agency 
for the Government in our tax procedure. 

I should like to have this letter entered in the record as our objection to fa- 
vorable consideration of S. 215. 

Sincerely yours, 
Dawn A. KIMBALL. 
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Tue Geo. WoRTHINGTON Co., 
Cleveland, Ohio, April 29, 1959. 
In re S. 215. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington. D.C. 


Dear Srr: I have read with much interest a draft of Senate bill 215 which 
has to do with the control of prices. 

Most thinking people agree with you that prices should be subject to some 
control. However, it seems to me that it would be quite impossible to control 
prices without a corresponding control over wages. I believe, therefore, that 
Senate bill 215 could have no material effect on prices as it is now written, and 
the redtape implied in the bill would add substantially to the cost of govern- 
ment and therefore to our overall tax bill. I am, therefore, definitely not in 
favor of Senate bill 215. 

I would appreciate it if you would make this letter a part of the official record 
of the subcommittee hearings on this bill. 

Very truly yours, 
N. BF. LUEKENs. 


RICHARDSON, TEx., April 21, 1959. 
Hon. Estes KEFAUVER, 
Senate Judiciary Committee, Washington, D.C. 


Dear Sir: In the careful consideration your subcommittee will soon give to 
the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263), I sincerely hope you 
gentlemen will fully realize that these bills, if passed, can only result in a stand- 
still in competitive business progress through peacetime price controls. 

To bureaucratically limit American industry in the pricing of its products 
and services is to socialize the very thing on which it depends to competitively 
strive for the consumer’s dollar. 

Please consider my request for action against the introduction of either of 
these proposed bills, and make this letter a part of the official record of the 
subcommittee’s hearings. 

Very truly yours, 
LESTER GIBSON. 


GirrorD-Hitt & Co., INc., 
Dallas, Tezx., May 2, 1959. 
Hon. Estes KEFrAvUVER, 
Senate Office Building, 
Washington, D.C. 


DeaR SENATOR KEFAUVER: I wish to register a protest against the possible 
passage of S. 215, a bill to require certain business firms to notify the Govern- 
ment of price increases 30 days in advance, and to justify proposed increases in 
public hearings. 

This bill ostensibly is to control inflation; however, our inflationary troubles 
are not due to lack of governmental control, but a surplus of it. Private enter- 
prise, if left unfettered by governmental regualtion and control, would, through 
the natural laws of supply and demand, eliminate any further inflation. Any 
additional Government regulation will hamstring what is left of the free market 
economy and merely increase our taxes and Federal deficit, and, therefore, 
create more inflation. 

I hope you will exert your influence in opposition to the O’Mahoney bill. Also, 
I wish you would make this letter a part of the official record of the Antitrust and 
Monopoly Subcommittee hearings. 

Sincerely, 
P. W. Girrorp. 


Gites & RANSOME, ING., 
Philadelphia, Pa., May 4, 1959. 

Hon. Estes KEFAUVER, 
U.S. Senator, 
Senate Office Building, Washington, D.C. 

Dear SENATOR: Although I am personally in favor of taking every legitimate 
step possible to curb inflation, I was quite concerned with the context and im- 
plications of bill S. 215 as introduced by Senator O’Mahoney. The arresting 
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of the inflationary spiral can be achieved only by bringing a number of factors 
to play. 

To say that business in general and big business in particular are the sole 
contributing factor to inflation, as does S. 215, is a trangression on the con- 
tribution which business makes to the general welfare of the country. Senator 
O’Mahoney confirms that the intent of this bill is to foster amongst the American 
people a cancerous distrust of American business by subjecting the need for 
price increase to political interpretation and statement. I don’t think this is 
what we want. 


To make business a scapegoat for all the problems of the free enterprise system 


and give the Federal Government the credit for all the benefits would destroy a 
delicate balance. We have seen laws and taxes enacted for a specific objective 
only to find that, once enacted, they and their deteriorating effects are with us 
forever. Bill 8. 215 will be no different and soon we will find political interpre- 
tation dictating to us. Such dictation is the first step in the destruction of the 
free enterprise system which has made this country so great. 

Certainly, Senator, for one who has done as much as you have for this coun- 
try, endorsement of this bill is not consistent with your former contributions. 

I respectfully request that this letter be made a matter of record and would 
be only too happy to testify during the hearings. 

I sincerely trust that your better judgment will prevail during the considera- 
tion of bill S. 215. 

Very truly yours, 
Percy A. RANSOME Jr. 


GILLMER, KLINGER & KEATING, 
Warren, Ohio, May 19, 1959. 
Hon. Estes KEFAUVER, 
U.8. Senator, 
Washington, D.C. 


Dear SENATOR KeFAuver: Allow me to recommend to you for passage Senate 
bill 215 relating to price increases in basic industries. I would not favor this 
measure if we lived in a truly free economy where the law of supply and 
demand determined prices. Unfortunately, recent price rises in steel and auto- 
mobiles in the face of a depressed market have demonstrated that in these 
industries prices are not dependent upon demand. 

Small business and the consumer need this legislation and I hope that you 
will lend your support to it. I would appreciate it if this letter could be placed 
in the record of hearings on this bill. . 

Very truly yours, 
W. Leo KEATING. 


Datxas, Tex., April 22, 1959. 
Hon. Estes KEravuver, 

U.S. Senator, 

Washington, D.C. 


DEAR SENATOR KEFAUVER: I am informed your committee starts hearings on 
the 23d on the so-called O’Mahoney bill S. 215 and the so-called House bill H.R. 
6263 which would require certain business firms to do certain things about price 
increases—have a 30-day waiting period, etc. 

This in essence is peacetime price control. Controls failed to work in war- 
time and have less chance to work in peace unless we are reconciled to some 
form of dictatorship and an abandonment of the principals of democratic 
government. 

The time-tried law of supply and demand, if let alone, will function. A step 
of this kind applied to “certain business firms” must finally if it is to function, 
be applied to all business firms and so finally to all people, and will inevitably 
violate the rights of free citizens to go freely about their affairs. 

I am against these bills, desire to stand up and be so counted, and request 
that my letter be made a part of the official record of the subcommittee hearings. 

Yours very truly, 
G. F. GOrTzINnceEr. 
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GoopaALL RUBBER Co., 
Trenton, N.J., May 27, 1959. 
Hon, Estes KEFAvUvVER, 
U.S. Senate, Washington, D.C. 


Dear Mr. KEFAUVER: It is my understanding that the Senate Antitrust and 
Monopoly Subcommittee of the Senate Judiciary Committee has started hearings 
on the O’Mahoney bill (S. 215). As you are chairman of the subcommittee, we 
would like to request permission to file our statements for inclusion in the 
record of this subcommittee. 

A good bit of feeling seems to have been generated on this bill, but very little 
thought has been given to the attitude of the smaller companies, who, allegedly, 
along with the public are being protected by antitrust or antimonopoly legislation. 

As we are manufacturers of rubber products, in all probability our industry 
would definitely fall within the category outlined by this bill. We wish, there- 
fore, to register a very strong protest against this bill, as our feeling is this 
would definitely tend, over any period of time, to cause the exact opposite to 
occur to what the bill states as its objective. We feel that with any such law 
as this in effect, first of all the tendency would be for large companies to put 
off any price increases as long as possible. The hardship this would work 
would be greater in proportion on the smaller companies, who would then be 
unable to raise their prices. It takes only very elementary economics to realize 
that a large corporation can exist on a thin, or even a no-profit margin for a 
much longer time than a small one can. 

In addition, the bill purports to be aimed at preventing inflation by preventing 
price increases. The idea that price increases cause inflation is certainly not 
an economic fact of life. Price increases are the result—not the cause—of 
inflationary pressures. 

Further, the bill does not spell out how or what would happen to control 
price increases, which obviously cannot be done unless the raw materials and 
the labor employed in manufacturing an item can also be controlled. 

This is the type of legislation which concerns thousands of small corporations 
across this country. It seems to be aimed not at helping them to compete and 
fulfill the objectives of the free enterprise system, but instead to be one more 
governmental regulation which has as its aim a tighter control and eventually 
the destruction of this same system that has made this country the greatest 
the world has ever seen. : 

Yours very sincerely, 
F. B. WILtIAMSon 34d, President. 





KENMORE, NEw York, April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

Dear Sir: I wish to take this opportunity to express my opposition to S. 215 
on the grounds that it would not succeed in its stated intent, the curbing of 
inflation, and would give new impetus to the creeping socialism already wide- 
spread in our Government. 

Legitimate price increases brought about by the laws of supply and demand, 
would be hampered by the enactment of this bill as much as the so-called admin- 
istered prices, 

The net result would be a new cost to the taxpayer to support a program 
which is basically opposed to the traditional American system of free enterprise. 

I request that this letter be made a part of the record of the subcommittee 
activities. 

Very truly yours, 
Paut F. GorMAN. 


DALias, TEX., April 23, 1959. 
The Honorable Senator KEFravuveEr, 
Senate Office Building, 
Washington D.C.: 

I would like to take this opportunity to register a protest against S. 215 which 
your subcommittee will shortly review. I also wish to register a protest against 
H.R. 4934 and H.R. 6263. I deeply feel that any peacetime governmental price 
controls will lead the United States down the road to dictatorship. Economic 
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controls have never worked for any length of time. Controls broke down during Bas 
World War II even though each American extended limitless effort to win} out st 
the war. Inflation is a monetary problem not a pricing problem. Any peace Suc 
time control as outlined by S. 215, H.R. 4934, and H.R. 6263 will reduce the] costs 
initiative spirit of each American. the vé 

I wish to request that you make this letter a part of the official record of the | jnflat: 
Antitrust and Monopoly Subcommittee report to the Senate Judiciary Committee, Eco 

Yours truly, betwe 
HAROLD GRINKE. neces 

Fin 

CINCINNATI, OuT0, April 21, 1959, a 

Subject : The O’Mahoney bill (S. 215), the Reuss bill (H.R. 6263). in fa 

Deak Srr: This is in protest of both of these bills. contr 

It is my contention that economic controls of all types are threats to our I a 
industrial greatness. heari 

Economie controls lower production. 

Economic controls involve heavy costs in manpower and money. 

And economic controls have never been effective except for short duration. 

It is requested that you make this protest a part of the official record of the 
subcommittee hearings. Hon 

Very truly yours, Sena 

B.S. Hatt. Was 

Dt 

Haminron Kent MANUFACTURING Co., con , 

Kent, Ohio, May 4, 1959. 2 na 

: Subject: S. 215. . Tt 
Senator Estes KEFravuver, trol: 

Ohairman, Antitrust and Monopoly Subcommitiee of the Senate Judiciary time 
Committee, Washington, D.C. Ty 

GENTLEMEN : My company is a small rubber manufacturer and I am writing to will 
protest against the subject bill. Some of your committee members might well W 
ask why a small company is affected since only large corporations are mentioned are 
so I will try to explain. In the rubber industry, as in most industries, there is ever 
always a pretty well fixed relationship between the prices per given item P. 
charged by the large companies and by the small companies. Let us assume that I w 
manufacturing costs increase sharply but the large companies are unable to get legi 
FTC permission for price increases for several weeks or perhaps several months. Fed 
During this period the small companies need to increase their prices just as T 
badly but if they do so they will price themselves out of the market because the I 
large companies are still required to sell at the old low prices. Large com- ma 
panies usually have adequate resources to tide them over critical periods but 
frequently small companies do not and many of us could easily be closed up under 
these conditions. To be fair, a bill such as this would likewise have to guarantee 
that our labor and material costs for manufacturing would likewise remain con- 
stant. 

If the proponents of this bill want to replace our free-enterprise system with os 
socialism or dictatorship, why don’t they come out and say so instead of promot- Ch, 
ing laws that will surreptitiously cripple free enterprise? If these Congress- 
men want to curb inflation, why don’t they support a balanced budget? 

Please make this letter a part of the official record of the subcommittee I 
hearings. eco 

Yours very truly, the 
T. S. Rowe. an 
hes 
San Mateo, Catir., April 24, 1959. 
Subject: O’Mahoney bill (S. 215) and Ruess bill (H.R. 6263). 
Hon. Estes KEFrAvuvVER, 
Senate Office Building, He 
Washington, D.O. 01 

Sir: I should like to go on record as being firmly opposed to both of the cap- 
tioned bills, or similar proposed legislation, which would impose peacetime price ’ 
controls. I believe that such measures endanger our American way of life— in 


that they are the forerunners of a Government-controlled economy. 
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Basically, economic controls are distasteful to the American people and with- 
out stringent policing would be ineffectual. 

Such controls would place a great burden on industry, involving tremendous 
costs which would eventually have to absorbed by the consumer so that in effect 
the very act of control could conceivably contribute to higher prices and more 
inflation. 

Economic controls tend to curtail production because they create inequities 
between products and between industries. They destroy the price flexibiliy 
necessary for successful production in relation to supply and demand. 

Finally, in my opinion, both of these bills imply a lack of principle on the part 
of so-called big business, a desire for excessive benefits at the exrense of their 
customers and the whole country. I don’t believe that this implication has basis 
in fact except in perhaps very isolated cases, and in these isolated cases proper 
control can be enforced through existing laws. 

I ask that this letter be made a part of the official record of the subcommittee 
hearings. 

Yours very truly, 
R. A. HANSEN. 


Dattas, Tex., April 22, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR KEFAUVER: It is my understanding hearing is to begin tomor- 
row, April 23, on the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) 
which would require certain business firms to give the Federal Trade Commis- 
sion, and others, a 30-day notice of any proposed price increases. 

This can be summed up as peacetime price control. Since these same con- 
trols failed to work in wartime it seems improbable they would work in peace- 
time. 

The law of supply and demand is time tested in our country and if let alone 
will still function to the best interests of the people. 

While these bills are purported to apply to “certain business firms,” if they 
are to function at all must finally apply to all business firms and finally to 
everyone in this country. 

Proponents of this legislation are contending it is necessary to stop inflation. 
I would hasten to say prices are not a primary cause of inflation and these 
legislators could better fiight inflation by doing all in their power to get our 
Federal spending in line with Federal income. 

The bills referred to above violate the rights of free citizens, in my opinion. 

I am against bill S. 215 and H.R. 6263, and respectfully request this letter be 
made a part of the official record of the subcommittee conducting the hearing. 

Yours very truly, 
Pau. M. Hanson. 


CLEVELAND, On10, April 30, 1959. 
Subject: O’Mahoney bill (S. 215). 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 

DEAR SENATOR KEFAUVER: In the interest of fair play and a free American 
economy, I hereby vigorously oppose the price-surveillance proposals covered by 
the above bill. I cannot see how it would stop inflation; rather, it would have 
an unhealthy and unstabilizing effect on the market. 

Please make this letter a part of the official record of the subcommittee 
hearings. 

Respectfully yours, 
M. C. HARRIMAN. 


ParMA, OHIO, April 21, 1959. 
Hon. Estes KEFAUvVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.O. 
Dear Mr. SENATOR: I protest against the price control legislation as proposed 
in the O’Mahoney and Reuss bills (S. 215 and H.R. 6263). 
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Such legislation is totally unnecessary in peacetime. If enacted it will surely 
give rise to practices such as the black marketing experienced in World War II, 
The resulting artificial shortages and consequent slowdown of the economy can 
only mean increased cost to the consumer. 

Furthermore, administration of such laws will add to the tax burden already 
imposed on the American public. And the taxpayer will not only have to absorb 
the cost of additional Government personnel to administer the law, but, as a 
consumer, will also have to pay—in the cost of the product—for the business 
cost of maintaining a staff to protect its interests under the law. 

This will combat inflation? Hardly. 

Incidentally, if prices are to be controlled, shouldn’t wages be controlled as 
well—so that all elements of cost are subject to the same restrictions? 

The proposed measures discriminate against the large-scale operators—the 
types of business which by mass producing and distributing have contributed so 
much to the American standard of living. Why kill the goose that lays the 
golden egg? 

If the proponents of these bills want to combat inflation, they can strike a 
major blow in the battle by acting to reduce taxes. This can be done by elimi- 
nating unnecessary expenditures such as farm subsidies and pork-barrel projects, 

If, on the other hand, they are really interested in combating monopoly, let 
them act on legislation to curb the monopoly power wielded by individuals of 
the type who sneered their way through your, and subsequent, labor investigat- 
ing committee hearings. Here are glaring examples of abuses of monopoly 
power, already thoroughly, congressionally investigated. 

Will you please include this protest as part of the official record of the sub- 
committee hearings? 

Very truly yours, 
Puinir J. HAsey. 


Rocky River, On10, April 20, 1959. 


Senator KEFAUVER, 
Chuirman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com 
mittee. 


Dear SENATOR: I object strongly to the passage of the O’Mahoney bill (S. 215) 
which for all practical purposes calls for peacetime price controls. In fact, this 
bill if passed would eventually end the system of free enterprise which is the 
rightful heritage of a free people. 

The labor unions are the real threat to the economy of the country. American 
labor has been priced out of the market and the country is flooded with foreign 
goods. Certainly it does not make sense that labor rates be increased every 
year indefinitely. Why not pass legislation to make labor unions responsible for 
their actions the same as any other business. 

I hope that this letter will be made a part of the official record of the sub- 
committee hearings. 

Very truly yours, 
ALBERT P. HAYDEN. 


Datias, Tex., April 23, 1959. 

Hon. Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Sir: Last year I heard a speech which in the light of the proposed Senate bill 
215 and the companion House bill 6263 makes the speaker somewhat of a prophet. 
In this speech he said, in part: 

“But I am entitled to a shiver as I attempt to point out how close we may be 
to a point of no return. I have tried to foresee an event which, if it occurred, 
would mark the passage of the point; and there is one that comes to mind. That 
could be the official abandonment in peacetime of competitive markets, which 
would be marked by establishment of comprehensive price and wage controls, 
rapidly and inevitably followed by allocation and ration controls. This would 
be the final abandonment of the system under which how much of what was to 
be produced, by whom, where, when, and at what price or wage, was determined 
by the voluntary and competitive choices of free men. In its place would be 
substituted the arbitrary decisions of an ever more powerful bureaucracy, moti- 
vated by political expediency and self-perpetuation. 
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“J have thus far in these comments deliberately refrained from making an 
appeal. It is that we shall reawaken our realization of what a precious thing in 
the history of humanity is individual liberty; of the spiritual and material 
blessings that flow from its rigorous practice; of the means of obtaining it and 
maintaining it; of how easily and irrevocably it can be lost; of the spirals that 
could be spinning us into statism with resolution to halt them. It is, in short, 
that we shall remember and renew an historic high resolve ‘that this nation, 
under God, shall have a new Lirth of freedom.’ ” 

I think I need say no more except to urge that you and those receiving copies 
of this letter vigorously oppose these and any other bills which tend to take 
away the individual liberties which have made this country so great, and I ask 
that you make this letter a part of the official record of the subcommittee 
hearings. 

Yours very truly, 
M. F. Hazev. 


Datias, Tex., April 21, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

Dear Sm: I am writing this letter in connection with the coming meeting, 
scheduled for April 23, on Senate bill 215 and House bill 6263, and would like 
to ask that you make this letter part of the official record of the subcommittee 
hearings. 

Being a veteran of World War I and having a son and also a son-in-law in 
World War II, it seems to me that we have been fighting to preserve our freedom. 
From what I read of these bills we will soon be losing what we have long strived 
so hard to maintain. 

We all know that “price control by price surveillance” is still price control. 
We also know that price controls during wartime were never successful and so, 
how could anyone hope or expect them to be a success during peacetime. 

Another point I wish to make and call to your attention is that inflation 
is monetary. Price controls could never reach the sources of inflation, as they 
deal only with symptoms. Experiences of other countries have reflected what 
happened with direct controls, and even with penalties, could not stop price 
increases. : 

When a few men can start something that will gradually affect the freedom 
of our entire Nation by putting a burden upon a few chosen corporations, then 
I say it’s time that our entire population do everything we can to have it stopped, 
therefore I hope that these bills will be defeated. 

Sincerely, 
A. K. HERBERT. 


San Francisco, Caurr., May 5, 1959. 
Re S. 215 and H.R. 6263. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: Please make this letter a part of the official record 
of the Senate Antitrust and Monopoly Subcommittee. 

I have studied the subject Senate bill. I believe it would be directly contrary 
to the best interests of the country. 

Fortunately, the wording in the first section is such as to make Congress look 
silly if the Members approved it when it states “The Congress believes that 
inflation will be checked if the pricing policies of these corporations are 
publicly reviewed.” 

This bill excellently exemplifies a sage observation that if one starts on the 
wrong assumption, the more logically one proceeds the further wrong he gets. 
However, this bill has many wrong assumptions. I will only refer to the one 
quoted above. 

What are some of the more major causes of inflation? The fact is that 
Congress has been voting moneys for social luxuries which the people cannot 
yet afford while defense needs are so great. Taxes are already so heavy Con- 
gress has allowed the national debt to grow in a period of years of generally 
good times. This is a real major cause of most of our inflationary forces. This 
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bill seems worded to try to erroneously shift the blame to certain corporations. 

Another obvious related fact is that Congress has not faced the problem of 
the economic power of labor groups in relation to inflation. They are groups 
of human beings organized for good purposes, but like any other groups can be 
a danger to all of us, including their members, if they have too much power. 
Theirs seems to be the power to raise costs of industries out of proportion to 
sound and fair share of the economy. This indirectly inflates costs of all labor 
and services. This is many times as inflationary as price increases on goods, 
They are only doing what comes naturally. It is we, the people, and our Congress 
who are to blame for not recognizing the problem and dealing with it directly, 
fairly, and soon. 


Very truly yours, 
















ROCKWELL HEREFORD. 


INGLEWOOD, Cair., May 1, 1959. 






Hon. BPstes KEFAUvER, 
Chairman, Antitrust and Monopoly Subcommittee, 

Senate Judiciary Committee, 

Washington, D.C. 

DeaR Mr. Kerauver: This letter is a brief expression of my views on the 
O'Mahoney bill (S. 215), and I request that it be considered as part of the 
record of your hearings. 

The basic premise of the bill is without a foundation of fact. Rising prices 
are a symptom of inflation, and any attempt to control them will be com- 
pletely ineffective as an inflation curb. Furthermore, this meddling with the 
workings of our economy will have the effect, among others, of discouraging 
the expansion of our productive capacity at a time when our leadership in this 
area is being successfully challenged by the Russians. 

The bill erroneously charges that the pricing policies of corporations pro- 
ducing basic commodities is responsible for the general increase in prices. 
There is no reliable evidence that this is so, The record is clear that rising 
costs, of which labor is the largest part, have increased at a faster rate than 
basic commodity prices or the profits of the companies producing them. 

Any legislation which is based on such obvious misconceptions does not war- 
rant serious consideration. It would be tragic to act favorably on this bill— 
to do so would be a victory for those who are working for the destruction of 
our democracy. 

Yours truly, 





















James C. HILLER. 


MILFoRD, CONN., April 20, 1959. 





Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 


Dear Sir: I am writing to you to express my views on the O’Mahoney bill 
to be considered by your subcommittee on April 23, 1959. 

I respectfully request that you include this letter in the official record of the 
subcommittee hearings. 

My very strong personal opinion of this bill is that enactment of such legisla- 
tion is not the solution to the problem of peacetime inflationary trends in the 
United States today. 

In my opinion, this bill is unjustly attacking the result rather than the cause. 
In my business, price increases have been necessary because of union demands 
for higher and higher wages and more and more fringe benefits. It is impossible 
for any business organization to continually increase wages, etc., without cor- 
responding increases in productivity, and still avoid price adjustments. This 
distorted relationship of ever-increasing labor costs—without increased labor 
productivity—must inevitably result in sales price increases if the company 
is to continue its existence and fulfill its obligation to its stockholders. 

Moreover, I feel the O’Mahoney bill should not be passed for the following 
reasons: 

1. Our economy is based on a system of free enterprise and free compe- 
tition, and certainly the small businessman, producing the same product 

as a company with undivided profits of $10 million, must establish his sales 
price at a level competitive with the larger competitor, 
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The smaller company, in the face of rising costs would not be able to 
raise its prices until such time as price changes of larger companies had been 
investigated by Government agencies. 

3ecause of the necessity of remaining competitive, the small businessman 
could conceivably be forced out during the investigation period. 

2. In effect the O’Mahoney bill is empowering the Federal Trade Commis- 
sion and other Government agencies to establish selling prices of all busi- 
nesses during peacetime. This is not the American way—Government 
controls. 

3. The Federal Trade Commission should not be empowered to subpena 
confidential documents of a business. There are items of a confidential 
nature which should not be publicized or made available to competitors or 
union officials. 

This bill is not desirable from my standpoint as an American citizen, a tax- 
payer, and as a businessman. 
I urge you and your committee to vote against such legislation. 

Very truly yours, 

K. R. Hinton, Jr. 


Warren, On10, May 16, 1959. 
Senator Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR KEFAUVER: I object to bill 215 which is before the 86th Congress 
at the present time. 
I recognize it as a dangerous threat to the free enterprise system and wish to 
have my letter and my views placed in the record of hearings. 
Very sincerely, 
Lee EB. HOLrzaprce. 


Surewssury, Mass., April 20, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Washington, D.C. 

Dear SENATOR: On April 28, 1959, your subcommittee will open hearings on 
Senator O’Mahoney’s bill S. 215. The expressed purpose of this bill is to con- 
trol inflation and I, as an American citizen and taxpayer, certainly agree with 
this aim. 

However, most economists agree that inflation has many and varied causes and 
that prices are merely a result of inflation and not a cause. 

This bill does not attempt to investigate and control these basic causes and 
seems merely an attempt to embarrass and hinder many portions of American in- 
dustry and I feel that 8S. 215 should not be passed. 

Please make this letter a part of the official record of the subcommittee 
hearings. 

Yours truly, 
EpMuNbD W. Hocror. 


HorcukKIss STEEL Propucts Co., 
Bradford, Il., May 6, 1959, 
Subject : S. 215 Federal price fixing. 
Senator Estes KEFravuveER, 
Chairman, Antitrust and Monopoly Committee. 

DeaR SENATOR KEFAUVER: We respectfully request that our view be made a 
part of the record of the hearings on subject bills our view being, that subject 
bill would reach closer to the heart of the matter of combating inflation if it 
were required that notice be filed, and public justification be made, concurrently, 
of wage as well as price increases. 

Very truly yours, 
Rosert J. Horcuxiss, Jr. 
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HOo.Lpen, Mass., April 21, 1959. 
Hon. Estes KEravuver, 


Chairman, Antitrust and Monopoly Subcommittee, 
U.S. Senate, Washington, D.C. 


Dear Sir: I am writing in regard to the forthcoming hearings on the 
O’Mahoney bill (8.215). 

I am gravely concerned over any attempt on the part of Government agencies 
to interfere with the basic structure of our economic welfare. 

Such controls have been tried and found to be extremely lacking in effectiveness. 

What this bill in sense is trying to accomplish approaches too closely the 
methods practiced by a form of government for whicn we are spending millions 
in our effort to point out our more favorable way of life. 


I hereby request this letter be made a part of your subcommittee’s official 
record. 


Very truly yours, “ =e 
UIs J. HUBBARD. 


WavkKEGAN, ILL., April 19, 1959. 
Hon. Estes KEFAvvER, 


Chairman, Antitrust and Monopoly Committee, 
Senate Judiciary Committee, Washington, D.C.: 


I have read with alarm the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 
6263). Any attempt by the Senate of the United States to start a system of 
control of pricing over any private enterprises, large or small, is not a function 
of your group. When you fiddle around with the law of supply and demand 
by artificial means you know in advance that the results will be tragic as has 
been proven by our Government in the farm program. 

Price raising is not the cause of inflation but is the result of many contribut- 
ing factors that your committee will not approach if my understanding of the 
above bills is correct. 

The concentrated power of labor unions, unlimited Government spending, 
and the existence of powerful pressure groups who desire that their special 
projects be financed by the Federal Government, all contribute to the inflation 
spiral. Let us direct our efforts to curtail the factors that cause prices to rise. 

A philosophy as outlined in the above bills if enacted, would lead us nearer 
to a socialistic form of government if pursued. 

Would you please make this letter a part of the official record of the sub- 
committee hearings. 


Wr11aMmM H. Hunt. 


San Antonio, Tex., April 30, 1959. 


Re bill 8. 215. 


Senator Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 

Dear Srr: Having read and studied the subject bill, I wish to express my 
objections to its passage. 

I am convinced that Government controls of price regulations can lead to 
nothing but increased prices. The additional handling of reports in itself would 
lend emphasis to this statement. 

Further, I request that this letter be made part of the official record of the 
subcommittee hearings. 

Yours very truly, 


Lewis C. Hurry. 


INDUSTRIAL STEEL WAREHOUSE, INC., 
Longview, Tewx., May 12, 1959. 

Hon. Estes KEFAUVER, 

Antitrust and Monopoly Subcommittee, 

Senate Judiciary Committee, 

Washington, D.C. 


Dear Sir: I wish to express my views on the proposed O’Mahoney bill S. 
215. I find that this bill, in my opinion, defeats the free enterprise system 
of this country. I also feel that it would destroy the backbone of industry. 
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I wish to point out that my views are shared by many friends and associates 
of mine. I ask that my views be made a part of the records of this hearing. 
Very truly yours, 
Irvine Fax, President. 


Datias Tex., April 21, 1959. 
Hon. ESTES KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Sm: I have just reviewed a copy of the proposed Senate bill 215 and the 
companion provision in House bill 6263 dealing with notice to the Government 
by certain corporations of intention to increase prices of its products and pro- 
vision for public hearings, compulsory attendance of witnesses, and production 
of records. I am deeply shocked that such a proposal would even be suggested 
at a time when there is an abundant supply of all goods and when the United 
States is not at war. In my opinion, this attempt to control the universal law 
of supply and demand is a further encroachment on the freedom of enterprise 
which has made this Nation the greatest in the world. It is inevitable that 
control of prices will fail unless the cost elements resulting in the prices are 
likewise controlled, and this inescapably leads to wage controls, production 
controls, ete., ete. I am irrevocably opposed to a controlled economy which 
has desolated every country where it has been tried. The plight of the American 
farmer today with the tremendous resulting tax burden on all citizens is a 
perfect example of the attempt to control farm prices. This must not happen 
to American industry. 

The stated justification for the bills is to withstand inflation, but prices are 
merely the composite of costs, reserves, and profits. Any informed person must 
recognize that the major cost in any product today is the cost of labor, and 
unless that cost is contained prices must increase or profits diminish with the 
ultimate result of bankruptcy. In a free economy, supply and demand and 
competition at home and abroad will control prices. History has proved at home 
and abroad that government interference does not achieve the desired result. 
The proposed public inquisitions, compulsory attendance of witnesses and 
records, the enormous cost of additional bureaus to supervise the administra- 
tion and required compliance by business with regulations and recordkeeping 
will hurt the taxpayer, the consumer, the businessman, the entire economy. 

I urge you and the Congressmen to whom copies of this letter are sent to 
oppose these bills, and I ask that you make this letter a part of the official 
record of the subcommittee hearings. 

Yours very truly, 
JOHN C. IRWIN. 


JOHN J. GRIER Co., 
Chicago, Iil., May 1, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C. 


My Dear SENATOR KEFAUVER: It is our sincere wish that you and your 
committee would seriously consider the tabling or rejection of bill S. 215. 

It is our opinion that, in addition to the obvious objections to this bill, it 
would put an undue burden on business because we are sure that any such 
committee or commission would find itself swamped with requests. Many 
organizations would undoubtedly put in requests even though they were not 
absolutely certain they would want to raise prices, but they would have to have 
these requests on file simply in self-defense. We are sure that under these 
conditions any commission would require additional personnel to handle the 
requests, conduct the hearings, and hand down the decisions. It is very likely 
that with such a mass of requests the handling of them would be delayed 30 to 
60 to 90 days, at which time the need for such increases could very well be 
passed or the amount of the increases could be out of date. 

We are certainly in agreement with Senator O’Mahoney in that anti-inflation- 
ary measures are extremely important and should be taken, but we certainly 
disagree as to this approach. We cannot see that this would accomplish anything 
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but to be a cumbersome, expensive burden on both business and the Government. 
If possible, we would like to have this letter placed in the record of the 
hearings. 
Very truly yours, 
BD. S. Ener, President. 


Datxas, TEX., April 22, 1959. 
Re 8. 215, 86th Congress, 1st session. 
Hon. Senator Estes KEFrAUvVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Sm: In your capacity as chairman of the Antitrust and Monopoly Subcommit- 
tee of the Senate Judiciary Committee, I wish to make known to you my opposi- 
tion to bill S. 215, introduced by Senator O’Mahoney pertaining to price-increase 
hearings, etc. Similarly, I am opposed to H.R. 6263 introduced by Congressman 
Reuss of Wisconsin. 

It seems to me that these bills violate the most important asset of our Nation, 
the free enterprise system, which is already pretty well shackled. Although 
the intent may not be there, the implications of complete bureaucratic control 
of the economy are included in the bills. These bills are the groundwork for 
further peacetime governmental control of the economy. Surely, we learned 
during World War II how ineffectual such controls are. 

Please make my protest a part of the official record of the subcommittee 
hearings. 

Yours very truly, 
Ceci, BD. JOHNSON. 


New York, N.Y., April 29, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee, Washington, D.O. 


Dear Siz: Through newspapers, radio, and corespondence it has been brought 
to my attention that hearings have begun in Washington with respect to the 
so-called O’Mahoney bill (S. 215). 

This bill has been carefully read by me and I want it on the record that I 
am in complete disagreement with and unalterably opposed to its basic prin- 
ciples, i.e., the imposition of economic controls in any form in peacetime. Peace- 
time price controls, in my judgment, have no place in a free economy. They are 
not effective even in time of war. 

I hope and urge that when and if this bill is presented to Congress for a vote, 
you will be one of its uncompromising opponents. 

Will you kindly make this letter a part of the official record of the subcommit- 
tee hearings. 

Yours very truly, 
W. FENTON JOHNSTON. 


CLEVELAND, OnI0, April 30, 1959. 
Subject: O’Mahoney bill (S. 215). 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: I am strongly and vigorously opposed to the price- 
surveillance proposals covered by the above bill. I believe this proposed legis- 
lation would have an unstable effect on the market by creating greater peaks 
and valleys, and rather than halt inflation, might well discourage price reduc- 
tions. A company that planned lowering its price would hesitate to do so know- 
ing that any subsequent price increase would be held up pending public-hearings 
investigation. 

Will you please make this letter a part of the official record of the subcommittee 
hearings. 

Respectfully yours, 


J. T. JUNG. 
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WAUKEGAN, ILL. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: In reference to the forthcoming hearings relative 
to the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) I am strongly 
opposed to any legislation which would strangle our Nation’s economy and would 
appreciate anything you can do to stop these bills from being enacted into law. 

Increased prices are not the cause of inflation but rather one of the results 
of it. Make no mistake about it inflation begins at the bargaining table when 
large corporations sit down with international unions to negotiate labor con- 
tracts which more often than not result in a series of annual general wage 
increases. 

The real villain in this inflation fiasco is the most powerful monopoly in this 
country, the international union. Doesn’t it appear a little odd that union 
officials invariably have to wage extensive campaigns to convince its members 
that what they really need is an increase in wages? 

Will you please make this letter a part of the official record of the subcom- 
mittee hearings? 

Sincerely yours, 
STANLEY V. JUNG. 


SHAKER HEIGHTS, OnI0, April 22, 1959. 
Re 8. 215. 
Hon. Estes KEFrAvuveER, 
U.S. Senate, Washington, D.C. 

Dear Sir: Speaking as a citizen of the United States, I would like to voice my 
sincere objection to bill S. 215. 

This bill, which would require public justification of price increases by certain 
corporations, seems extremely harmful to the natural processes of supply and 
demand and competition in the United States. 

I am unable to understand how this bill, which will attempt to control price 
increases, will in any way curb inflation. This bill presumes inflation is caused 
by prices, when actually prices are only.a reflection of the cost of labor, materials 
and use of capital. It would, therefore, seem that inflation can better be curbed 
by stabilizing the components of the price itself. 

It would seem that present antimonopoly laws would prevent any one corpo- 
ration from dominating a certain market so as to control prices. If this be 
true, and it appears to be in the United States, then the natural and powerful 
forces of supply and demand will maintain a proper price level for the products 
in question. These forces have made our economy dynamic and healthy over 
the years and will continue to do so in the future. Any artificial attempt to 
change these forces will only cause confusion, dissention and an ultimate 
breakdown of the entire economy. 

Our present healthy, competitive system is the only effective way to control 
prices. The impact of foreign imports into the United States is having a real 
effect on prices. The effect of this type of competition is already showing up 
in many product prices. It is also driving many U.S. industries out of business, 
but it does serve to illustrate that competition can control prices. 

Again I say, legislative control of prices will not curb inflation and I there- 
fore object to S. 215. 

Please make this letter a part of the official record of the subcommittee 
hearings. 

Very truly yours, 
Harotp L, Kewiey. 


New York, N.Y., April 27, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senator, Washington, D.C. 


Dear SENATOR: I am writing you with reference to the subcommittee hearings 
on the O’Mahoney bill S, 215 and the Reuss bill H.R. 6263. I feel that if these 
bills are approved, which require certain business firms to submit proposed price 
increases, the holding of public hearings—compulsory attendance of witnesses— 
revealing confidential information, etc., that we are moving farther away from 
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the democratic principles and the competitive system which have made our 
country great. 

This is a step nearer to Government controls in peacetime and I urge you to 
oppose these bills. Please make this letter a part of the official record of the 
subcommittee hearings. 

Yours very truly, 
Patrick A. KENNON. 


es 


KerricAN Iron Works, ING., 
Nashville, Tenn., April 27, 1959. 
Subject : O’Mahoney bill (S. 215). 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 

DeaR SENATOR KEFAUVER: We have been studying this bill, and although it 
probably will not apply to us, we feel that such an attempt to provide peacetime 
controls would be very harmful to our country’s economy. We feel that it will 
not accomplish the purpose for which it is intended, and that it will be extremely 
expensive to police and enforce. Furthermore it would create very unfair com- 
petitive situations between large and small companies in the same industry. 

We ask that you please make this letter a part of the official record of the 
subcommittee hearings. 


Yours very truly, 
G. E. Danrets, Executive Vice President. 


Burrato, N.Y., April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 
Dear Sir: I would like to go on record as being opposed to the proposed bill 
S. 215. 
The bill would be a step toward a Government-controlled economy and 
detrimental to free enterprise. 
The establishment of necessary regulatory boards of control would impose 
further costs on the now heavily tax-laden public. 
Price controls cannot reach the sources of inflation and even emergency 
controls could, in time, be a permanent control. 
I respectfully this letter be made a part of the official record of the sub- 
committee hearings. 
Yours truly, 
Ratpeu G. Kien. 


CLEVELAND, OHIO, April 24, 1959, 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


HONORABLE Sir: I have thoroughly reviewed and am definitely opposed to the 
O’Mahoney bill (S. 215). My reasons are given as follows and I ask that. this 
letter be made a part of the official record of the subcommittee hearings. 

Economic controls are a potential danger to our economy: Controls of all types 
are steps in the direction of a Government-controlled economy. Emergency con- 
trols may tend to become permanent controls. 

Economic controls have never worked for any length of time: They can be 
no more than a short-term expediency. Even with the special appeals to patri- 
otism during World War II, controls broke down. 

Economic controls are largely ineffectual in fighting inflation: Inflation is 
primarily a monetary problem. Price controls cannot reach the sources of infla- 
tion; they deal only with the symptoms. Experience of other countries show 
that direct controls, even with drastic penalties, did not prevent price rises. 

Economic controls exact a heavy toll on our resources: Compliance with a 
flood of regulations—many of them conflicting and confusing—involves tre- 
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mendous costs in manpower, money and diversion of resources. These costs 
hurt the taxpayer, the consumer, the businessman, and the entire economy. 
Control machinery itself requires substantial diversion of manpower from 
productive channels. 

Economic controls curtail production: Controls do not permit the price system 
to perform its important function of distributing goods and guiding production. 
They result in inequities between products and between industries. They reduce, 
and eventually eliminate, the price flexibility which allows the consumer to 
direct what is produced, and where growth should take place. 

Yours very truly, 
DoNALD KNEPPER. 


LIBERTYVILLE, ILL. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Dear Senator: I would like to go on official record as being opposed to two 
bills your committee will consider in the near future—S. 215 and H.R. 6263. It 
is my contention that these bills will go a long way toward defeating the old 
American way of free enterprise and competition. To disclose private financial 
information of companies and to impose a type of price controls is entirely 
improper. 

As far as halting inflation is concerned, it is difficult for me to understand 
how legislating prices will stop inflation. Prices are raised due to increased labor 
costs, mainly, so that if anything should be investigated it should be the demands 
of labor. 

Yours truly, 
Joun S. Kokum. 


WAUKEGAN, ILL., April 20, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: Please accept my letter as a protest against adoption 
of the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263). I request that 
my letter be made a part of the official record of the hearings of your 
subcommittee. 

In my opinion, Government price controls are not an answer to our inflation 
problem. I am against price increases but I am also against automatic annual 
wage increases which seem to have become a must even where wage inequities 
do not exist. However neither Government price controls nor Government wage 
controls will supply a satisfactory answer to the inflation problem of our country. 

Enlightened public opinion should force certain labor leaders to abandon their 
annual automatic demand for “something more for nothing more” and concen- 
trate their efforts in those specific areas where wage inequities actually do exist. 

It is a sad state of affairs when the workers in the automotive and steel in- 
dustries, who are now among the highest paid group of workers in our country, 
plan to demand another very substantial wage increase. The wages these workers 
are now receiving can be considered most generous. Therefore why another wage 
increase? And if there should be such a wage increase, how can we disregard 
a basic law of economics and not expect a price increase when costs are increased? 

Yours truly, 
GERARD KOSHKARIAN. 


TONAWANDA, N.Y., April 22, 1959. 
Re bill S. 215. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 
Dear Sir: I wish to express my protest against the above bill which would 


require certain business firms to notify the Government in advance of a pro- 
posed price increase. 
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Price controls do not reach the sources of inflation, they deal only with the 
symptoms. Controls of all types are steps in the direction of a Government- 
controlled economy. Compliance with a flood of regulations, many of them 
conflicting and confusing, involves tremendous costs in manpower, money, and 
diversion of resources. These costs hurt the taxpayer, the consumer, the busi- 
nessman and the whole economy. 

It has been the experience of other countries that direct government controls 
of prices did not prevent price rises, 

Will you please make my letter a part of the official record of the subcom- 
mittee hearings. 
Very truly yours, 












RAYMOND J. KROEGER. 


Wosurn, Mass., May 6, 1959. 

















































Senator KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 

Washington, D.C. 


Dear Senator: The O’Mahoney bill (S. 215) seems unnecessary. If I re- 
member my economics, the price charged for a product by a monopoly in a free 
enterprise will be only slightly higher than that charged for the same product 
or service by a group of competing companies. This is so because the maximum 
income for the monopoly is realized when its price is only a few percent above 
a competitive price. As a consumer I have no objection to paying this differ- 
ence. If any inequities have arisen in the recent past they would seem to be 
only because we no longer have a free enterprise system. The attempts by 

2 certain people in the Government to manipulate the economy has resulted in 
what is becoming close to chaos. Experience has always shown that when 
Government gets its hands into the economy, the private citizen and customer 
suffers by paying higher prices both directly on the product and by added taxes 
to support the policing agency. 

I hope that you reconsider this bill and use your good offices to report it 
adversely. 

I would appreciate it if you would make this letter a part of the official record 
of the subcommittee hearings. 

Very truly yours, 
MarsHAatt E. KvuLsera. 





LAMPERT LUMBEE Co. 
St. Paul, Minn., April 22, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 

Dear SENATOR KEFAUVER: We are aware of the administered price problem as 
it applies to large industry. 

However, we do not feel that the O’Mahoney bill is the answer to the problem. 

The Federal Government controls the railroad rates through the ICC, and you 
know the long-range effect, both direct and indirect, that Federal control has 
had on the railway. 

Federal control slows down industry, and Federal control develops apathy in 
the industry. As you know, there is no industry in the United States that has 
been more remiss in keeping up with the times than the railroads. 

We would dislike seeing this happen to the steel industry. 

We ask that you make this letter a part of the official record of the subcom- 
mittee. 

Thank you in advance for giving the above your consideration. 

Sincerely yours, 
JOHN R. LAMPERT. 





LAKE Erie Screw Corp., 
Cleveland, Ohio, April 24, 1959. 
Senator KEFaAvuvER, 
Chairman, Senate Antitrust and Monopoly Subcommittee, Senate Judiciary Com- 
mittee, Washington, D.O. 
Dear SENATOR KEFAUVER: Please refer to bill S. 215 which is under considera- 
tion at this time by the Antitrust and Monopoly Subcommittee. As a citizen and 
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executive of a company which will be affected, I very strongly oppose this bill. 
We have a feeling that this bill will eventually cover not only a few large com- 
panies in concentrated industries but also the larger companies in industries such 
as ours, the fastener industry. 

If the larger companies in our industry would eventually have to apply for 
permission to change prices, it would definitely affect smaller companies such 
as ourselves, making us powerless to raise our prices even though our costs had 
been substantially increased. 

While we only employ some 40 people we can definitely see a danger in a bill 
such as 8S. 215 and we feel as though it could very definitely endanger our future 
existence. 

Would you please make this letter a part of the official record of the subcom- 
mittee hearing on this particular bill. 

Thank you. 

Sincerely yours, 
J. C. WasMeER, Jr., Vice President. 


Cincinnati, Ounr0, April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Deak Srr: The O’Mahoney bill (S. 215) on which it is pianned that hearings 
are to start on April 23, 1959, introduces price controls which in the writer’s 
opinion will result in unending confusion, complexities, and inequities. 

A general unbalanced condition will certainly result from any 30-day waiting 
period in any industry. All associated businesses would be effected. 

The delaying action with associated inquiries, ete., brought about by this bill 
could become sufficiently prolonged to severely injure the economy of both 
large and small corporations. 

The foregoing may be accepted for the record of the subcommittee hearings. 

Very truly yours, 
Pau. L, LINDSAY. 


Dattas, Tex., April 22, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Dear Sir: I have noticed in the daily press that the Senate Antitrust and 
Monopoly Subcommittee, headed by yourself, plans to open hearings April 23, 
1959, on the O’Mahoney bill (S. 215), and that your subcommittee will also 
consider provisions of the Reuss bill (H.R. 6263). 

I wish to take this opportunity to express to you my deep, personal opposition 
to this or any other legislation which proposes, in peacetime, to force price con- 
trols on industry. 

This legislation purports to control inflation by controlling prices. This is 
a premise with which I cannot agree. Prices may evidence the end result of 
~ workings of inflationary forces, but prices are not a primary cause of those 
orces. 

The enactment of one control inevitably leads to another, and the passing of 
this legislation could well be the start of a chain reaction of wage, allocation, 
and rationing controls. Conceivably, it could mark the end of our free enter- 
prise system of competitive markets in peacetime. 

I respectfully request that you make this letter a part of the official record of 
the subcommittee hearings. 

Very truly yours, 
Frep E. Linx. 
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Lupsock MACHINE & Suppty Co., IN¢., 
Lubbock, Tez., April 30, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: This letter is in protest of Senate bill 215, and here 
are my reasons: 

Although we have had to purchase the major part of our raw products (steel 
and aluminum) from the major companies, we feel that regulation by the Gov- 
ernment is far worse than anything that we have encountered in dealing with 
the suppliers. It is true that we would theoretically be exempt from this regu- 
lation, but I believe that this type of regulation is not compatible with the free 
enterprise system. 

After 30 years in business, I have come to the conclusion that governmental 
regulation will not deter the large corporations from doing what they deem neces- 
sary to supply the demand and make a generous profit. (They cannot stay in 
business and expand unless they do.) I am just as certain that the small busi- 
nessman is susceptible to governmental interference. I have talked to scores of 
them that have given up because they do not know how to cope with the flood of 
regulations to which they are subjected. In short, Government regulations 
accomplish the very opposite result from their purpose. They eliminate small 
business. 

More Government interference, more bureaus, and more taxes are things that 
business in general does not need. 

Please make this letter a part of the record so that other members of the com- 
mittee will have access to it. 

Very truly yours, 
T. A. Rogers, President. 


LUNKENHEIMER Co., 
Cincinnati, Ohio, April 22, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senator, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: We have been advised that a bill sponsored by 
Senator Joseph O’Mahoney (S. 215) which would forbid companies in possibly 
hundreds of industries from instituting price increases pending a public hearing 
before the Federal Trade Commission, has been called up for a hearing on April 
22 before the Senate Antitrust Subcommittee, of which you are chairman. 

Being unable to appear in person to festify in opposition to this bill, we request 
permission to file this statement for the record. 

If applicable, the impact of this bill upon the operations of our company would 
be extremely detrimental. Certainly among all the things that could hamper 
the operations of our business would be third party approval of the prices which 
we can charge for our products, and the power to demand submission of our 
records by which product prices are developed. In our opinion, the destiny 
of our company and the entire business system, as we know it, would be placed 
in the hands of those cloaked with authority to do anything they see fit. 

It is difficult for us to understand how any organization, including the labor 
union supporters of this bill, could take a position that they do not intend to 
destroy our economy and dictate its control to their benefit. It is quite com- 
monly known that the bill is promoted chiefly by labor leaders, their spokes- 
men, and economists. They, of course, would like to shift the blame for infla- 
tion from wage costs to price increases and achieve a longstanding drive for a 
look at the books of corporations. 

Companies, large or small, whose price adjustments would be delayed pending 
public hearings, could be placed in financial jeopardy through much-needed 
price increases. 

A copy of this letter is being sent to the Senators and Representatives from 
this district with the recommendation they oppose S. 215 as a drastic, unfair, 
and unrealistic bill sponsored by those who are unsympathetic to the well-proven 
methods of conducting American business successfully to all concerned, labor 
included. 

Respectfully submitted. 

P. M. ARNALL, President. 
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CLEVELAND, OHIO, April 20, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


My Dear SENATOR KEFAUVER: I have been reading the proposed O’Mahoney 
pill (S. 215) with a great deal of interest. 

Frankly, Senator, I am opposed to the enactment of such proposed legislation. 
I feel, fundamentally, it strikes a direct blow at our free-enterprise economy, 
the system in which our country has flourished since its inception. 

It seems to me that since World War II, our legislators have gone out of their 
way to propose legislation which has socialistic tendencies, somewhat contrary 
to what I was taught about democratic principles as a schoolboy in a rural 
community. 

I can’t conceive of the idea that any U.S. legislator is no naive to believe 
that any company, corporation, or shoelace vendor can operate on a business 
basis without a fair and just profit return. When you gentlemen in Washington 
refer to so-called big business with derogatory implication, which is usually the 
case, you, basically, are referring to thousands of people who own stock in that 
organization, the majority of which have annual salaries about that of your 
secretaries. It seems to me that you gentlemen have a somewhat subtle plan to 
eliminate fair profits—which can only lead to direct government control of all 
industry—an out and out socialistic state, the next step being totalitarianism. 

Your committee proposes that any increase in price, pertaining to certain 
corporations, be filed with the Federal Trade Commission 30 days prior to the 
enactment of such proposed price increase. This is ridiculous. A business 
enterprise will inevitably raise its prices, to insure a fair return on their 
investment for their stockholders, when the cost of doing business exceeds the 
safe point of being able to attain a return of moneys sufficient to enable it to 
expand or improve its facilities to meet competitive conditions. File a notice 
of a proposed price increase? It’s almost like filing a notice that you want to 
change your socks and must wait until properly approved, you can get along 
with the dirty socks a while, but they get mighty uncomfortable. 

The bill states under section 4, “the Federal Trade Commission shall call a 
public hearing on the proposed increase at which it shall be the duty of the 
Federal Trade Commission and the Attorney General to examine such corpora- 
tion with respect to the reasons for and the justifiability of the proposed increase 
and to take testimony on the impact of such increase upon competition and the 
economy of the Nation.” This is just dandy, Senator. This gives the Commission 
an open sesame to fix prices, the very thing you have been investigating. 

I am a relatively young man, Senator, and there are many things I have yet 
to learn. I have learned something, though, and that is to be always fair. 
I don’t believe this piece of proposed legislation is fair to business, fair to our 
economy, or fair to the Nation as a whole. 

I feel very deeply about any proposal which can adversely affect the welfare of 
our great Nation. In my opinion, the O’Mahoney bill can do just that. 

Please feel free to make this letter a part of the official record of the sub- 
committee hearings. 

Thank you. 

Respectfully yours, 
KENNETH L. LYTTLE. 


Cepar City, Uran, Apri! 28, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Washington, D.C. 


Dear SENATOR KEFAUVER: This communication is intended to register oppo- 
sition to the Senator O’Mahony bill (S. 215). You are respectfully requested 
to make this letter a part of the official record of the subcommittee hearings. 

Senator O’Mahoney justifies this bill as an inflation control. This clearly 
indicates the Senator does not know the definition of nor the contributing 
factors causing inflation. He therefore is certainly in no position to effect 
a cure. 

Such careless, indicriminate legislation will do nothing but further curtail 
business incentive with resultant loss in employment and tax revenues. But, 
more seriously will contribute to socialistic trends in government and the 
resultant loss of individual freedoms. 
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You are urged to stop this and any similar unsound legislation in your 
committee. 


Respectfully yours, 


ADMINISTERED PRICES 


G. D, MacDona Lp. 


Or City, Pa., April 30, 1959. 


Senator Estes KEFrAvver, 
Senate Office Building, 
Washington, D.C. 


Dear Srr: I am unalterably opposed to the O’Mahoney bill (S. 215) which 


is now being considered by the Senate Antitrust and Monopoly Subcommittee, 
of which you are chairman, 


This bill will not control inflation, for prices are not the cause but only an 


indication 


of inflation. Furthermore it will destroy the traditional American 


freedom of free and competitive business. It will prevent businesses, both 
large and small, from adjusting their prices and operations to changing business 


conditions 


in an expeditious manner. It will discourage price reductions for 


fear of reprisals should it be necessary to make increases in the future. 

Far worse than any of these, however, is the fact that our economy and 
our freedom will be placed in the hands of politically motivated, power greedy 
bureaucrats with this inevitable result that the costs of government will 


increase. 


The final result, higher debt and higher taxes. 


I urge you and your committee to vote against submitting this bill to the 
Senate. In addition, I request that you make this letter a part of the official 
record of the subcommittee hearings. 

Yours very truly, 







Re O’Mahoney bill (S. 215). 

Senator Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 

Washington, D.C. 


Dear Sir: In my opinion, the above bill is repugnant to the American idea 
of free enterprise, and instead of stopping inflation, might well discourage price 


reductions. 


R. R. MoCuin TI10. 


CLEVELAND HeEIGuts, OHIO, April 30, 1959. 


I strongly oppose the price-surveillance proposals covered by this 


proposed legislation, on the basis that they would have an adverse effect on our 
economy. : 


Please make this letter a part of the official record of the subcommittee 
hearings. 


Very truly yours, 







Senator Estes KEFrAvuver, 
Chairman, Antitrust and Monopoly Subcommittee, 


Senate Jud 


J. T. McDERMotTT. 
CRAVEN Hitt, CHARLEROI, Pa., April 22, 1959. 


iciary Committee, 


Washington, D.C. 


HONORABLE Sir: Many of us in industry are alarmed at some of the measures 
currently being advanced for the correction of (1) inflation, (2) price, (3) 
other aspects of commerce and industry. 

My personal alarm and profound concern at the possible detrimental conse 


quences re 
committee. 
My objec 


late to bill S. 215, which is currently being heard by your sub- 


tions to the provisions of the O’Mahoney bill (S. 215) are based upon 


knowledge and awareness of historical counterparts in Europe and Asia, many 
of which have led to deterioration of free economic systems, while some have 


resulted in 


actual enslavements of peoples. 


For the reasons enumerated in the following, please consider my objections to 
the O’Mahoney bill and make this letter a part of the official record of the sub- 
committee hearings: 


A. Economie (price) restrictions, whether by surveillance or otherwise, are 4 


threat to our economy. The experience of post World War II China. under a 
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President Chiang and Minister of Finance H. H. Kung are an excellent example 
of economic distortions that can occur with price controls. In the food markets 
in Shanghai, for example, meat and other important articles disappeared, but 
these same items could be freely bought on the black markets for fantastic 
prices. Other products, such as various appliances and so forth similarly dis- 
appeared only to show up at considerably advanced prices on the black markets. 

B. Prices are only a small part (not the cause) of the inflationary picture. 
The American people are enlightened on this point in this year 1959. Inflation 
springs as much or more from the elastic paper-money credit, paper-money 
creation complexes as from any other cause or causes. For this reason, at- 
tempts to control the condition by controlling prices is like blowing against the 
waves to stem the incoming tides. 

©. Price controls without other more important measures to control inflation 
amount to political expediency and are to be deplored. 

D. Price controls without other more direct measures to control inflation dis- 
rupt the normal and free course of business and production and create waste in 
human and other resources. 

Respectfully yours, 
Rosert A. McLAnNgE, Jr., M.D. 


TONAWANDA, N.Y., April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Dear Sir: I am against the passage of S. 215 as I do not feel passage of this 
bill will help curb inflation. 

Government control of prices, and that is what price surveillance is, does 
not necessarily prevent price rises as other countries can testify, but causes 
hardship not only on the businessman but also on the consumer and taxpayer 
who ultimately has to pay for the entire cost of such an operation. More 
important, however, Government price control is contrary to free enterprise, 
and what may seem as an emergency control today, could very well be a 
permanent control tomorrow * * * one more step toward socialism. 

I respectfully request you make this letter a part of the official record of the 
subcommittee hearings. : 

Yours truly, 
Paut E. McManon. 


Tuer MoNEIL MACHINE & ENGINEERING Co., 
AKRON, OHIO, May 7, 1959. 
Hon, Estes KeFravuver, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Dear Mr. KErauver: It has come to our attention that Senate bill S. 215 has 
been referred to your subcommittee. If we understand the bill correctly, and 
I feel quite certain that we do, it provides that companies would have to give 
notice to the Federal Trade Commission and other Government agencies 30 
days in advance of any proposed price increase. 

To be required to give 30 days’ notice to anyone of an intention to increase 
prices is, of course, a handicap; but this is not the serious part of the bill. The 
serious part in our estimation is that the Federal Trade Commission could, 
after receiving the notice, hold public hearings in which the company would be 
called upon to justify the price increase. It seems to us that this would be a 
complete destruction of the freedoms for which this country stands. 

Worse yet, the Commission would have the power to subpena our books and 
papers and thereby disclose untold confidential information about the operation 
of this or any other company. 

I find it difficult indeed to believe that any Senator could conceive the language 
of this bill. It seems to me that the whole success of industry and the economy 
of this country has revolved around the freedom that each and every industry 
has had to choose for itself business methods, production methods, pricing 
structures, ete. No successful company can long stay in business if it prices 
itself out of the market. Federal control is, therefore, not necessary. 
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We earnestly pray that you and the capable members of your committee will, 
so to speak, “kill” this bill in subcommittee. 

We earnestly ask that you make this letter a part of the official record of 
the subcommittee hearings. 

I have taken the liberty of sending copies of this letter to Senator Everett 
McKinley Dirksen, who I know and admire, to Congressman Clarence J. Brown 
from Ohio, whom I have known for some time, and to Congressman William H. 
Ayres, our Representative from this district, who is a close personal friend. 
Very truly yours, 














J. H. Frren, 
Director of Industrial Relations. 








APRIL 22, 1959. 





Senator KEFAvveR, 
Chairman, Antitrust and Monopolies Subcommittee, 
Senate Judiciary Committee. 

Dear Sir: I wish to state my opposition to the proposed bill S. 215 being re- 
viewed by your committee and hope that it is rejected entirely. This country 
was not made strong by such thinking. The advantages of freedom and enter- 
prise in this country area continued topic and yet there are people who by 
means of laws such as the proposed S. 215 are continually trying to lead us 
down a completely socialistic and communistic path. 

Once again I urge you and your committee to report unfavorably on this bill, 
S. 215. 

Would you please make this letter an official part of the subcommittee hearings. 

Sincerely yours, 















MARSHALL T. MAGEE, Jr. 


By carbon copy of this letter I am requesting Senator Hugh Scott, of Penn- 
sylvania, to present my opposition to this bill S. 215 to both the Senate Judiciary 
Committee and the House Government Operation Committee. 











ELMHorst, ILL. 





Re O’Mahoney bill (S. 215) and Reuss bill (H.R. 6263) 
Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 

Washington, D.C. 


DEAR SENATOR KEFAUVER: I should like to make my views felt, as an individual 
earning a livlihood in business, regarding S. 215 and H.R. 6263 and similar legis- 
lation now under consideration. 

I am opposed to adoption of this or any similar legislation which would re- 
strict our system of supply and demand pricing and our system of American 
enterprise, and concentrate further power in any Central Government agency. 
I am also opposed to the increased cost of a new bureaucracy needed to enforce 
this proposed legislation. 

I further believe that 8. 215 and H.R. 6263 would fail in their purpose and 
actually prevent timely price reductions. 

We all are aware of the legislative paralysis under which our railroads must 
operate in securing rate changes, and I ask you to do your part to keep the rest 
of our American economy from similar controls. 

If the underlying purpose is to prevent inflation, I suggest the Congress act to: 
he: Restore our currency to the gold standard and restore our creditability 

ereby. 

2. Restore efficiency in our Government by adoption of the Hoover 
recommendation. 

3. Refuse to pass legislation like S. 215 and H.R. 6263 which creates more need 
for additional agencies for enforcement and investigation; truly nonproductive 
spending. 

Very truly yours, 
























EK. A. MALLING. 


P.S.—Please make my letter a part of the official record of the subcommittee 
hearings. 
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Datias, TEx., April 22, 1959. 
Hon. Estes KEFAUVER, 
Chairman Of the Antitrust and Monopoly Subcommittee, 
Senate Office Building, 
Washington, D.C. 

DeAR Mr. KEFAUVER: As a citizen of this great country of ours, I strongly 
object to the proposed O’Mahoney Senate bill 215, and the Reuss House bill 
6263 as a means to curb inflation by price controls. Inflation is primarily a 
monetary problem. Price controls cannot reach the sources of inflation, they 
deal only with the symptoms. Experiences of other countries show that direct 
controls, even with drastic penalties, did not prevent price rises. 

Enactment of the proposed legislation could only lead to statism, which I am 
sure no one in this country wants. 

I urge you to throw out this proposed legislation. 

Will you please make this letter a part of the official record of the subcom- 
mittee hearings. 

Very truly yours, 
Louis A. MANTz. 


St. Paut, M1nn., April 20, 1959. 
Re O’Mahoney bill (S. 215). 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Sm: As a citizen of Minnesota and a salesman of merchandise I would like 
to enter my protest in opposition to the contents of the O’Mahoney bill 8. 215. 

This bill appears to me as being directed at big business but in reality will 
injure many, in fact, most of the people in small business as well. 

We protest also because it appears to us as being a step in the direction of 
government control. We have prided ourselves on our free enterprise system 
and these controls seem to us as being a step in the wrong direction. We 
think any system of advance information of price changes is also inconsistent 
with our American way of doing business and leads to peaks and valleys in 
our economy, which to me appear to be unhealthy. 

We ask that you make this letter a part of the official record of the sub- 
committee’s hearing. 

Yours very truly, 
A. M. Marsa. 


BuRLINGAME, Catir¥., April 22, 1959. 
Hon. Estes KEFAUvVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Dear Sir: It is my understanding that the Senate Antitrust and Monopoly 
Subcommittee, which you head, intends to start hearing on April 23, 1959, on the 
O’Mahoney bill (S. 215) introduced in the Senate of the United States on January 
12, 1959, and which proposes that certain business firms must notify the Govern- 
ment of price increases 30 days in advance, and must justify the proposed in- 
creases in public hearings. Also, that your subcommittee will, at the same time, 
consider the provision of the Reuss bill (H.R. 6263) which provides for public 
hearings on price increases. 

Under the premise that inflation can be checked if the pricing policies of 
certain corporations are publicly reviewed before increased prices are permitted 
to become effective, these proposed bills are offered to supplement the antitrust 
laws of the United States. 

As a citizen, a businessman, and a taxpayer, I wish to state my objections to 
bill (S. 215) and to section 2 of bill (H.R. 6263). At the same time, I request 
that this letter be made a part of the official record of your subcommittee 
hearings. 

At the outset, inflation cannot be halted by applying price-surveillance con- 
trols to so-called administered price industries on the assumption that such 
industries are not subject to market forces. This assumption completely ignores 
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the fact that all businesses are subject to supply, demand cost factors, and com- 
petitive pressures from other industries. It is these factors and pressures 
throughout all industry, large or small, that have raised the standard of living 
to unprecedented heights in this country of our. We must upset this proven 
formula by attempting to transfer price decisions from the marketplace to the 
political arena. The United States was founded on the premise of free economy, 
and free economy and free enterprise have brought the United States to its 
present stature. 

The controls proposed by these bills and controls of all types are but steps 
toward a Government-controlled economy. Under the guise of “emergency” such 
controls may tend to become “permanent” controls. And history shows that 
even during wartime “emergency” economic controls broke down despite special 
patriotic appeals. 

It would be useless to burden the consumer, the businessman and, in fact, the 
entire economy with the excessive costs in manpower and resources required to 
comply with the proposed economic controls. The additional burden on the 
taxpayer to cover governmental administration of such controls would be 
tremendous. Price controls can deal only with the symptoms of inflation and 
not with the causes. It is a known fact that direct controls, with drastic 
penalties, did not prevent price rises in other countries. 

In conclusion, economic controls would eventually eliminate the price flexi- 
bility which enables the consumer to direct what is produced and determine 
where growth should take place. Inequities between products and between in- 
dustries would arise and the important function of distributing goods and 
guiding production performed by the present price system would be lost. 

Respectfully yours, 
THERON W. MAYNARD. 


MILLBuRY, Mass., April 20, 1959. 
Hon. Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 

Washington, D.C. 


Dear Mr. SENATOR: I understand that Mr. O’Mahoney’s bill, S. 215, will be 
receiving the attention of your subcommittee in the very near future. 

The supporters of bill S. 215 indicate that only a few large companies in 
concentrated industries would be affected. The wording of this bill permits 
a host of industries to become involved. It would also appear likely that small 
companies could become involved, if they are a part of an industry which would 
be covered by this bill, and large companies in the industry have price changes 
being investigated. 

This bill calls for application of sections 9 and 10 of the Federal Commission 
Act to price-increase hearings. These sections grant subpena power regarding 
confidential information of businesses. Disclosures of such confidential infor- 
mation at public hearings would naturally be most revealing to competitors. 
The revealing of confidential information would definitely play directly into 
the hands of labor union leaders whom these businesses must face across the 
bargaining table. 

This bill, if enacted, would amount to price control, supposedly to prevent 
inflation. We certainly do not want inflation. However, prices may reflect 
inflationary forces, but they are not a primary cause of them. HEnactment of 
this bill will cause businesses to increase costs to comply with its require- 
ments, and will cause governmental agencies to spend additional man-hours 
and dollars. The normal market forces of a free economy will take care of 
prices, because all businesses are subject to supply, demand, cost factors, and 
competition from other industries. We should be spending our energies to 
attempt to control the basic causes of inflation, rather than attempting to control 
the result of inflationary activities. 

I respectfully request you to make this letter, expressing my views, a part 
of the official record of the subcommittee hearings. 

Sincerely yours, 


JAMES H. MERRILL. 
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Los ANGELES, Catir., May 4, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senator, Senate Office Building, 
Washington, D.C. 


Dear SENATOR KEFAUVER: The purpose of this letter is to register my oppo- 
sition to the passage of two measures presently in the hearing stage before the 
Senate Antitrust and Monopoly Subcommittee of which you have the honor of 
serving as chairman. I refer to the O’Manhoney bill (S. 215) and the Reuss bill 
(H.R. 6263). I further request that the views which I express in the body of 
this writing be made a part of the official record of the subcommittee hearings 
on 8. 215 particularly. 

I am directly and personally involved to the extent that every citizen is 
involved in any legislation that purports to stabilize the economy of the country. 
Further involvement in my case exists with the fact that I am employed by the 
United States Steel Corp., one of the business firms which would assuredly 
fall within the category of those to be controlled by the bills in question. 

Recently the Senate Antitrust and Monopoly Subcommittee has had a great 
deal to say about so-called administered price industries with the assumption that 
they are not subject to regular market forces and the laws of supply and 
demand. Among other things these bills would subject the so-called admin- 
istered price industries to price surveillance which is just another name for 
price control. The premise advanced that any company or group of companies 
tend to monopolize the steel business might look plausible to the uninformed, 
but most certainly overlooks all of the competitive forces within the industry 
itself plus such alternative products as aluminum, plastics, wood, ete. You 
are also aware of the rather sizable quantity of imported steel which arrives 
and is sold daily in competition with our own American made product. I cannot 
see the need for this kind of legislative control to regulate an industry or in- 
dustries which are subject to the kind of competitive controls I have already 
mentioned. 

The revelation and making public of confidential information by companies 
as required by the O’Mahoney and Reuss bills would be of considerable aid to 
competitive companies and to labor union leaders, but none to the overall 
economy. Economic controls have never proven effective for any considerable 
period of time, and, in the long run, have proven detrimental. Recent experi- 
ence by the European nations, and France in particular, indicate an “about 
face” away from price controls becomes necessary for survival. 

Once again, I must reiterate my unalterable and inflexible opposition to 
“price control by price surveillance” or to price control in any other form as 
a matter of principle—this includes both the O’Mahoney bill (S. 215) and the 
Reuss bill (H.R. 6263). 

May wisdom and justice guide you in this and all future deliberations. 

Sincerely yours, 
JAcK MERrvIs. 


MIEHLE-Goss-DeExtTER INC., 
April 30, 1959. 
Subject : Federal price fixing, S. 215 (by Senator Joseph J. O’Mahoney, Democrat, 
Wyoming). 
Hon, Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 


My Dear SENATOR KEFAUVER: I have read the text of the subject bill. In my 
opinion, if such a bill is passed, it will constitute one of the sneakiest tricks ever 
perpetrated upon American business regardless of industry or size within their 
respective industries. 

Under the guise of justification for public benefit, such a bill merely gives to 
ruthless labor leaders information about the business operations of industrial 
companies to which they have absolutely no rights and would put labor nego- 
tiators in a position to blackmail companies to greater extent than they are 
practicing today. 

I trust you would not give the passage of this bill serious consideration. 

Will you please make this letter a part of the record of the hearings. 

Sincerely yours, 


J. E. Eppy, Chairman. 
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NortH CHIcaao, Itu., April 20, 1959. 
Senator Estes KEFravvER, 
U.S. Senate, Washington, D.C. 


Dear Sir: It is with alarm that I read of the proposed O’Mahoney bill (S. 215) 
and the Reuss Bill (H.R. 6263) and hereby enter my objections to their passage 
and urge all concerned to prevent their acceptance. 

I also request that this letter be made part of the official record of the sub- 
committee hearings. 

My views, briefly, are as follows: 

1. These bills are steps to Government control of our economy, a control we 
all abhor in other countries, in contrast to our pride in free enterprise. 

2. It is very seldom that a control once installed as an emergency measure is 
lifted. ‘Too often, like some of our tax measures, they become permanent. 

3. Economic controls are costly and in the end it is the consumer and taxpayer 
who pays the bill. 

4. In other countries economic controls did not stop inflation as prices con- 
tinued to rise. 

5. These bills would certainly be a discrimnatory tool in behalf of union nego- 
tiators. 

6. The power of a governmental investigation is well known and due to dis- 
tortion of fact could very likely undermine public confidence in a business firm 
or its product. 

Sincerely, 


JoHN G. Mixs. 


WHEATON, Itu., May 2, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Srr: I am very disturbed at certain price regulating legislation bills now 
being heard by your committee. The bills in question are O’Mahoney (S. 215) 
and Reuss (H.R. 6263). 

I believe every thinking citizen of the United States is concerned with the 
apparent attempt to achieve a socialistic ideal through the guise of remedial 
legislation. The basis of our country is strong and sound industrial economy. 
Our foreign adversaries have been trying for to achieve a small likeness to our 
economy with their complete Government controls. 

It is unbelieving to me that we have Representatives and Senators that favor 
more economic controls. These controls can do a complete job of destroying 
incentive of producing better products at a fair price. 

Remember, the profit system pays for today’s high cost of our American 
Government. To cut back fair profits with price controls may be a direct blow 
to the many so-called money giveaways before every session of Congress. 

Make this letter a part of the official record of the subcommittee hearings voic- 
ing my opposition to Senate bill 215 and House bill 6263. 

Yours truly, 
Freperick W. MILE. 


BELLE VERNON, Pa., April 21, 1959. 
Re O’Mahoney bill (S. 125) and Reuss bill (H.R. 6263). 
Senator Estes KEFravuver, 
Chairman, Antitrust and Monopoly Committee, 
Senate Building, Washington, D.C. 


Dear SENATOR: By no stretch of the imagination can these bills solve the infla- 
tion problem. Therefore as an ordinary citizen I register protest against the 
same and request that this be made a part of the official record of the subcommit- 
tee hearings. 

Better that the Congress should balance the budget and stabilize the American 
dollar. 

Yours truly, 


J. K. MILier. 
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Datxas, Tex., April 28, 1959. 
Hon. Estes KEFAUVER, 


U.S. Senator, Washington, D.C. 


DearR SENATOR KEFAUVER: I understand that your committee starts hear- 
ings on the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) on April 23, 
1959. These bills require certain business firms to give 30 days’ notice to the 
Federal Trade Commission and other Government agencies before a price in- 
crease could be effected. 

This is being discriminatory. It is price control which led to black market 
dealings during wartime. It would abandon peacetime competitive markets. 

This is defying the very principles for which our country was founded, 
democracy. 

I want to request that my letter be made a part of the official record of the 
subcommittee because I am against these bills. 

Very truly yours, 


















L. L. MItrcHELt. 


CLEVELAND, OHI0, April 23, 1959. 
Hon. Estes KEFAUVER, 


U.S Senate, Washington, D.C. 


Dear Sir: As I understand it, the Senate Antitrust and Monopoly Subcom- 
mittee will, in the near future, hold hearings on the O’Mahoney bill. Under 
whatever name this proposed law is called, it seems to me it is just another way 
to control prices. During the last war, I had my fill of ceiling prices, parities, 
price controls, special bureaus and what have you. I am just an average 
American citizen, working for a living, and I and my family are opposed to any 
kind of price control. 

Economic controls smack of socialism and socialism is dangerously close to 
communism and we want no part of either. Should the O’Mahoney bill become 
a law, it will pave the way for more laws regulating prices and this is not the 
American way of doing business. 

Furthermore, I want no more raises in pay because prices go up, my small 
cash reserves dwindles in value, my insurance money will buy less and annuities 
lose their eventual purchasing power. The only kind of raise I want is the kind 
I earn on my own merit and that type of raise is based on productivity which 
is the only real way to add to our economy. 

As a workingman and citizen, I am asking you to consider my views in regard 
to the O’Mahoney bill. Furthermore, I am asking you to make my letter a part 
of the official record of the subcommittee hearings. 

Sincerely yours, 






























Henry V. MONKASKY. 





AMERICAN Fork, UTan, 


May 21, 1959. 
Hon. Senator KrEFravuver, 


Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.O. 


HONORABLE SENATOR: In the best interests of all the people of the United 
State, I feel it my responsibility and duty to express my views on the O’Mahoney 
bill 8. 215 and the Reuss bill H.R. 6263. 

Price controls such as proposed in both of these bills, though classed as 
emergency, are against all the principles upon which our country was founded 
and through which it has grown to be the strongest country in the world. Our 
country has been built upon free enterprise with the price being governed by 
the supply and demand. The bills lead to Government controlled economy and 
would sooner or later encompass the entire country, controlling all prices, all 
wages, and restricting the returns on all investments. This would eventually 
lead to Government ownership. It appears that once started it will never end 
until it reaches the stage of complete domination of all individuals. Other 
countries of the world have been taking the same steps over the years. The 
economy of these countries is a matter of world concern and should be recognized 
as such. 

The people of the United States are at present paying the highest taxes in the 
world and yet enjoying the highest standard of living ever attained. Controls 
85621—59—pt. 11——-51 
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as recommended by the O'Mahoney bill and Reuss bill would increase the taxes 
due to the increased costs necessary to maintain the control machinery itself. 
The more controls installed means increasing the number of Government-paid 
people. If continued, everybody would work for the Government. Inflation 
can only be controlled by productivity of the workmen themselves. People used 
to work and produce. Today, as a rule, two people are required to do the same 
work that one did 10 or 15 years ago. Each year this condition is becoming more 
apparent. Industries have combatted this by labor saving devices in order to 
hold costs down. 

It is the opinion of a great number of people that rising costs are a direct 
result of a monopoly. The monopoly is labor. Labor has formed a monopoly by 
controlling labor for steel, construction, and all phases of the productivity of this 
industrial Nation of ours. Our Government forces must face the issues on all 
fronts rather than choose one for political reasons. Unless Americans rather than 
Republicans and Democrats start making and enforcing laws to maintain Amer- 
ica, it will be only a short time until we are only just another county of the 
world. 

I would like this letter made a part of the official record of the subcommittee 
hearings so that I may feel I am taking some small part in avoiding socialism 
and communism and retaining the freedom of enterprise that we have heretofore 
enjoyed, where anyone through work and investments can improve his standard 
of living. 

Very truly yours, 
GeorGe J. W. Morvock. 


San ANTONIO, Tex., May 5, 1959. 
Re O’Mahoney bill (S. 215), Ruess bill (H.R. 6263) 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

DEAR SENATOR KEFAUVER: Insofar as I am able to determine, the captioned 
legislative proposals have no direct effect upon me, as a small businessman. A 
few years ago, I would not have spared the time from my own immediate in- 
terests to give consideration to proposals that appear to affect me as remotely as 
these do. 

However, as each succeding Congress enacts legislation, or condones interpre- 
tations of existing legislation, that tends to undermine the principles on which 
our Government was founded and to impair the free enterprise system that has 
accounted for our economic strength, 4 have come to feel a keen interest in all 
matters that affect these principles and this system, whether they are directed 
toward my own small area of operations or elsewhere. 

It is my considered judgment that the proposed legislation is a pirate in dis- 
guise. At a distance, it carries the flag of the United States aloft under the 
guise of protection from monopoly, which is, of course, a laudable objective; 
but at close range and in its ultimate application, the Jolly Roger will assuredly 
appear, for it is subtly designed to impair and eventually destroy the competitive 
system and to supplant it with Government price fixing. 

I am just as much affected by the threat of a monopoly price as you or any 
other citizen; but I am not nearly as concerned with this threat (which is the 
ostensible justification for the proposed laws) as I am by the specter of Govern- 
ment monopoly. History shows no examples of large corporations destroying 
a nation such as ours; but it is replete with examples of national failures that 
have followed in the wake of Government monopoly. 

I hope that wisdom and statesmanship will transcend the exigencies of politics 
and that your committee will see this, and all comparable legislation, in its true 
perspective. I believe your paramount concern should always be directed to the 
preservation of our Constitution and our free enterprise system, first; and that 
any legislation, however salutary it may seem, which is alien thereto, should be 
naturalized, i.e., brought into a state of allegiance to our Constitution and free 
economy before it is enacted. 

I trust that you will incorporate this letter in the official record of the sub- 
committee hearings as an expression of one citizen’s opinion on the subject 
matter before you. 

Respectfully submitted. 

WILL Crews Morris. 
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BuFFato, N.Y. 
Senator Estes KEFAUVER, a : 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


Dear Str: I would like to protest the passage of S. 215 for the following 
reasons: 

Artificial pricing controls are steps in the direction of a Government-controlled 
economy. 

Such controls would be largely ineffectual in fiighting inflation. Direct con- 
trols cannot prevent price rises. 

If such controls are instituted, it would impose a flood of regulations, many 
conflicting and confusing. This would involve tremendous costs in manpower 
and money. These costs would hurt the taxpayer, the consumer, the businessman, 
and the entire economy. 

Public hearings would call for the disclosure of information normally considered 
highly confidential from a competitive standpoint. 

Please include this letter as a part of the official record of the subcommittee 
hearings. 

Yours truly, 
PAut A. MOYER. 


NASHVILLE, TENN., April 21, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, Washington, D.C.: 


Strongly object to provisions of S. 215 seeking to impose peacetime price con- 
trols through use of public hearings. Free competition will produce the best 
control possible and public examination of cost and pricing methods serves to 
provide information to labor leaders that they cannot now obtain at bargaining 
table. 

Inflation can and must be controlled but price controls do not furnish the 
means of getting at the source of the problem. Request this message be in- 
cluded in record of meeting. 

Harry B. Dyer, 
President, Nashville Bridge Co. 


NATIONAL AGRICULTURAL CHEMICALS ASSOCIATION 
Washington, D.C., May 5, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judicary Committee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: The board of directors of the National Agricultural 
Chemicals Association asks that this expression of its views with respect to 
S. 215, the so-called price notification bill introduced by Senator O’Mahoney, 
be included in the record of the hearings now being conducted by the Antitrust 
and Monopoly Subcommittee on this bill. The association opposes the enact- 
ment of this or any similar legislation which would require prior notification 
of price increases. Such legislation would destroy the very values S. 214 ex- 
pressly seeks to protect, by eliminating genuine freedom of price competition 
in order to prevent the mere possibility of monopolistic pricing. 

Any such emilination of pricing freedom would seriously handicap the growth 
of the presticide industry, in which our association represents more than 120 
companies engaged in the manufacture of agricultural insecticides, herbicides, 
rodenticides and fungicides. The members of the association account for ap- 
proximately 85 percent of the production of basic pesticide chemicals and 
approximately 75 percent of the production of formulated agricultural chemicals. 

The pesticide industry affords an outstanding illustration of the enormous 
advances made by science and industry in recent years in the application of 
new discoveries for the benefit of mankind. As recently as 1938 the basie 
pesticide chemicals were salts of metals, oils and botanicals. During the inter- 
vening years the continuous struggle against such pests as insects, rodents 
and weeds has been virtually revolutionized by the development of completely 
new categories of chemicals, primarily the synthetic organic chlorinated hydro- 
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carbons and the synthetic organic phosphates. These have made available to 
health authorities and to the public generally a wide variety of products which 
make possible the control and systematic destruction of pests of all kinds on a 
scale and with an ease never before possible. 

These revolutionary developments have been accompanied by a rapid growth 
of the industry, as new companies have entered the field and existing companies 
have expanded their facilities. Industry sales have increased from approxi- 
mately $30 million in 1934 to over a quarter of a billion dollars in 1958. Still, 
it is estimated that pests cost the American economy approximately $9 billion 
a year. To meet this challenge the industry spent more than $20 million in 
1957 in various research and development programs, both in privately owned 
laboratories and experimental farms and through grants-in-aid to State agri- 
cultural experiment stations. 

Keen rivalry and vigorous competition have made this growth and progress 
possible. Price freedom is neecssary not only to meet the needs of continuous 
development but also to permit competition between existing and new products. 
An example of the continuous challenge which confronts industry members is 
found in the 1957 decrease in the use of such insecticides as those in the 
chlordane group because of the increased use of phosphorous insecticides and 
calcium arsenate for boll weevil control. 

Any effort to apply the provisions of S. 214 to agricultural insecticides would 
be a costly experiment which would seriously harm the industry and the public. 
Advance notification would be required, under the bill, before prices could be 
increased by any one of the eight or less coorporations which jointly make 
50 percent or more of total domestic sales in any line of commerce. What 
products constitute a line of commerce would be left for determination by the 
Federal Trade Commission. The criteria to be applied by that agency are not 
given. Assuming that the standards employed under section 7 of the Clayton 
Act would be applicable, exhaustive and continuous market analysis would be 
required. This in itself would impose a considerable burden on pesticide manu- 
facturers, and great expense upon both them and the public. 

Equally as serious as the financial costs and burdens which S. 215 would 
necessarily involve are the uncertainties and confusions it would bring. In 
an industry undergoing such rapid development there is a continuous shift and 
change in the use of individual products. ‘The problems which S. 215 would 
create are endless. Would not price rigidity—for discouragement of increases 
necessarily discourages decreases—unfairly handicap producers of insecticides 
in the chlordane group challenged by the competitive inroads of phosphorous 
insecticides and calcium arsenate? How would selective price controls affect 
the seesaw competitive struggle between producers of calcium arsenate and 
producers of organic phosphates? Would not such controls discourage the 
promising development of other phosphates, many of which are now in the pilot 
plant stage? We do not see how these problems, to mention only a few 
examples, can be resolved other than by free market competition. 

In our opinion there is a complete absence of any basis or justification for 
price controls of any kind. We are unaware of any threat of monopoly con- 
trol over the production or distribution of pesticides. We believe that the 
antitrust laws, properly enforced, are fully adequate to protect the public 
from monopoly or the threat of monopoly in any industry. The Congress 
would weaken, not strengthen, our philosophy of competitive enterprise by 
accepting the wholly unproved thesis of 8. 215 that prices are under monopoly 
control in literally hundreds of our industries. This would be an unprece- 
dented example of burning down the barn—merely on suspicion that it con- 
tains some rats. No rodenticide manufacturer or pest exterminator would 
long remain in business if he went about his work with such reckless lack of 
discrimination. 

These objections to 8S. 215 cannot be answered by saying that it would 
impose only qualified price restraints, described as “brakes.” These “brakes” 
would restrain competitive pricing. This is Governmental regulation of prices. 
The history of Government controls demonstrates that price regulation in any 
competitive industry soon affects related areas of the economy and leads to 
further regulation. Such regulation is completely incompatible with free enter- 
prise. Indeed, because of the premise upon which it is based, the pattern of 
regulation imposed by 8S. 215 is even more dangerous to our competitive 
philosophy than complete governmental controls imposed to meet temporary 
emergencies. 

Very truly yours, 
L. S. Hircuner, Executive Secretary. 
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NATIONAL LUMBER MANUFACTURERS ASSOCIATION, 
Washington, D.C., April 29, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly Legislation, Senate Com- 
mittee on the Judiciary, Washington, D.C. 


Dear SENATOR KeFrauver: The National Lumber Manufacturers Association, 
a federation of regional, species, and products associations representing the 
lumber and wood products industries located in all parts of the United States, 
wishes to take this opportunity to express its views with respect to S. 215, 
a proposal which would impose a system of controlled pricing on certain 
corporations. 

It is our firm belief that the only efficient appraiser of values is a market 
free from arbitrary controls, and that if controls are imposed on any portion 
of our economy, the ability of the market to regulate production and distri- 
bution commensurate with economic needs will be seriously impaired or even 
destroyed. 

While 8. 215, as it is presently drafted, may not apply directly to the 
lumber manufacturing industry, as such, it is directly applicable to many of 
the wood products industries and, will, therefore, apply directly to many 
integrated producers. But far more important, the entire lumber manufacturing 
industry will be affected by this proposal, as will every other industry. 

For example, S. 215 seems to be directed at the primary industries which 
include such industries as steel and aluminum. It may be surprising to some— 
not to the lumber producer, however—but the steel and aluminum industries 
are direct competitors of our industry—as great a competitor to an individual 
lumber manufacturer as is the lumber manufacturer in an adjoining county. 
Competition is keen betweeen these industries, and recently developed products, 
new processes, and new methods sharpen such competition. This is most 
desirable. And, as the race for building markets goes on, the consumer is 
repeatedly furnished with better and more desirable products at more and more 
attractive prices. 

Perhaps the most vital factor in maintaining this competition is the ability 
of a manufacturer to maintain a flexibility in his price structure, so that he may 
fairly compete in the marketplace. Prices for building materials tend to flue- 
tuate considerably, based, of course, on the supply of each material available, and 
the extent of the demand for it, which in turn is based on favorable building 
conditions and other factors. 

Any type of price control, whether accomplished by surveillance as in the 
present proposal, or by some other means, will destroy this flexibility which is 
of prime importance. For example, if a producer of building materials knows 
that to adjust his prices upward he must bare his records to his competitors, his 
customers, the union of his employees, and the country at large, and that he 
must refrain from making an upward adjustment for a stipulated period, regard- 
less of how grave an emergency, it would be difficult to conceive that a forward- 
thinking businessman would be willing to take the risks inherent in adjusting 
his prices downward, when such adjustment is demanded by the market. 

Thus, the proposal, while it may have been designed to erase the possibility 
of arbitrary pricing, would result in encouraging, even demanding, arbitrary 
pricing without regard to market conditions. 

If the steel industry and segments of the building materials industries are 
placed in the straightjacket provided by this bill and are encouraged to stagnate, 
the effects of such stagnation will reach the lumber manufacturing industry 
immediately. Although every industry necessarily must have the best of inten- 
tions with respect to furnishing better products for less money, and although 
research would likely be continued in the quest for new methods, new products, 
and the like in any event, the spark that sets the machinery of our private- 
enterprise system in motion is competition. Without competition, these good 
intentions will only pave the proverbial road, down which our economic system 
willbe forced. 

The lumber manufacturing industry invites fair competition from other indus- 
tries and strongly opposes any legislative measure that would weaken a fair 
competitor. We believe that the marketplace is the appropriate battleground, 
and that the consumer of the product in the marketplace should be the ultimate 
judge as to whether a product is good and whether a price is fair and just. 

The imposition of peacetime controls on our economy would set a precedent, 
and create a hazard from which our country might, if history repeats itself, 
hever recover. 
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We appreciate the subcommittee’s concern over inflation, and we, too, view 
the danger of further inflation as one of the gravest dangers we as a country 
face. However, we believe that the problem will not and cannot be solved by 
striking futilely at symptoms, as does this proposal. 

We appreciate this opportunity to express our opposition to 8. 215, and we 
urge that you refrain from sending this measure to the full committee. 

If appropriate, we request that this letter be made a part of the record of 
the current hearings. 

Yours very truly, 
Mortimer B. DOYLE. 


NATIONAL PLANT Foop INSTITUTE, 
Washington, D.C., May 13, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Committee on the Judiciary, 
Washington, D.C. 


Dear SENATOR KEFAUVER: The board of directors of the National Plant Food 
Institute has instructed me to inform you that the institute is opposed to the 
enactment of 8S. 215, and to ask that our views, as set forth in this letter, be 
made part of the record of the subcommittee hearings on this bill. 

The National Plant Food Institute is a trade association of approximately 
250 companies which promotes the interests of the entire fertilizer industry. The 
institute performs numerous technical, advisory, and informational services. 
Through such services it assists in the development and more effective use of 
improved plant nutrients. 

S. 215 would require that selected companies give advance notice of proposed 
price increases and would subject such companies to possible hearings before the 
Federal Trade Commission and to the compulsory production of documents and 
testimony concerning “the reasons for and the justifiability of such increase(s).” 
We do not know whether or not the proposed controls would be directly applicable 
to any of our members. The data published by the subcommittee in its report on 
“Concentration in American Industry” (85th Cong., 1st sess.), show that on the 
basis of product classification the fertilizer industry does not exhibit the degree 
of concentration specified in S. 215, that is, that 50 percent or more of the an- 
nual sales be made by eight or less corporations (table 62, p. 547). The appli- 
eability of the proposed legislation to individual products, however, would de- 
pend upon determinatons to be made by the Federal Trade Commission as to 
what products or combinations of prodycts constitute a “line of commerce.” 

Determination of possible “lines of commerce” within the fertilizer industry 
would require comprehensive investigations which would subject the fertilizer 
companies and the public without any justification whatever to expenses com- 
parable to those involved in antitrust cases in which such a determination is 
required. 

The enormous burden any such investigation would impose, and the complete 
absence of any justification for doing this, can be readily seen by examining the 
structure of the industry, its highy competitive character, and its price record. 

Commercial fertilizers are sold in grades, approximately 1,500 in number, 
containing varying proportions of the various plant foods, primarily nitrogen, 
phosphorus and potash. The composition of individual grades is governed by 
the recommendations of various State agencies, since fertilizers are subject to 
statutory control in most States. The primary sources of nitrogen in fertilizer 
are (1) synthetic nitrogen imported into or produced in the United States, and 
(2) imported Chilean nitrate. There are approximately 60 domestic plants, 
scattered throughout the United States, which produce nitrogen in the form of 
anhydrous ammonia. Phosphate rock, mined primarily in Florida, Tennessee, 
and the Idaho-Montana area, is the basic source of phosphorus for plant food. 
Fertilizer manufacturers either buy phosphate rock directly from the mines and 
process it into superphosphate, or purchase superphosphate from processors. 
Potash, the third major fertilizer ingredient, is produced primarily in New 
Mexico, and in smaller quantities in California, Utah, Michigan, and Maryland. 
In addition, large amounts of foreign potash are imported through the Atlantic 
seaports. These and less important raw materials are processed in approxi- 
mately 1,200 mixing plants scattered throughout the United States, for distribu- 
tion primarily to farmers as well as to public agencies and other users. 
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One of the avowed purposes of S. 215 is to check inflation. However, the 
vigorous competition in the fertilizer industry and the level of prices in the 
industry over the years demonstrate the complete absence of any basis for the 
artificial price controls which S. 215 threatens to impose. The proximity of the 
manufacturer to the source of raw materials, the inbound freight, and the dis- 
tance between manufacturer and the market directly affect the price at which he 
can deliver his product ready for use. The resourcefulness of the individual man- 
ufacturer in adjusting these elements of cost under conditions of continuous 
development and diversification of products confronts all manufacturers with 
severe competition in each area of the country. 

The members of the fertilizer industry are proud of their competitive record 
in a free market economy. The price of fertilizer has advanced less in the last 
50 years than the prices of any other commodity the farmer buys. Fertilizer 
prices reported by the U.S. Department of Agriculture are now only 150 percent 
of the 1909-14 base period while <“e price of all other commodities purchased 
by the farmer is 290 percent of the oase period. This remarkable performance 
has been accomplished despite very substantial increases in transportation 
rates. Since 1935 alone the price index figure for total transportation, as reported 
by the Bureau of Labor Statistics, has gone from 69.6 to 140.5. 

Further, the behavior of unregulated fertilizer prices in contrast to regulated 
prices shows that controls are less effective than competition in the struggle 
against inflation. The fertilizer price index has increased by only 50 percent 
since 1935, whereas the transportation price index has increased by 100 percent 
in the same period. Likewise, against this 50 percent increase in fertilizer 
prices over almost a quarter of a century, the Department of Agriculture reports 
that the farmer’s average cost per month for telephone service, for example, 
has risen almost a full 100 percent. 

Independently of the convincing evidence that price controls are not war- 
ranted by conditions in the fertilizer industry, and that Government regulation 
does not prevent inflation, we believe it would be dangerous and unwise to subject 
any part of our economy to the artificial restraints which S. 215 would impose 
upon price competition. Such restrictions would inevitably discourage price 
reductions as well as price increases. Such artificial price rigidity in any major 
industry would produce dangerous imbalances throughout our economy. We 
believe that the country as a whole would suffer, rather than benefit, from such 
suppression of price competition. 

Our opposition to 8S. 215 rests fundamentally on our faith in competitive enter- 
prise. We do not believe that monopoly or the threat of monopoly has become 
so prevalent that we must subject individual business price decisions, on a 
wholesale basis, to Government regulation. If we are to rely on competitive 
enterprise the evil of monopoly must be dealt with by individual antitrust pro- 
ceedings directed to specific and provable restraints. The proposed legislation 
would not supplement the antitrust laws, as the bill proposes, but would subvert 
them by a congressional finding that they are inadequate to protect the public 
from monopoly power. We know of no justification for thus abandoning our 
antitrust philosophy for alien concepts of governmental regulation. 

We urge that the subcommittee not recommend the enactment of S. 215. 

Yours truly, 
PauL T. Truitt, Executive Vice President. 


THE NATIONAL ScREw & MANUFACTURING Co., 
Cleveland, Ohio, April 22, 1959. 
Senator Estes KEFAUVER, 
Chairman, Senate Antitrust and Monopoly Subcommittee, Senate Judiciary Com- 
mittee, Washington, D.C. 

Deak SENATOR KEFAUVER: We wish to register strenuous opposition to S. 215 
(Senator O’Mahoney) and request that the following comments be included in 
the record of the hearing on this proposal. 

If this bill were to become law it would do lethal damage to our free enter- 
prise economic system, result in price chaos, business failures of smaller com- 
petitors, disclosure of confidential business information to its enemies for ul- 
terior purposes, limitation or elimination of profit which makes new jobs and 
progress, and finally result in the severest monopoly conditions. The end result 
would necessarily be complete Government control and bureaucratic domination 
of our entire economy. 
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To contemplate that this bill would affect the 636 individual product groups 
listed in your report of 1957 is bad enough, but it is obvious that the operation of 
this bill would be extended to all lines of commerce in all manufacturing indus- 
tries covering tens of thousands of products and product groups. 

This bill is conceived either in abysmal ignorance of American industry or from 
a motivation to socialize our entire economy. Senator O’Mahoney stated on 
January 12 that this bill is designed to “prevent political collectivism” ; its 
result, in my opinion, would be just the opposite because it would strike a death- 
blow to effective competition which now regulates prices and keeps them in line. 
At the very least, this is the ludicrous paradox of this bill. 

To illustrate just this one point, assume that one of our competitors can mar- 
ket a line of commerce at prices greatly below our cost because of their ingenuity 
and reinvestment of profits in highly efficient machinery—their costs do not 
justify their prices. Therefore, the Federal Trade Commission would not ap- 
prove any increase in that price. On the other hand, our costs do justify such a 
price increase which, of course, would be denied under these circumstances, 
Obviously, our only alternative would be to discontinue manufacture of that line 
of commerce as unprofitable. Other competitors in our position would certainly 
have to do likewise, with the result a monopoly has been created and seven or 
more companies have been driven out of business in this line of commerce. 

This is not a hypothetical set of circumstances in this industry. Competition 
has been preserved and collectivism has been prevented due to the free operation 
of the pricing system in this industry. The proposals of S. 215 are much more 
insidious, dangerous, and destructive than the two sessions of price control that 
we have already survived. A Congress avoided destruction of our economic 
system by removing price controls in 1946, despite the dire predictions of disas- 
ter from the radical collectivists. We believe in free competition as the vital 
control power of our economy. We are opposed to monopoly and to any kind of 
collectivism. That is why we are opposed to S. 215. 

We respectfully urge your searching inquiry into the many foreseeable adverse 
results of such legislation. 

Sincerely yours, 


R. H. LeuKart, Secretary. 


NATIONAL STEEL Propucts Co., 


Tew., May 1, 1959. 
Re O’Mahoney bill, S. 215. Pade cee eee 


Hon. Estes KeEravuver, 


Chairman, Antitrust and Monopoly Subcommittee, 
Washington, D.C. 


DeEAR SENATOR: The purpose of this letter is to register my disapproval of the 
O’Mahoney bill which I understand is presently being considered by the Senate 
Antitrust and Monopoly Subcommittee, of which you are chairman. 

The enactment of this bill into law would, in my opinion, not only work a 
tremendous hardship on American industry, but would most adversely affect 
our whole American economy. 


Please make this letter a part of the official record of the subcommittee 
hearing. 


Yours very truly, 


CiypeE M. WILLIAMS, 
General Manager. 


Nice BAtit BEARING Co., 
Philadelphia, Pa., April 24, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Dear Sir: The purpose of this letter is to register a strong protest in opposition 
to the O'Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) which propose 
to establish a system of price control by price surveillance. 

It is my opinion as president of this company, and the opinion of my asso- 
ciates who manage this business, that if these bills or similar legislation is 
enacted, it will be legislation seriously detrimental to the future economy of 
this country and in direct contradiction to the principles of free enterprise which 
have always been the very foundation of our economic prosperity. 
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We therefore respectfully urge you to take such appropriate action as will 
result in the defeat of these price-surveillance proposals, and further request 
that you make this letter a part of the official record of the Antitrust and Mo- 
nopoly Subcommittee hearings. 

Very truly yours, 
GEORGE CARLETON, Jr., 
President. 


Rocky River, Oun10, April 23, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 


Dear Sir: At a recent neighborhood party, considerable time was spent dis- 
cussing the hearings that are to be held this week by your Senate Antitrust 
and Monopoly Subcommittee pertaining to the O’Mahoney bill. 

Under any name, such proposed laws would seem to me to be just another 
means or way of instituting price controls. It is my opinion that the produc- 
tion, distributing, and pricing of material and goods produced in this country 
should be a part of our free enterprise system, which system has been respon- 
sible for the continued growth and high standard of living within the boundaries 
of our United States. 

During the boom era of the last war period, even though all Americans had 
some patriotic feelings in their hearts, price controls, ceilings, parities, and 
even special legislation pertaining to these lacked much to be desired. 

Seemingly, with a socialist form of government, partial success has been 
obtained enforcing such economic regulations. However, with socialism border- 
ing dangerously close to communism, surely, there is no necessity or room for 
such controls in America today. 

To maintain a stable economy, it would be far better to restrict wage in- 
creases, which at present, are spiraling to heights that will eventually, through 
imports, endanger our present desirable standard of living. 

During recent years, I have become quite concerned with the level of earn- 
ings of skilled craftsmen in comparison with those received by educators, 
teachers, and even ministers of our gospel. There would be no necessity for 
restrictions on the ambitious who acquire an education and improve their 
financial standings through merit increases from their ability to do better in 
comparison with those around them. 

Born a citizen, but forced to be a workingman, for which I am thankful, I 
would desire to have you make this letter a part of your records of these 
subcommittee hearings. 

Very truly yours, 
D. O. Norris. 


LAKEWOOD, Oun10, May 1, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


Sir: I would like you to make this letter a part of the official record of the 
subcommittee hearings on the O’Mahoney and Reuss bills. 

I am convinced that this legislation, if passed, would be just another inter- 
ference by Government in the free enterprise system which has made this 
Nation the greatest of all. I am opposed to all of its provisions. In my 
opinion, it would be grossly unfair to require business concerns to disclose their 
confidential records so that competitors, unions, and anyone interested would 
have full access to the information, and it would certainly be a step backward 
for our free economy. 

I cannot see how this bill would, as claimed, affect only large concerns 
because certainly small companies could not increase prices, no matter how 
necessary, while the large ones in an industry were not able to do so. 

It also seems to me to have been pretty well proven that prices are a symptom 
of inflation and not the basic causé for it. Unquestionably it is right and 
proper that our Government should attempt to control the forces which are 
responsible for unwarranted inflation but this should be done by striking at 
the primary causes and not the results, 

Yours very truly, 
T. C. Norris. 
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Lone BEACH, CALIr., April 30, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senator, Washington, D.C. 


DeAR SENATOR KEFAUVER: I am informed your committee has started hearings 
on the so-called O’Mahoney bill S. 215, House bill H.R. 6263 which would 
require certain business firms to take prescribed action about price increases, 
for example, having a 30-day waiting period. 

Price controls failed to work in wartime and unless we are about to enter 
some form of dictatorship it will not work in peacetime. To abandon our 
democratic form of government through the enactment of bills of this nature 
means economic suicide. 

If we let the law of supply and demand alone it will function. A step of 
this kind if applied to certain business firms must in the end be applied to all 
corporations and inevitably to all people. 

I am against these bills and therefore request that my letter be made part 
of the office record of the subcommittee hearings. 

Very truly yours, 
JAMES P. O’NEILL. 


SHAKER HEIGHTS, CLEVELAND, OHIO, April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


DEAR SENATOR KEFAUVER: I have just read with interest the O’Mahoney bill 
(S. 215) and the Reuss bill (H.R. 6263) which are proposed to be passed as 
Federal legislation. 

I am personally very much opposed to the passage of any legislation of this 
nature. The success of any business enterprise in the United States, for many 
years, has been predicated on the laws of supply and demand. Any business 
concern who would attempt to price itself out of the market would be inviting 
financial failure for themselves, and to have Government control such price 
increases would completely defeat the purpose of our basic philosophy. 

Economie controls are a potential danger to our economy and even though 
proposed as an emergency control, may tend to become permanent. Further- 
more, the passage of such bills would require a tremendous expense in attending 
and discussing various hearings as proposed by these bills. These additional 
costs hurt the taxpayer, the consumer, the businessman and the entire economy. 

In submitting my objections to the above proposed bills, I request that you 
make this letter a part of the official fecord of the subcommittee hearings, so 
that all members of your committee may be familiar with my objections. 

Very truly yours, 
C. E. Orr. 


Datuas, TEx., April 23, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 

Sir: I am writing this in connection with the proposed O’Mahoney Dill 
(S. 215) and the Reuss bill (H.R. 6263). In my opinion, price control by price 
surveillance is not the answer to inflation. We know price controls were not 
successful during wartime, so how can anyone expect them to be successful during 
peacetime. 

Control of prices will inevitably fail unless wages, production, etc., are also 
curtailed, and this situation can only lead to devastation; therefore, I urge you 
and the Congressman to whom copies of this letter are sent to oppose these bills. 

Please make this letter a part of the official record of the subcommittee opposing 
both of these bills. 

Very truly yours, 
T,. CO, Ora: 


OweEN STEEL Co., INc., 
Columbia, 8.C., April 24, 1959. 
Re O'Mahoney bill (S. 215). 
Senator Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 
Dear SENATOR KEFAUVER: I would like to register vigorous opposition to this 
bill which is under consideration by the Senate at the present time. 
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We oppose this bill because there is a definite probability that this will apply 
to small, as well as large, corporations and, in particular, to our business. I be- 
lieve that in our business a few large corporations control 50 percent or more of 
the fabricating capacity of the country. Any regulation of the large companies 
would tend to be extended to the small companies. This would go back to the 
old NRA days which were highly unworkable. 

I think that less regulation by governmental authorities, including State and 
local authorities, would lead to lower taxes and more efficient business operation. 

I do not think there is any concrete evidence that this regulation would tend 
to stop inflation. 

I respectfully request that this letter be made part of the official record of this 
committee. I would like to have my opposition to this bill on record. 

Thank you very much for your courtesy in this connection. 

Respectfully yours, 
F. D. Owen, President. 


OxrorD Paper Co., 
New York, N.Y., May 4, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Committe on Judiciary, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: I respectfully request that this statement be included 
in the record and in opposition to S. 215. 

The bill is labeled an anti-inflation measure which seems to be based on the 
theory that price increases cause inflation, which is directly opposed to the 
normally recognized view of economists that price increases are an effect not 
a cause of inflationary pressures. 

Quality changes would be discouraged since every management decision to 
alter or improve its product would be subject to protest and cross-examination 
by opposing witnesses and their attorneys. 

For small companies the cost of compliance would be staggering. Legal 
counsel would be required. Technical experts from every department of the 
business and key personnel would be diverted from their operating duties. 
Travel expenses would be involved. Operations would be disrupted. Companies 
operating on a small profit or at the breakeven point or even in the red are 
placed in serious jeopardy by this bill. 

In a free competitive economy the law of supply and demand must govern. 
If a price is not realistic insofar as customers are concerned, there will be a 
drop in demand; and if a manufacturer wishes to sell his product, there will have 
to be an adjustment. On the other hand, if a manufacturer fails to price 
realistically, taking into account the requirements of the market place, he is 
likely to sell his product or products at a price or prices without due regard to 
his responsibilities to make a profit. This is a serious responsiblity, considering 
the primary interest not only of his stockholders’ and employees’ needs but also 
of the Federal and State governments which rely on his profit-making ability to 
provide the wherewithal by taxes to enable these governments to operate. 

Obviously, when a company makes a price increase, it is doing so in order 
to insure a fair return on investment and bring about profitable operations, 
which it must do to survive. 

Finally, the enactment of this bill or a related bill would substantially increase 
the costs of doing business. It would foster more bureaucracy in Government 
and slow up the functions normally found in the free competitive enterprise 
system. 

We urge defeat of this legislation. 

Very truly yours, 
WILLIAM H. CHISHOLM. 


Paris-Bourson CoUNTy CHAMBER OF COMMERCE, INC., 
Paris, Ky., May 5, 195. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


My Dear SENATOR KEFAUVER: We are unalterably opposed to Senate bill 215. 
Whereas we recognize the dangers of runaway inflation and welcome all rea- 
sonably adapted measures for inflationary control, we feel, in this case, the 
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eure would be worse than the affliction. To approve price control, in any such 
guise, in peacetime would, in our judgment, set a most dangerous precedent 
and tend to undermine the basis of our free economy. 

Moreover it appears doubtful the bill would accomplish its supposedly desired 
results without simultaneous controls on wages and salaries. 

We ask that you place this letter in the record of the hearings on this bill 
before your subcommittee. 
Very truly yours, 


JAMES S. WILSON, Jr., President. 


ARCADIA, CALIF., April 28, 1959. 
Hon. Estes KEFAUVER, 
US. Senator, Washington, D.C. 


Sir: It has come to my attention that your committee started hearings on 
April 23, 1959, on the O’Mahoney bill, S. 215, and also House bill 6263. It is 
my understanding this legislation, if adopted, would require certain business 
firms to file a 30-day notice of any price increase, said filing to be made with 
the FTC, Attorney General, Speaker of the House of Representatives and 
President of the Senate. Such notice of a price increase would be subject to 
public hearings before FTC and the Attorney General to ascertain the justifi- 
ability of a price increase. 

I am opposed to these bills as they are contrary to the time-tried law of 
supply and demand and will inevitably violate the rights of free citizens to go 
freely about their business affairs. These bills would constitute price control; 
we have already learned the fallacy of price control and we surely agree it 
would be a step toward abandonment of the principles of democratic government. 

Being against these bills, I wish to be so counted and request this letter be 
made a part of the official record of the committee hearings. 

Yours very truly, 


WARNER F’,. PARKER. 


PEARSON-FERGUSON CHEMICAL Co., INC., 
Kansas City, Mo., April 29, 1959. 

Senator KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 

Senate Judiciary Committee, 

Washington, D.C. 


Dear Senator: We want to lodge a protest against S. 215. While we are a 
small company employing around 30 people and the provisions as presently 
formulated would not affect us, who knows when they might be changed so 
they would. 

Our protest would also cover H.R. 6263. 

The bill is vague as to who would be affected—what interpretation might 
be attached to a phrase “lines of commerce’? This conceivably might reach 
many more industries than now thought of. Any control of prices affecting the 
larger companies is bound to affect the smaller firms. While the larger com- 
panies might be able to absorb an increase, it might ruin a smaller competitor 
who would be forced to meet the competition. 

This bill would grant subpena powers regarding books, papers, and other 
documents of corporations. This information would be very revealing to com- 
petitors, also to labor union leaders. This would just suit Walter Reuther and 
would he use it in a ruthless way. 

Such legislation would discourage price reductions. A firm would be reluc- 
tant to grant a price reduction if it was necessary to hold a hearing and go 
through a lot of redtape to get an increase later on if such became desirable. 

Such legislation would make our pricing system less flexible. 

Economic controls would be dangerous to our economy and certainly have 
no place in a peacetime operation. 

Emergency controls have a dangerous habit of becoming permanent controls. 

Let’s keep our American business structure as free of hampering controls as 
possible; there are plenty now. In fact, it just about takes one person’s time 
now to look after various Government requirements, many of which had better 
be discontinued as they serve no useful purpose unless it is to give people 
Government jobs. 
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We would appreciate you informing your committee of our views on these 
bills and if possible make our letter a part of the official record of the sub- 
committee hearings. 

Yours respectfully, 
C. A. Patrerson, President. 


WAUKEGAN, ILL., April 22, 1959. 

Honorable Senator KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

Dear Sir: I strongly oppose the passage of the O’Mahoney bill, 8. 215; also 
the Reuss bill, H. R. 6263. 

Peacetime price control of private enterprise by Government is nationaliza- 
tion. ‘There is no place for this in these United States. 

It is my wish that you make this letter a part of the official record of the 
subcommittee hearings. 

Sincerely, 










OAKLEY PETERSON. 


PITTSBURGH-DES MOINES STEEL Co., 
Pittsburgh, Pa., April 24, 1959. 
Senator Estes KEFAUVER, 
Member, Antitrust Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


DEAR SENATOR: I wish to express my opposition to §. 215, a bill to supplement 
the antitrust laws of the United States requiring corporations to file advance 
notice before effectuating price increases. If this bill were enacted, it would 
be a major step toward complete Government control of corporations, with the 
result that the free enterprise system which made this country great would no 
longer exist. This bill would in no way aid in making competition more effec- 
tive. 

I request that this letter be made a part of the records of the subcommittee 
investigating S. 215. 

Very truly yours, 


















W. R. Jackson, President. 


Worcester, Mass., May 4, 1959. 
Senator Estes KEFAUVER 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Sir: I would like to go on record as opposed to O’Mahoney bill (S. 215). I 
feel strongly that any price control in peacetime is detrimental to our whole 
economic system and would undermine our free enterprise system that has made 
a leading world power. 

Although the bill is supposedly aimed at only a few large companies, it is 
inevitable that smaller firms would also be adversely affected. 


I would like this letter made a part of the official record of the subcommittee 
hearings. 


Yours very truly, 



















Epwin H. Pace, Jr. 


RutTLanp, Vr., May 11, 1959. 
Hon. Senator Estes KEFAUVER, 


Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

Dear Sir: It has come to my attention that a subcommittee under your diree- 
tion has started hearings on the O’Mahoney bill (S. 215) which would require 
business firms of a broad range of industry to notify the FTC before a price 
increase can be put into effect. 

Under the circumstances, I would like this letter to be made a part of the 
official record of the subcommittee hearings. 
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As a voting taxpayer and as a business executive, I am violently opposed to 
such regulation of business. 

It is my opinion and experience that prices reflect inflationary forces but are 
definitely not the cause of them. 

This bill would affect equally large and small businesses, and would put an 
extremely undue hardship on the smaller businesses involved in the industries 
covered. 

Our overheads are already taxed to the breaking point in keeping records for 
the Government, acting as tax collectors for the Government, being welfare 
administrators for the public in general, and by being disorganized small units 
set upon by highly organized national union groups. 

This law would put undue power in the hands of the Government, would 
compel the disclosure of information which should be confidential in a free enter- 
prise system and generally would work extreme undue hardships upon all com- 
panies, but particularly medium-size and small businesses. 

As stated above, as an individual and as a business executive I wish to go 
on record as being definitely opposed to such legislation. 

Very truly yours, 























FRANK E. PRINGLE, Jr. 







DULUTH, MINN., April 20, 1959. 





Senator Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 

Washington, D.C. 

DeAR SENATOR KEFAUVER: I am writing you in opposition to the O’Mahoney 
bill (S. 215) on which you plan to begin hearings April 23. 

Economie controls by Government are a potential danger to our economy as 
they do not permit the price system to perform its important function of dis- 
tributing goods and guiding production. They result in inequities between prod- 
ucts and between industries, and reduce or eventually eliminate the price flex- 
ibility which allows the consumer to direct what is produced and where growth 
should take place. 

Would you please make this a part of the official record of the subcommittee 
hearings. 

Sincerely yours, 
























C. A. PURBAUGH. 








JOLIET, ILL., April 22, 1959. 






Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C 

Dear Sir: I have recently reviewed bill No. S. 215 which has been recently 
introduced by Senator O’Mahoney into the Senate of the United States. I 
believe that the passage of such a bill is very dangerous to the economy of this 
country. This Nation was founded on the basis of free enterprise and if it 
is to continue to survive as the leading Nation of the world, economic controls 
by the Federal Government must never exist. 

World War II exemplified the drastic results of price controls. In my estima- 
tion, this is not an effective means of fighting inflation. The law of supply and 
demand has been rather effective in the past in the United States and other 
free countries in establishing prices. At the very time of writing this letter, 
consumer resistance against high beef prices, at a time when beef is in over- 
abundance of supply, is having the effect of lowering prices of this commodity. 

I again emphasize my opinion that economic controls can lead to nothing in 
this country but eventual socialism, the destroying of free enterprise upon which 
this country has survived for many years and in the eventual elimination of 
competitive and progressive business enterprise. 

I am asking you to make this letter a part of the official record of the sub- 
committee hearings which are about to take place in the month of May. 

Yours very truly, 



















WILLIAM M. Ratu. 
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REPUBLIC STEEL Corp., 
Warren, Ohio, May 19, 1959. 
Senator Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Sir: I respectfully urge that you oppose Senate bill 215, which is now before 
Congress, since I believe it is one of the most dangerous threats to the free 
enterprise system that has been introduced in recent years, I also ask that you 
place my letter in the record of hearings on this bill. 

Respectfully yours, 
R. C. GINTERT. 


REPUBLIC STEEL CorpP., 
Warren, Ohio, May 20, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

Sir: I believe Senate bill 215, now before Congress, is one of the most danger- 
ous threats to the free enterprise system that has been introduced in recent 
years; therefore, I strongly urge that you oppose this bill. Also, will you 
please place my letter in the record of hearings on the bill? 

Respectfully yours, 
P. P. ECHOLS. 


RETAIL Dry Goons ASSOCIATION 
OF SAN FRANCISCO, 
San Francisco, Calif., May 1, 1959. 
Senator Estes KEFAUVER, 
Senate Judiciary Committee, 
Washington, D.C. 


DEAR Sir: On behalf of our members in the distributive trades, a vigorous 
protest is herewith entered against S. 215, with the particular request that it 
be made a part of the official record of the subcommittee hearings. 

This objection is levied both against S. 215 and all that it contains, as well 
as aganist the principle of Government absorbing the inherent rights of 
management. 

While this bill is levied against so-called concentrated manufacturing trades, 
the distributive trades would be immediately and greatly affected thereby 
through inequities of application, delays in obtaining merchandise and through 
interference with inventory control to mention only a few. Besides, the retail 
trades are violently opposed to any suggestion of price control in a free enter- 
prise economy, of which this bill presages a possible start. 

This bill in our opinion shows such a considerable lack of understanding of 
the American business system and the factors controlling price and inflation, 
that it should be vigorously opposed on behalf of both manufactures and 
retailers. 

Very truly yours, 
Kart M. Sturt. 


Datwas, Tex., April 23, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C.: 


As a private citizen of these United States and concerned over the welfare of 
our peoples, I wish to express to you my opinion with reference to your sub- 
committee hearings, now being conducted, on Senate bill S. 215 and House bill 
H.R. 6263. It seems to me that we have become worried over inflation. Some- 
thing like worrying over the cure rather than the cause. Inflation is like 
fever. Weshould concern ourselves over the cause of this “fever.” 

If prices require surveillance, particularly if they are set by so-called domi- 
nant corporations, isn’t it just as important to examine the pricing policy of 
the largest organizations, even larger than these so-called dominant corpora- 
tions, that sell services known as labor? Here’s the cause, in my opinion: If 
you wish to help this country out of the grip of inflation get some controls on 
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labor unions such as we have done on business and the whole affair will be 
in hand. 

There’s nothing wrong with big business if it happens to be big. I’m one of 
many little guys who happen to work for a large company and sincerely believe 
you will render our great country a disservice by recommending the passage 
of these bills which are paramount to economic controls contrary to the spirit 
of a free economy which we all enjoy and want to keep in existence. 

Please work to get at the cause of the trouble. 

Sincerely yours, 
MICHAEL L, RIzzone. 

P.S.—Please make this an official part of the record of your subcommittee 
hearings. Thank you. 


Rosert EB. Brown & ASSOCIATES, 
Memphis, Tenn., May 14, 1959. 
Senator Estes KEFAUVER, 
U. 8. Senate Office Building, 
Washington, D.C. 

Sir: I am unalterably opposed to the bill S. 215 as introduced by Senator 
O’Mahoney. Most of the antitrust laws of the United States seem necessary 
but I do believe that this bill is a step in the wrong direction and will mean 
additional Government-controlled economy. I believe that we have too much 
of this now. This is to urge you to vote against the bill and I respectfully re- 
quest that this letter be made a part of the record of the hearings. 

Yours very truly, 
Rosert E. Brown, Architect. 


SHAKER HEIGHTS, OnI0, April 20, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 


Senate Judiciary Committee, 
Washington, D.C. 


Dear Senator: After careful study of the O’Mahoney bill S. 215, it is my 
firm belief that the passage of this would not only defeat the purpose for 
which it is intended but would actually add to the cost of doing business and 
justify even higher prices. Basically, the raising of prices can always be traced 
back to the previous raising of wages oftentimes brought on only by the 
unwarranted demands of labor leaders interested only in their own advancement. 

Please do all in your power to combat inflation by stemming the tide of 
wage demands and at the same time defeat the passage of the O’Mahoney bill. 

It is my request that this letter be made a part of the official record of the 
subcommittee hearings. 

Respectfully yours, 
F. E. Ropinson. 


Wooster, OuI0, April 30, 1959. 


Senator Estes KEFAUVER, 
Senate Antitrust and Monopoly Subcommittee, 
Washington, D.C. 


Dear Sir: I have read a recent review of Senate bill 215 with a great deal 
of interest. It is my understanding that this bill would provide hearings on 
prospective price increases that might threaten our economic stability. This 
provision is evidently intended to be an antiinflationary measure, and any 
efforts to control this problem are commendable. 

However, I strenuously object to this bill’s obvious insinuation that business 
is solely responsible for inflation. The proposed bill ignores the influence on 
prices by many different cost factors, particularly wages. Please consider 
that many authorities feel that at least a part of rising prices are caused by 
union wage demands that are far in excess of productivity increases. I hope 
no one on your committee is so naive that he believes controls on just one 
segment of the many variable factors in our economy will solve our problem 
of inflation. 
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Your cooperation in making this letter a part of the official record of your 
subcommittee hearings would be appreciated. 
Sincerely, 
Grant E. Rose. 


Datuas, TEx., April 28, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR KEFAUVER: I wish to take this opportunity to express my feeling 
that the establishment of peacetime price controls would be disastrous to our 
economy and would be one of the greatest strides toward further socialization, 
and ultimately toward communism, that could be taken. 

Any control of prices, in a free economy, binds the very hands of all free people, 
not just those who determine what prices to charge for the product they offer 
for sale. 

Senate bill S. 215 and House bill H.R. 6263 should be soundly defeated in 
committee. Please make my letter part of the official record of your subcom- 
mittee hearings. 

Yours very truly, 
JAMES D. Ross. 


Da.ias, Tex., April 21, 1959. 
Hon. Estes KEFAUVER, : 
Chairman, Senate Antitrust and Monopoly Subcommittee, Washington, D.C. 
Sir: Having the profound conviction that economic controls are a potential 
danger to our economy, are basically unworkable for any length of time, and 
are largely ineffectual in fighting inflation, I urge you and your committee to op- 
pose the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263). 
I shall appreciate your making my views a part of the official record of the sub- 
committee hearing. 
Respectfully, 
CHARLES L. ROUNSOVILLE. 


DALLAS, TEx., April 21, 1959. 
Hon. Estes KEFAUVER, ‘ 
Senate Office Building, Washington, D.C. 

DEAR Sir: I am writing you with reference to Senate bill S. 215 and House 
bill H.R. 6263 as I understand you plan to open hearings on Senate bill S. 215 
starting April 23. 

I am against both of these bills as I believe economic controls of this type are 
a potential danger to our economy and are steps in the direction of Government- 
controlled economy. 

Economie controls even with the special appeals to patriotism during World 
War II broke down and were a heavy toll on our resources involving tremendous 
costs in manpower and money. These costs hurt the taxpayer, the consumer, the 
businessman, and our whole economy. 

We only have to look at other nations who have government-controlled economy 
to see how this type of legislation has failed. We want none of that in our 
country as we still want the United States to be a free enterprise nation and I 
Strongly urge you and the other good members of your committee to report 
Senate bill S. 215 as unfavorable. 

I ask that you please make this letter a part of the official record of the sub- 
committee hearings. 

Respectfully yours, 


M. D. Rovutzon. 


ANTIOCH, CAuLIF., May 1, 1959. 


Re Senate bill 215 
Hon. Estes KeFavver, 
U.S. Senate, Washington, D.C. 


Str: For the past several weeks, newspapers and magazines have been carry- 
ing reports concerning bill S. 215. To satisfy myself that my reaction to this 
bill was not colored by the published reports, I secured a copy of the bill and 
have recently completed reviewing it in detail. At this point, I am very appre- 
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hensive of the provisions of this bill as related to our usual concept of justice 
and the free-enterprise system. 

I respectfully request that you and your subcommittee carefully consider the 
points listed below during your hearings on this bill and that action be taken 
to kill bill S. 215. It is also requested that this letter be made a part of official 
records of your subcommittee hearings on this bill. 

1. The bill sidesteps the legally established procedures by which an enter- 
prise is judged to be monopolistic and establishes an arbitrary standard 
for determination as to whether or not there is a threat of monopoly. (But 
by what rare wisdom were the figures, 50 percent, eight companies and 
$10 million determined?) This is one more step in the trend toward 
establishing “guilt and by government decree and association” rather than 
“trial and the innocent until proven guilty” principle which is one of the 
foundations of a truly free government. 

2. “A rose by any other name is still a rose,’ and price control by any 
other name is still price control. I am certain that many well-meaning 
people who are supporting this bill as a boon to the general public are 
overlooking the fact that, historically, price control is a big step toward 
wage control. When this point is reached, then the free play of prices and 
wages is doomed and a system of bureaucracy takes over which inevitably 
leads to a lower standard of living. (England as an example.) 

3. To state as this bill does that “* * * a few dominant corporations 
have control over the * * * price of basic commodities upon which all 
American economy depends is to overlook some of the facts of life. Failure 
to recognize that in many lines of commerce, one or two dominant unions 
control the power of labor to exercise its strength over wages and other 
employment costs, can be classed as nothing jess than sheer neglect on the 
part of the authors of this bill and those supporting it in Congress. Until 
unions are subjected to the provisions of the antitrust laws, laws of the 
sort proposed by this and the Reuss bill (H.R. 6263) will be like trying to 
balance a pair of scales by placing all the weights on one side. 

I appreciate your courtesy in reading this letter. I am confident that a suf- 
ficient number of Senators and Representatives will see the shortcomings and 
dangers of bills S. 215 and H.R. 6263 so that they will die before they see the 
light of day. 

Very truly yours, 


GLENN L. Rusrieur. 


ARCADIA, CALIF., April 25, 1959. 
Subject : Senate bill 215. 
Hon. Estes Krravuver, 
Senate Office Building, Washington, D.C. 


Drar Str: T am credit manager for a large manufacturing concern. Having 
recently read the full text of Senate bill No. S. 215, introduced by Senator 
Joseph C. O’Mahoney of Wyoming, I wish to take this means of informing you, 
as chairman of the Senate Antitrust and Monopoly Committee, which is con- 
sidering the bill, of my strong opposition to the enactment of this or any 
similar legislation. My views are those of a businessman and an American 
citizen believing in the system of free enterprise and competition by which our 
country has advanced to its position of industrial and economic leadership. 

My business career encompassed the Second World War when, for reasons 
of patriotism and survival, controls were placed on prices, wages and production 
schedules. Although controls at that period were necessary, their administra- 
tion nevertheless demonstrated the confusion, consumption of time and effort 
and eventnal ill effects, on small as well as big business, that Government 
regulations produced. 

A few of my specific objections to Senate bill No. S. 215 are enumerated 
below: 

Section 1: 

(1) Granted inflation is “bad” and should be stopped. Litigating against 
one segment of the economy certainly will not remedy the entire situation. 


(2) If ever there was a generalized statement made recommending “dis- 
criminatory legislation” this is it. 


Would Senator O'Mahoney dare to sponsor a bill providing that some of the 
most “dominant corporations,” the labor unions, submit to Government regula- 
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tion of their right to collective bargaining, when, in their opinion, the wages of 
their members should be raised? 

In my position as credit manager I review many hundreds of financial state- 
ments and it is very apparent that amounts paid for labor usually represent 
50 percent or more of the cost of a manufactured product and, therefore, must 
materially affect the price of that product. 

Sections 4-5: Provisions of these sections permit an invasion of privacy un- 
called for in peacetime in the absence of criminal acts unless it is to be considered 
that the successful administration of a business falls within such a category. 

Revelation of trade secrets, advantageous methods of production and strictly 
personal internal affairs might easily be forced under the provisions of these 
sections. 

My objections to this type of legislation, as stated above, apply also to sections 
of the Reuss bill, H.R. 6263, tending to accomplish the same purpose. 

It will indeed be appreciated if you would incorporate this letter in the sub- 
committee’s hearings so that other legislators may be apprized of one man’s 
opinion of Senate bill 8. 215. 

Yours very truly, 
C. D. RUTTER, 


SALT PRODUCERS ASSOCIATION, 
Chicago, Ill., May 15, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Committee on Judiciary, 
Washington, D.C. 


My Dear Senator: Enclosed herewith is a statement of the Salt Producers 
Association with respect to 8. 215 which we ask that you kindly file for inclusion 
in the record of the hearings on this bill. 

Sincerely, 
FRANK J. MADDEN, President. 


STATEMENT OF THE SALT PRODUCERS ASSOCIATION WITH RESPECT TO 8. 215 


The Salt Producers Association is a trade association of independent salt 
producers, as distinguished from chemical companies and meatpackers who 
have their own captive brine wells and mines. The members of the Salt Pro- 
ducers Association are responsible for over 90 percent of the salt production 
other than captive production in this country. 

With respect to S. 215, the Salt Producers Association wishes to point out 
that, if enacted, this bill would create an undesirable interference with the 
operation of our free economy. 

The title of the bill reads as follows: “A bill to supplement the antitrust laws 
of the United States by requiring that corporations in industries so heavily 
concentrated that monopoly or the threat of monopoly is present, file advance 
notice” of price increases. This is indeed a strange bill. If monopoly is actually 
present in an industry we already have a very effective remedy in the Sherman 
Act which can be invoked at once by the Department of Justice. If monopoly 
is actually present, we should not temporize with the guilty corporation or 
corporations by passing a mild bill merely requiring advance notice of price 
increases. We should take forthright action and prosecute. 

As far as a “threat of monopoly” is concerned, it does not appear that what 
we are faced with, as stated by the sponsor of the bill as his reason for recom- 
mending such legislation, is any threat at all. In an effort to support his 
reference to a concentration of economic power he has, in his statement, taken 
half a dozen industries and shown the percentage of production the eight largest 
companies in each account for. However in each instance all eight are competi- 
tors. There can hardly be a monopoly consisting of eight companies all competing 
with each other nor even a threat of monopoly. 

Nor does the sponsor of the bill make any accusation of collusion in any of 
these groups of eight. They are competing in the American way and the prices 
which the American public enjoys for their products as compared to prices for 
similar products in other countries reflect the competition. 

Under this bill a company which is a member of the “big eight” and has a 
net worth of $10 million and desires to raise a price would have to wait 30 
days to do so, which it should not have to do, and would have to devote a vast 
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amount of the time of its personnel at various levels to compiling data and 
preparing its case, retain counsel and public accountants, attend hearings, submit 
to questioning, divulge figures which it should not have to divulge, explain 
through press releases or advertisements the reasons for the price increase, etc., 
all at very substantial expense and, in all likelihood, undergo unjustified 
criticism from labor groups who would like to shift the blame for price increases 
from wage increases without increases in productivity. As a matter of fact, 
any such company whose policy it was to recover its costs as shown by its cost 
accounting system would have to increase prices more than it otherwise would 
in order to recover the cost of explaining and justifying its price increase. 

A company should remain free to raise prices under our economy and inter- 
ference such as 8S. 215 proposes would be highly undesirable. It would serve 
to upset our economic system, For example, a company which might want to 
lower its price would hesitate to do so because of the delay and expense of 
increasing it in the future. 

For further example, even a company outside of the “big eight,’ that is a 
company not subject to this bill, might also be prevented from making effective 
a price increase necessary to its continuing in business. Such prevention would 
occur in a situation where the company was not able to raise prices above those 
of the larger companies of the industry. It would have to await a delayed 
price increase by one of the larger companies. 

Another objection to the bill is the great administrative burden it would 
throw on the Federal Trade Commission which would be required to study 
our economy and specify the lines of commerce to which the bill applied, even 
the very corporations to which it applied, develop regulations, hold public 
hearings on proposed price increases examining a corporation which filed notice 
of a price increase as to its reasons for and the justifiability of the proposed 
increase and taking testimony on the impact of such an incerase upon competi- 
tion and the economy, ete. Such a burden would be enormous. The Federal 
Trade Commission would have to increase its staff tremendously, all, of course, 
at the expense of the Federal budget. 

Some of the remarks of the sponsor of the bill should be noted. He refers 
to “corporations which * * * control * * * our economic life” as being “man- 
aged, not by their owners, the stockholders, but by hired executive managers.” 
He is, of course, referring to corporations whose net worth is at least $10 
million. In most corporations of such size, the officers, that is, the “hired 
executive managers,” are frequently large stockholders, often the largest 
individual stockholders. Actually, many such corporations are probably being 
operated as nearly as they can be by their owners. Of course, many institu- 
tions and investment trusts have very large holdings in such companies but they 
are not interested in managing them, preferring to see that the executives who 
run them are competent. 

Furthermore, of course, these corporations do not “control * * * our eco- 
nomic life” in any true sense. If the bill’s sponsor has evidence that they do, 
he will do the country a service to turn it over to the Antitrust Division of the 
Department of Justice. 

The sponsor of the bill does not make out a case for its passage. 

A dispassionate study of the bill leads to only one conclusion. It should be 
defeated. 

SALT PropuceRS ASSOCIATION, 
By FRANK J. MADDEN, President. 


SANForD-Day Iron Works, INC., 
Knoxville, Tenn., April 21, 1959. 

Senator Estes KEFAUVER, 

US. Senate, 

Washington, D.O. 

Deak Mr. Kerauver: I have just realized that your Senate Antitrust and 
Monopoly Subcommittee plans to start hearings April 23 on the O’Mahoney 
bill (S. 215). The purpose of this bill is ostensibly to prevent inflation through 
the application of price control measures such as previously have only been 
considered in time of war. An examination of the provisions of this bill have 
filled me with horror and dismay to think that the Senate of the United States 
could seriously consider passing a law as loaded as this one. Obviously, one of 
the basic foundations of democracy in the United States is the right of owner- 
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ship of private property. Basic to this is the privilege of any person, or group 
of persons, to sell their products in a free market at free prices subject to the 
severe restrictions of a competitive marketplace. Without this basic right the 
whole conception of private property is meaningless. It seems almost imper- 
tinent for me to point out to you that price controls during the last war had 
no lasting effect on the level of prices under the pressure of competitive con- 
ditions in this country. The most important effects were serious shortages and 
dislocations of products produced, profits earned, and capital investments made. 
Even socialistic England dropped price controls after many years of unsuccess- 
fully trying to make them work. The only way the public can get the goods 
it wants is through the free play of prices and profits which stimulate or stifle 
production. 

I hope that you will give the dangerous and harmful provisions of this bill 
your closest attention and do your utmost to see that it never reaches the floor 
of the Senate. It is inconceivable to me how any American citizen could 
possibly urge adoption of such a law, unless he had written off the United 
States as an unsatisfactory experiment and desired a change in the form of 
government. I trust that members of the Democratic Party have not progressed 
this far in their criticism of the capitalistic system as it still, precariously, 
exists in America today. 

While my business does not come under the provisions of the O’Mahoney 
bill, it is obvious that once a basic departure from principle has been made 
in isolated cases it always filters down to everyone concerned sooner or later. 
Once the Senate of the United States approves the principle of price control 
in peacetime it will not be long before every item on the grocery store shelf and 
every item in the hardware store will be subjected to legal price control. I 
think experience in the last war will bear this out. All of industry, and our 
business perhaps more than the rest, suffered a great deal during the last war 
under price control and we feel that this bill would seriously handicap us in 
the future no less than in the past. I request that you make my letter an 
official record of your subcommittee hearing, and that you search your con- 
science and find that you cannot possibly see any good in a measure that con- 
stitutes the worst conceivable threat to free enterprise; particularly the small 
manufacturer, which we represent. 

Yours very truly, 
Atrrep FE. SANForp II. 


AMERICAN Fork, UTAH. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Sir: As a citizen of the United States, and one who is interested in keeping 
our Government in the role of servant rather than master, I wish to voice 
my objections to the two bills presently before Congress which will prohibit 
sellers, under certain circumstances, from increasing their prices without a 
prior hearing before the Federal Trade Commission. 

The measures I refer to are, of coure, the O’Mahoney bill (S. 215) and 
the Reuss bill (H.R. 6263). 

In my opinion enactment of either one of these bills would be a major step 
toward the imposition of broad economic controls in peacetime. Such so- 
called emergency controls very often tend to become permanent controls. 
Furthermore, experience of other countries has shown that direct controls, 
even with drastic penalties, did not prevent price raises. 

I am requesting that you, as chairman, Antitrust and Monopoly Subcom- 
mittee of the Senate Judiciary Committee, make this letter a part of the official 
record of the subcommittee hearings. 

Very truly yours, 
Grant W. ScHAUMBURG. 


Datias, Tex., April 23, 1959. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Dear Senator: I have read with alarm the provisions of the O’Mahoney bill 
(S. 215) which requires in part that certain business firms would be required 
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to notify the Government of price increases 30 days in advance, and to justify 
such increases in public hearings. 

A control of this type on prices without a corresponding control on wages 
is complete nonsense economically. I wish to be counted as entirely opposed 
to this legislation and ask that dissent be made part of the congressional 
record of the subcommittee hearings. 

Sincerely, 
R. E. ScHocnu. 


Bay VILLAGE, OHIO. 
Re O’Mahoney bill (S. 215). 
Hon. Estes KEFAUVER, 
U.S. Senate Building, 
Washington, D.C.: 


I wish to take this opportunity to express my serious opposition to S. 215 
now being considered in the committee. 

This proposed measure is called one of “price surveillance,” but would 
quickly lead into “price control,” perhaps also into “‘wage control.” 

S. 215, it is claimed, would affect but a small number of very large corpora- 
tions. Actually, hundreds of industries would be affected. Not only would 
legitimate and needed price changes be legally delayed in the case of big busi- 
ness, but the smaller businessman could not commercially advance his prices 
for due cause until after the waiting period. 

At the present time, the peaks and valleys of demand caused by wage negoti- 
ations create periodic high-cost operations and waste in the form of excessive 
temporary inventories. The proposed waiting period of 30 days under S. 215 
would seriously aggravate this situation. 

The undeniable high cost and general inefficiency of governmental regulatory 
bodies, staffed by too may untrained and transient employees with civil serv- 
ice protection gives ample reason to fear the administrative costs of S. 215 
being superimposed upon present business costs. 

I respectfully request that you see that this letter is made a part of the 
official record of the Senate Judiciary Committee hearings on 8. 215. 

Very respectfully yours, 
CHARLES H. SCHILLER. 


St. Paut, Minn., April 21, 1959. 
Hon. Estes KEFAUVER, 
U.S. Senate, 
Washington, D.C. 7 


Dear Sir: While I regard inflation in this country as a menace more serious 
than the missile race, I wish to register my strongest disapproval of the 
O’Mahoney bill, S. 215, as well as the Reuss bill, H.R. 6263, and any other legisla- 
tion that tends toward a Government-controlled economy. 

I do not believe these bills will accomplish the purpose for which they are 
intended. To get at this inflation problem I would recommend a careful study 
of all of the factors involved in high prices. You are dealing here with an 
effect of inflation but not its cause. Peacetime price controls, which unmistak- 
ably is what this will be, will only burden all concerned while the basic problem 
remains unchecked. Eventually you will be forced to attack this problem at 
its source. 


Your most careful consideration of this problem will be appreciated and I 
would appreciate making this letter part of the official record of the hearing so 
that my Minnesota Senators will know my views on this important subject. 

Very truly yours, 


JAMES A. SCHROEDER. 


BRAINARD STEEL Division, 
Warren, Ohio, May 25, 1959. 
Re Senate bill 215. 
Hon. Estes KEFravuver, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR KEFAUVER: I have just learned of the subject bill now before 
the 86th Congress. Its proposed control of prices is something that I feel 
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strongly will prove to be most dangerous to the economy if the bill is success- 
fully enacted. May I respectfully request that you place this letter of objec- 
tion to the proposed bill in the record of hearings. 

My basic objection to Government controls of this nature is their apparent 
complete disregard for competitive pressures. As a “hired manager,” I realize 
my responsibility to the owners (stockholders) of a business. I have been hired 
to execute the best judgment of which I am capable in conducting the business. 
Iam particularly mindful of the pressures of competition and must be prepared 
at all times to evaluate the balance between costs and selling prices that will 
make it possible to return to the owners of the business a satisfactory yield on 
their investment. 

The proposed bill would not in any way help me—nor any other business man- 
ager—solve my problems and the handicaps that it proposes could completely 
tie up and even emasculate the normal conduct of business in a competitive, and 
fairly well up to now, free economy. 

Therefore, I feel strongly opposed to the proposed legislation and ask that you 
consider this objection in your deliberations. 

Very truly yours, 
F. W. Knecut, Jr. 


INGLEWOOD, CALIF., April 28, 1959. 
Re S. 215 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR KEFAUVER: The Chamber of Commerce of the United States has 
requested that I give you my views on 8. 215, the O’Mahoney bill. I am happy 
to do so and to inform you that I am heartily in favor of said bill. I am of 
the opinion that the corporations affected by said bill have achieved such a 
monopoly in the American economy as to approach a status of a public utility. 
Therefore, I feel that it is essential that they be required to disclose any asserted 
need for price increases, and be subject to the pressure of public opinion. 

I would appreciate if you would make my letter a part of the official record 
of your antitrust and monopoly subcommittee. 

Very truly yours, ‘ 
Mrio EB. SHADLE. 


Datias, Tex., April 23, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 

My Dear Senator: I wish to express my strong objection to any favorable 
consideration of the O’Mahoney bill (S. 215) and its companion bill, H.R. 6268, 
and ask that you make this letter a part of the official record of the subcom- 
mittee hearings. 

We are already much too far down the primrose path of a managed economy 
and the bills referred to above would only add to the confusion and serve no good 
purpose that I can see. 

The law of supply and demand cannot be repealed and is a much better regu- 
lator of prices than any legislation so far conceived by the puny efforts of ex- 
pediency of our so-called statesmen. 

Yours very truly, 
PAvuL H. SHEPHERD. 


Datias, Tex., April 23, 1959. 
Hon. Estes KEFAvUvVER, 
Senate Office Building, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: I am informed that you, as head of the Senate 
Antitrust and Monopoly Subcommittee plan to start hearings today on the 
O’Mahoney bill (S. 215) which would require certain business firms to notify 
the Government of price increases 30 days in advance, and to justify the pro- 
posed increases in public hearings. Your subcommittee will also consider the 
provisions of the Reuss bill (H.R. 6263) which provides for public hearings on 
price increases. 





5996 ADMINISTERED PRICES 


In my opinion, these bills are nothing more than efforts to establish peacetime 
governmental price controls. I am firmly opposed to both of these bills as price 
controls cannot reach the sources of inflation since they deal only with the 
symptoms. I think more could be done to stop inflation by balancing the Federal 
budget. 

Piano make his letter a part of the official record of the subcommittee hearings, 

Yours very truly, 


Jack E. SLAUGHTER. 


Da.tas, Tex., April 23, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 

Sime: After having studied Senate bill 215 and House bill 6263, I have come to 
the conclusion that the final results of this legislation would be an economy 
completely controlled by the Government. Since our country has been estab- 
lished through a system of voluntary and competitive choices of free men, I 
strongly oppose these bills and urge you to exert your power in helping defeat 
this legislation. 

I would like for this letter to be made a part of the official record of the 
subcommittee hearings, 

Yours truly, 


DonaLp L. SLOAN. 


THE SMEDLEY Co., 
New Haven, Conn., May 13, 1959. 


Hon. Estes KEFAUVER, 
Senate Office Building, Washington, D.C. 

My Dear SENATOR KEFAUVER: I should like to register our opposition to Senate 
bill 215 referred to as the O’Mahoney bill, the intent of which is to control 
price increases through notification to and public hearings by the Federal Trade 


Yommission. 

My company is too small to be directly effected by its passage but I feel 
very strongly that it is wrong in principle and would accomplish nothing toward 
checking inflation which is its stated purpose. 

In addition it is directly opposed to the free competitive system upon which 
the economy of our country is based and has grown and flourished. 

Economic controls have never accomplished anything, even as emergency 
measures in wartime, except to increase the taxpayer’s burden through adding 
the expense of additional bureaus and departments to an already topheavy total. 

I wish to urge your committee to report unfavorably on this bill and request 
that you incorporate this letter in the official record. 

Sincerely, 


E. C. PaAtMer, President. 


LAKE Buurr, ILL., April 20, 1959. 
Hon. Estes KEFAUVER, 


Senate Office Building, Washington, D.C. 


Dear Sir: This letter is being written by one who is seriously concerned by 
the proposal to require public hearing before changes in prices by business 
concerns. 

I am a man of 40 who has worked his way through college, seen difficult 
economic conditions and worked every day for many years in the rugged 
competition of the American business world. 

You can see, then, that my opposition to any direct or indirect Government 
control over prices is not founded on any privileged upbringing, but rather is 
the considered opinion of one who has an average American background and 
wants to help make our country an even greater one to leave to our children. 

While I have personally seen the effects of labor contracts pushing costs and 
prices ever upward, I should not wish to see wages controlled, either. 

My very deep feeling is that the experiences of controlled economies in other 
countries should illustrate to all of us that we don’t want that here and that 
the very healthy effects of competition have in the past and will in the future 
provide very adequate natural controls. I don’t want my children to live in a 
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Government-controlled economy. It is painful to me, as it must be to you, to 
see the size of Government increasing year after year and the O’Mahoney bill 
would inevitably be another step in the wrong direction. 

Your hearings in the past have amply demonstrated the real source of price 
increases and I hope that the outcome of your present hearings will be to help 
to make public knowledge what we who have been in contact with the situation 
know, that were it not for the wage increases directly and in the costs of ma- 
terials American business buys, the prices of things American business sells 
would constantly decrease. 

Will you please make this letter a part of the official record of your subcom- 
mittee hearings on the O’Mahoney bill? 

Very truly yours, 
Francis W. SMILEY. 


LExINGTON, Ky., April 21, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Dear SENATOR KeEFrauver: This letter has reference to the O’Mahoney bill, 
§. 215, which is to come before your committee April 23, 1959. 

As a citizen of the United States, I too, am greatly interested and very much 
disturbed by this problem of inflation that has crept upon us and seems to be 
more and more prevalent and more threatening to the economy of our country 
with each passing year. However, if the O’Mahoney bill referred to is enacted, 
it will, in my opinion, do nothing to stop the tide of inflation. Further Gov- 
ernment controls on the economy of this country is a dangerous thing to all the 
country and if we look back we shall see that most of the controls of the past 
have never really worked over the long haul and if any good came from them, 
it was of short term. Price controls do not cure the sources of inflation and 
it is to this end that we should be working. The constant yearly demands of 
the big labor unions have added more to the inflationary spiral than anything 
else I can think of. In my opinion, this is the place to start. Find a cure 
for this and you will have taken the first big step in controlling inflation. Take 
a look at the coalfields in eastern Kentucky where they are now in the grips 
of a serious and disastrous strike, a strike that has already taken the lives of 
two men. Here the whim of a labor, leader has forced miners out of work, 
and many (or most) of these men really want to work. It isn’t the coal 
operators who are forcing more inflation, it is the union with its demand for 
more money that will force prices up and add to the inflation. This has been 
the pattern in all industry in the past. It was not industry that arbitrarily 
raised prices—they were forced by union demands for more money each and 
every year. And I now understand there has been trouble in Tennessee in 
the coalfields. This should be of prime importance to you as it is to me, for 
Ilivein Kentucky. This is a national disgrace. 

I sincerely hope this O’Mahoney bill does not become a fact, not for personal 
reasons, but for the good of all the country, for the good of our great industries 
who have made this country what it is, and for the good of all our people. If 
it is a fact that this bill would permit public disclosure of costs, markup in 
prices and make public disclosure of profits, then we have surely lost another 
portion of our beloved freedom and the evils to come from this would be tre- 
mendous indeed. Imagine telling or making public data such as this for all 
labor leaders to see—the very people who are at the roots of the inflation we 
want to overcome—and the very heart of our great industries. This surely 
could not be to the benefit of all the people of our country for it would only 
add fuel to the fires of inflation. Industry must make a profit to continue to 
grow, to continue to supply not only the wants of our people, but the needs and 
necessities of our Government which is now fighting the doctrine of communism. 
Certainly our great industries should not be saddled with a bill such as the 
O’Mahoney bill. With this could only come weakened industrial might and 
along with it a weakened country. Weakened militarily and weakened indus- 
trially. It is our great industries that keep this country strong and in the 
position to stay strong in the face of a cancerous enemy—communism, Any- 
thing that will weaken industry in.our country will weaken our country as a 
whole. This we do not want. 

I am amazed at the economic controls that this bill would force upon industry 
in our country. When I read over this bill I find it hard to believe that such 
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as this could even be proposed in this country. This can only play into the 
hands of the union leaders who, as I understand it, are in favor of such a bill. 
And why not? Isn’t it what they have wanted to know for years? Their 
action could then only add to the fires of inflation. Yet these very labor 
leaders disclose nothing they don’t want known to the country or to their own 
members ; and when they are questioned by honorable gentlemen of our Senate 
investigating committee they hide behind the fifth amendment and give you 
gentlemen a lot of sass. When I see this my blood boils and I sometimes fear 
for the future of our country when small men can actually laugh in the faces 
of the most important men we have in public office. I feel disgraced. 

Remember this Senator, our country will only be as strong as our great indus- 
tries are strong and anything that is done to weaken these industries can only 
weaken the country as a whole. Unlike communism, our Government does not 
own and does not run our industries and this is as it should be in a free 
economy. 

My remarks above shall also apply to the Reuss bill (H.R. 6263) which 
covers a proposition similar to the O’Mahoney bill. 

And while on the subject of investigating and fighting inflation, I would 
like someone to tell me why and how it is that a certain Member of the House 
of Representatives can charge us, the taxpayers of this Nation, the sum of 
$100 per month for use of his front porch? And he doesn’t ask us—he just 
charges it and he gets it. This waste of the taxpayers’ money, which can 
probably be multiplied several times over, only adds to this inflation that you 
and I want to fight. That you and I must fight. So in my book, there are 
many things that add to inflation. But I don’t think it is our great industries 
that need the investigating and the controls. I could suggest several places 
controls could better be put to use. 

I ask that this letter be made a part of the official record of the subcommittee 
hearings. And I should like to have each Congressman who has anything to 
do with this bill to know of my feelings for they reflect not only the views of 
myself but the views of many of my friends and business associates as well. 

I urge you not to enact the O’Mahoney bill 8, 215. 

I know you are a busy man and my letter is quite long but I have only dented 
the surface of the thoughts in my mind, particularly on this subject. 

Thanks for your courtesy. 

Sincerely yours, 


CALVIN H. SmirH. 


Smirn-Dovetass Co., INc., 
Norfolk, Va., April 27, 1959. 

Re bills 8S. 215 and H. R. 6263. 

Senator Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 

Senate Judiciary Committee, 

Washington, D.C. 


DEAR Str: We wish to register our serious opposition to the enactment of 
the above legislation. If enacted, it is a move toward Federal control of prices 
during peacetime, which is so foreign to our American way that it should not 
even be considered. The legislation is in fundamental opposition to any proper 
concept of our so-called free-enterprise system. 

If it is intended this legislation will have an anti-inflationary effect, then 
our views are it will have just the opposite. Because of having served on 
Government committee having to do with price controls during World War II. 
I feel qualified to speak as to the extra burden which will be placed upon in- 
dustry, and the extra expense of Government administration of such legislation. 
I favored price controls during the wartime emergency and assisted the Govern- 
ment to the limit of my capabilities in helping to administer them. 

Compliance with such a mass of regulations as would be necessary would 
involve tremendous costs in manpower and otherwise and would add to the 
cost of doing business, therefore, to the cost of articles offered for sale. Such 
controls during peacetime are a danger to our economy and we fear this may 
be the first step toward much broader controls. 

Some of the chemicals manufactured by our company meet competition on 
similar imported items and as of now such articles are offered at varying prices 
on a day-to-day or week-to-week basis of pricing. We would not have freedom 
of action to adjust our prices quickly as conditions might justify. 
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Will your committee please give our views your consideration and make this 
letter a part of the official record of the subcommittee hearings. 
Sincerely yours, 
R. B. Doueiass, Chairman. 


Concorp, CALIF., May 15, 1959. 
Hon. Estes KeFraAvuveR, 
Senate Office Building, 
Washington, D.C. 


DeaR SENATOR: It has come to my attention that the Senate Antitrust and 
Monopoly Subcommittee, of which you are the chairman, is currently consider- 
ing the O'Mahoney bill (S. 215) regarding peacetime price controls. 

I wish to state that I am strongly opposed to any suck legislation because I 
feel that such controls exercise an artificial deterrent to the normal and natural 
interaction of supply and demand. I further feel that a Government- controlled 
economy is extremely detrimental to the free-enterprise system. 

Actually, price controls result in an additional drain on our resources, for they 
require constant policing by Government agencies as well as a tremendously 
significant expense to the businessman who must divert manpower from 
productive channels in order to assure compliance with the regulations. 

Would you kindly make this letter of protest a part of the official record of 
the subcommittee hearings? 

Yours very truly, 
KeirH V. SMITH. 


Datxas, Tex., April 22, 1959. 
Hon. Estes KEFAUVER, 
Senate Antitrust and Monopoly Subcommittee, Washington, D.C. 

Dear Sir: For the first time in my business career, I feel compelled to express 
my views in writing with respect to pending legislative business. The specific 
matter in point is Senate bill S. 215 and House bill H.R. 6263 which propose 
Government control of prices established by certain companies. 

The entrance of artificial control of economy by Government is a basic viola- 
tion of our freedom as specified by the Constitution of the United States. For 
any economy to be strong and sound, the law of supply and demand must be 
allowed to develop unhampered. While the bills under consideration cover 
the activities of only the large corporations, they represent a breach in our 
wall of freedom and once started, this matter will snowball into control of 
prices and wages for every business establishment in this country. There are 
many corporations which would be affected if measures as represented by the two 
previously mentioned bills were passed. For some reason, unknown to me, many 
of our political leaders take delight in devising means to stifle the successful 
business establishments of our country. 

The large corporations are due recognition for the rewards they have given 
the American people. They have made it possible for each rank and file man 
on the street to own an automobile, a television set, a house of furniture and 
many other items which are beyond reach of the average citizen in most of the 
other nations of the world. Hampering the operations of those corporations 
through artificial controls will quickly affect me and my neighbors and will 
eventually subject all of us to Government supervision. 

Please make this letter a part of the official records of the subcommittee 
hearings and lend your weight in the defeat of Senate bill S. 215 and House 
bill R.H. 6263. 

Yours very truly, 
Rosert H. SMiTH 


PitTrsBure, CALiF., May 4, 1959. 
Hon. Estes KEravver. 

Dear Str: I am writing to you of some of my views on the O’Mahoney bill 
(S. 215) and the Reuss bill (H. R. 6263). Iam against both. 

Enactment of either of these bills would be a major step toward imposition 
of broad economic controls in peacetime. Economie controls are a danger to 
our economy. Controls of all types are steps in the direction of a Government- 
controlled economy. Emergency controls may tend to become permanent 
controls. 
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Economic controls have never worked for any length of time. Even with 
appeals to patriotism during World War II, controls broke down. 

Economie controls are largely ineffectual in fighting inflation. 

Inflation is largely a monetary problem. Price controls cannot reach the 
sources of inflation, but deal only with the symptoms. 

Economic controls exact a heavy toll on our resources. Compliance with a 
flood of regulations, many conflicting and confusing, involves high costs in 
manpower, money and diversion of resources. These hurt the taxpayer, the 
consumer, and the businessman and the entire economy. 

Economic controls curtail production. They reduce and eventually eliminate 
the price flexibility which allows the consumer to direct what is produced, and 
where growth should take place. 

May I ask that you make this letter a part of the official record of the sub- 
committee hearings. 

Sincerely, 
RicHarp L. SoULssBY. 


SOUTHWESTERN STEEL Propucts Co., 
Houston, Tewv., April 29, 1959. 
Re O'Mahoney bill. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


DeaR SENATOR KEFAUVER: This letter is in protest, and I ask you to make it 
a part of the official record of the subcommittee hearings. 

Large corporations, in reality, are stockholding organizations with efficient 
and capable management who represent the lifetime savings and investments 
of millions of men, women, and children. Would you endorse a bill detrimental 
to the millions of stockholders involved? 

Such corporations provide job security and facilities which are the backbone 
of our national defense. Should a bill be endorsed that would, of necessity, 
create fewer jobs and weaken national security because restrictions on prices 
and profits failed to provide the funds for plant modernization and expansion? 

Please recall the magnificent job done by industry (including large corpora- 
tions) in providing the tools and equipment necessary to wage the wars in which 
we were recently engaged. What has happened to the public gratitude and 
awards that were presented for industry’s production records and know-how? 

Consider the revenue our Government collects from the very efficient com- 
panies it now proposes should become semi-non-profit organizations. Wherein 
does this bill propose to raise the equivalent revenue it now collects from the 
very same corporations it is attacking? A bill to collect some levy on identical 
products produced abroad, many of which are virtually duty free, would be 
more appropriate, 

The provisions of this bill would destroy smaller corporations with less ef- 
ficient management because they would be the only one to justify increases. 
Their higher, justified prices would become ineffective because the laws of 
competition and price still prevail. 

In our judgment, ‘this bill would create a great recession. The stock market 
would tumble drastically at a time when investors are already finding foreign 
enterprises more appealing investments. Investments in our own industries, 
essential to their existence, would follow the route of the now unpopular sale 
of Government bonds. 

Let’s not attempt to further condemn those who contribute most by investing 
their talents, their foresight, and their life savings in the future of America. 

Sincerely, 
L. C. Kitump, 
Member of the Firm. 


STANDARD WELDERS Suprpry Co., 


Memphis, Tenn., May 5, 1959. 
Hon. Estes KEFAUVER, 


U.S. Senate, Washington, D.C. 


Smr: As a small business concern, we would like to have you register our 
protest against Senator Joseph C. O’Mahoney’s bill S. 215 which would impose 
price controls on the American economy. We believe that it would work to the 
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detriment of the entire economy and would serve no other purpose than to place 
the Government in control of our economy. 
Please make this letter a part of the record of the hearings. 
Yours truly, 
R. Q. McEntry, President. 


MENLO PaRK, CALIPF., May 6, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


DEAR Sir: The proposed O’Mahoney bill S. 215 appears to me to be legislation 
without a purpose. It is not clear on the coverage intended. 

Aside from the hardship which would be felt by the entire economy due to 
the rigidity in prices which would be imposed by the enactment of such legisla- 
tion, the size of the police force and the complexity of the factors which they 
would have to consider in arriving at decisions are things that defy imagination. 

I hope that such questions will be answered as the hearing progresses. It will 
be appreciated if you can make this letter a part of the official record of your 
subcommittee hearings. 

Yours truly, 
HoMERr H. STarr. 


Oxrorp, Mass. April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
U.S. Senate, Washington, D.C. 


Dear SENATOR KEFAUVER: I have had the opportunity to review the provisions 
of bill S. 215 as introduced by Mr. O’Mahoney. This examination has prompted 
me to write to you and voice my objection to it and all its provisions. 

The control of prices alone in one segment of our business would, in an attempt 
to control inflation, as proven in the past, be completely ineffective. Prices are, 
in general, a true reflection and barometer of the cost of doing business. A 
control placed on one side of the equation can only lead to more complicated 
problems involving the stability of our economy. 

Governmental control of the pricing facet of a company indicates to me that 
there are those individuals in Government service who feel they have a super- 
knowledge of what is right and proper in the operation of a company. This 
prerogative is exercised under the guise of doing “what is best for the public.” 
I do not believe that any citizen wants other than what is best for him, but 
there is also no question in my mind that a company in a business in a com- 
petitive field, regardless of its size must be sensitive to its customers, who are 
in effect “the public.’ You and I can both draw upon our experience and recall 
the failures of those companies who were not sensitive to their public. 

The passage of this bill, S. 215, will create more and greater problems in the 
control of inflation, and will, in itself, be self-defeating for the very purpose 
of its conception because it can do nothing but weaken the economy by weaken- 
ing our business organizations. 

Will you please make this letter a part of the official record of the subcom- 
mittee hearings on this proposed legislation. 

I thank you for your consideration. 

Sincerely, 
EeRnest F. STessrns. 


NEw York, N.Y., April 27, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee of the Senate Judiciary Com- 
mittee, Washington, D.C. 

Dear SENATOR: I have read a copy of the proposed Senate bill, S. 215, by Mr. 
O'Mahoney and House bill, H.R. 6263, by Mr. Reuss. 

I am at a loss to understand why these bills would even be considered. This 
is out-and-out controlled economy and means, in effect, the beginning of the 
end of free enterprise should the bills pass. 

In wartime there may be instances where controls would have some merit 
but peacetime price control is, in my opinion, an enroachment on the free enter 
prise system that has made this Nation great. 
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I urge you and the other Congressmen to oppose the bills and request that this 
letter be filed in the official record of the subcommittee hearings. 
Sincerely, 
RANDALL D. Srone. 


SAN FrANcisco, May 2, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


DEAR Sir: I wish to express my opposition to the O’Mahoney bill and ask | 
that you make this letter a part of the official record of the Antitrust and 
Monopoly Subcommittee hearings. 

It is an utterly unrealistic bill written apparently without any real thought 
given to the businesses it would cover. As a taxpayer, it is objectionable to me 
since it would require huge staffs for the FTC to carry out its requirements, 

As an employee of a corporation which would be subject to its requirements, 
and being concerned with the day-to-day problems of establishing just prices, it 
seems that it would make it extremely difficult to do business at all. 

As a consumer, opposed to inflation, I am also opposed to the bill as I cannot 
see that there is any indication that it would deter inflation. 

Very truly yours, 


Miss Mary LoutIseE Strona. 


CLEVELAND, OH1I0, April 20, 1959. 
Re S. 215. 
Senator ESTES KEFAUVER, 
Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Dear Sir: I am unalterably opposed to enactment of this bill or any similar 
legislation. Price control by any government edict has never solved basic 
economics within the known history of mankind. The laws of supply and 
demand are the determining factors. 

We Americans are in competition with the entire world population today as 
regards supply and demand. ‘True, prior to 15 or 20 years ago we Americans 
were mostly self sufficient as regarded supply; i.e., coal, iron, oil, copper, cotton, | 
and the many other basic commodities or raw materials. True, whoever con- 
trolled the Mesabi ore; Pennsylvania and gulf-coast oil; and the other natural and 
manmade resources of this country,edetermined who or what was a monopoly 
to the American public; and secondarily to many other people of the world. To- 
day, however, aside from a few resources (coal is one), we are competing with 
other people for iron, oil, and most of our basic raw materials. It is obvious 
that we have no monopoly on Venezuelan, Canadian, Swedish, Russian, African, 
or Indian iron ores, to name but one raw material. Oil pricing has moved from 
our Mexican gulf coast to the Middle East at present, and within only a few 
years will probably move to the French Sahara Desert area. The one bright 
area that we Americans must exploit to remain competitive is our lead in nuclear 
power. Nuclear power research and development followed by application of such 
power for useful and peaceful purposes in our most pressing need. 

It is obvious that with the dwindling of our natural supplies and creeping 
obsolescence of many segments of our industries, that demands of many of us 
must be tempered until technology advances sufficiently to permit greater de 
mands. You and I say not like these prospects, but history reveals all civiliza- 
tions adjust to it, or die. 

So, I say, this bill, S. 215, is a delusion; is obviously socialistic and/or com- 
munistic; and is not contributory to the best interest of Americans. 

Anyone can see that the price of foreign-made cars will ultimately determine 
whether or not American-made cars will continue to be built if we cannot com- 
pete in price. 

I respectfully request that this letter be made a part of the official record of 
the subcommittee hearings. 

Sincerely yours, 
SHELLEY M. StrArn, M.D. 
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Strupp Bros. Bripce & Iron Co., 
St. Louis, Mo., April 23, 1959. 
Hon. ESTES KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 

DeaR SENATOR: I believe the O’Mahoney bill known as bill S. 215 is not the 
kind of legislation that is constructive, and I would like to make this letter as 
part of the record of hearing to protest against its passage. 

With kindest regards. 

Yours truly, 
ERwWIN P. Strupp. 





NortH TORRANCE, CaAtir., May 5, 1959. 
Hon. Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 

DEAR Sir: It is not my practice to write letters of protest and complaint, but 
Iam at long last sufficiently annoyed by the type of crackpot legislation being 
introduced and pressured through the Senate and House of Representatives to 
feel compelled to register some measure of protest. 

I have recently had occasion to read a copy of the so-called O’Mahoney bill, 
§. 215, and that part of the Reuss bill, H.R. 6268, which applies to the same 
general topic. It is my opinion that the provisions of both these measures, con- 
sidered as attempts to treat the problem of inflation in our economy, are quite 
comparable to performing an autopsy on a dead horse rather than trying to keep 
the horse alive and useful. 

If the American economy is to be preservd from the ravages of inflation, it 
must not be treated with the salves and potions of quacks which lull the patient 
into a false sense of security while the disease spreads. 

Much more can be accomplished by the legislature toward the curbing of 
inflation through the curtailing of unnecessary spending and the elimination of 
subsidies and price supports which are among the true causes of inflation. The 
price increases which the O’Mahoney bill and the Reuss bill would investigate 
are merely the symptoms of inflation. Let’s stop looking at symptoms and look 
instead at the causes. 

A program of systematic reduction in governmental expenditures can only 
be developed by statesmen with high principles, never by pressure prone politi- 
cians. It is my sincere hope that I may find you alined with the statesmen in 
matters of fiscal policy and in opposition to meddling with the economic processes 
of American business and industry. 

I respectfully request that this letter be included as a part of the official 
record of the hearings of the Senate Antitrust and Monopoly Subcommittee so 
that it may be registered as a protest against the provisions of the O’Mahoney 
bill. 

Very truly yours, 
ALBERT W. SULLIVAN. 


BURLINGAME, CALIF., April 28, 1959. 
Hon. Estes KrErauver, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 

Dear Stir: I am impelled to object to the peacetime price controls threatened 
by the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263). The adoption of 
these bills would impose unworkable peacetime controls which would appear 
to change the entire concept of our free enterprise system. 

In the event that such controls were put into effect, it would mean the usurping 
by some Government agency of certain fundamental management prerogatives. 
Each company and each industry should and must retain the unmanacled man- 
agement prerogatives of raising or lowering prices to cover costs of men, mate- 
rials, and machines and return a just profit to stockholders. Only modern 
informed management is in a position to intelligently interpret sound price 
policies in their respective fields. Disclosure of confidential records for purt- 
time “experts” to distort could only be in the interest of persons having selfish 
motives. 
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Economic controls labeled “emergency” tend to become permanent and lead 
the country into a deeper Government-controlled economy. The subcommittee, 
I hope, will consider very seriously the broad scope of companies and industries 
which would be encompassed by the terms of these bills. Small companies, I 
believe, would be compelled by the forces of competition to keep their prices 
competitive with those of the larger low-cost producers. Also to be considered 
is the cost of the establishment and maintenance of the complex machinery 
which is to administer and enforce a law which appears to be another “noble 
experiment.” Another regulatory body in Government will add to inflation, 
spread conflicting and confusing directives and be a waste of manpower. 

The enactment of the O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) 
will not solve inflation, which is a result rather than a cause. The causes of 
inflation in my opinion are high cost of Government spending and the high cost 
of labor. World conditions, of course, justify higher than normal Government 
spending ; however, higher wages can only be justified to the degree warranted 
by increased production per man-hour. This, as you know, has not been the case. 

If these bilis are enacted into law, I feel certain that labor-management bar- 
gaining tables will also be doomed by similar Government controls for the 
obvious reason that no industry or business can possibly grant wage increases 
without prior Government approval of its prices. 

Your committee can make this study well worthwhile if they will attempt to 
ferret out the true major causes of the inflation and formulate recommendations 
as a basis for overcoming the cause. The results will be self-correcting. Please 
give my observations your unbiased consideration. Also, please make this letter 
a part of the official record of the subcommittee hearing. 

Very truly yours, 
JouHNn E. SULLIVAN. 


DaLLas, TEx., April 22, 1959. 
Hon. Esters KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 

Sir: I am unalterably opposed to Senate bills S. 215 and 8S. 1237 as well as 
House bills H.R. 4934 and H.R. 6268 and any other proposed legislation of a 
Similar nature. 

Senate bill S. 215 is wrong in the premise that “a few dominant corporations 
have control over . .. the price of basic commodities” and, therefore, everything 
that follows must be wrong. 

To me, and to all with whom I have discussed this matter, the founders of our 
great country never visioned this type of control over any segment of the country’s 
industry, especially, in peacetime. In my own opinion, no type of legislation 
could be proposed which would be more gleefully applauded by the Communists 
than legislation of this type; it can destroy our country much more rapidly and 
thoroughly than any tactics employed to date by Communists. 

It is this type of class legislation, together with the discretionary powers 
granted to the Federal Trade Commission, which can ruin free enterprise and 
stymie the growth and prosperity of our country. 

I urge you and those receiving a copy of this letter to oppose this legislation 
with all of the vigor and force at your command. 

I will appreciate your incorporating this letter as a part of the official record 
of the subcommittee hearing in order that other Senators may have an oppor- 
tunity to see same and know of my opposition. 

Yours very truly, 
RAYMOND SULLIVAN. 


SUNKIST GROWERS, 
Los Angeles, Calif., April 29, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Senate Antitrust and Monopoly Subcommittee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: It is my understanding that your subcommittee has 
been holding hearings on S. 215 by Senator O’Mahoney and H.R. 6263 by Congress- 
man Reuss. The purpose of this letter is to express complete agreement with 
the objective of controlling inflation, but to express violent disagreement with 
this method of approaching the problem. 
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You will recognize, of course, that comments made by an individual are neces- 
sarily predicated upon the background and experience which he has accumulated 
in his own business career. Naturally then, the viewpoint expressed in this 
letter is that of an agricultural marketing association that handles only fresh 
citrus fruits and the products that are made therefrom. 

As I read the provisions of 8. 215, we would have a condition of complete un- 
certainty and chaos in the marketing of citrus fruits. This is an area in which 
the laws of supply and demand establish a price in the marketplace in perhaps as 
pure a form as is found in our economy today. Prices are changed not only from 
week to week but from hour to hour, depending upon the peculiar combination 
of supplies available and demand factors which are predicated even upon such 
seemingly extraneous matters as the temperature in the market on the given day 
of sale. Obviously a waiting period of 30 days would cause complete disruption 
to a historical pattern of marketing which has been established over the span 
of half a century. 

I sincerely believe that the Congress of the United States would not be party 
to any such proposal. It would be my guess that lack of information might cause 
precipitous action that would bring about these undesirable and unwarranted 
results. If this letter serves the purpose simply of alerting you and members of 
your subcommittee to this possibility, I would conceive that it has not been 
written in vain. 

May I also request that this communication be made a part of the official 
record so that it will be available for all of those who are charged with the 
responsibilities of legislating in our Nation’s Capitol. 

Very truly yours, 










































ALLEN F. MatTuer, Counsel. 


RipGewoon, N.J., April 21, 1959. 
Re Bills 8.215 and H.R. 6263. 

Hon. Estes KEravuver, 

U.S. Senate, Washington, D.C. 


Dear Sir: My review of the two captioned bills indicates nothing more than 
that you are fostering “more and better creeping socialism.” 

Price controls of any type are in direct contrast with the basic concept of 
free enterprise which made this country the great nation that it is. 

If you propose to control prices then you may as well go the whole way and 
advocate control of materials and services in every aspect of the free American 
economy. 

I am in direct opposition to your work and your proposals and sincerely hope 
that both these bills meet with a positive defeat. Please make my letter an 
integral part of the official record of your subcommittee hearings so that my 
opposition may be properly registered. 

Yours truly, 
RicHarp A. SWANSON. 












TALON, INC., 
Meadville, Pa., April 24, 1959. 
ANTITRUST AND Monopo.y SUBCOMMITTEE 
OF THE SENATE JUDICIARY COMMITTEE, 
Washington, D.C. 
(Attention: Hon. Estes Kefauver, Chairman. ) 


GENTLEMEN: This letter is written in connection with the price notification 
bill S. 215, proposed by Senator O’Mahoney. We are opposed to this bill for 
the following reasons: 

(1) It is arbitrary, capricious, and discriminatory, and does not apply uni- 
formly to all persons and/or firms engaged in the business of any specific 
industry affected by the proposed legislation, and consequently does not afford 
equal protection or application of the laws to all concerned. 

(2) It will not, in effect, curb inflation but on the contrary would have the 
opposite effect. 

(3) It prevents or at least restricts the operation of the natural law of supply 
and demand. 

(4) It would increase the operating costs of any corporation which meets 
the arbitrary test with respect to the amount of its capital, surplus, and un- 
divided profits. 
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(5) It would initiate the principle of full Federal control and regulation 
of pricing, which is contrary to the American system of free enterprise. 

(6) It fails to give proper effect to many inflationary factors, notably among 
which is the contiuing rise of wage costs. 

(7) It would be harmful to small companies who are in no competitive 
position to increase prices during the interval a large competitor is undergoing 
public hearings to justify his proposed price increase. 

(8) It fails to provide that labor unions give notice of intent to bargain 
for increased wages and to be subjected to public hearings on such matters, 
as an anti-inflationary factor directly connected with and related to the subject 
matter of the proposed bill. 

(9) It would further increase the cost of operating the Federal Government, 

To illustrate the effect of this proposed legislation on the slide fastener 
industry, we will set forth an example of its effect on Talon, Inc. 

Our company is One engaged in a line of commerce in which 50 percent or 
more of the total dollar annual sales are made by eight or fewer companies, 
The remaining sales are made by some 150 (more or less) small companies. 

Our industry is highly competitive, to the extent that the larger manufac. 
turers are unable to earn a reasonable profit because of ever-soaring labor 
and material costs. For the past several years it has been impossible for Talon, 
Inc., to effect any price increases whatever to offset these increased costs 
because of prevailing competitive conditions. As an indication of the extent of 
this competition our unit revenues today are 35 percent less than they were 
in 1941, before World War II. Yet raw material costs and wage rates have 
increased substantially. 

In our product lines we carry approximately 2,200 standard stock items, 
with as many as 9,000 to 10,000 different product combinations requested each 
year. Our product line consists of at least 200 different styles of fastener 
types, without giving effect to tape colors, lengths, and metal finishes, and with- 
out taking into account the so-called special request orders which specify un- 
usual combinations. Prices for these various zipper items are determined from 
a base price, to which extras are added to cover the increased cost of the 
special or unusual combinations requested by the customer. 

If companies are denied the opportunity to raise prices to absorb legitimate 
increases in material and wage costs, where such increases can be made com- 
petitively, there is serious danger that such companies would incur losses that 
eventually would force them out of business. This would be particularly true 
in those industries where the profit margins are already dangerously low. 

It is obvious that the requirement of a public hearing under the proposed 
legislation would compel the larger corporations to employ legal counsel and 
possibly other experts, and would impose unnecessary demands upon the time 
of officers and key employees, thus increasing the costs of doing business, which 
in the normal situation should be reflected in increased prices, if obtainable. 
Therefore, it is our conviction that inflation would not be curbed but would 
be encouraged if the proposed legislation were enacted. The natural conse 
quences of such legislation would result in increased Government expense and 
ultimately higher taxes. 

Finally, we deplore any form of legislation which would further inject 
Government into private business. 

We respectfully request the committee’s permission to file these statements 
for inclusion in the record. 

Yours very truly, 
F, C. Layne, Vice President-Secretary. 


TENNESSEE ARMATURE & ELectric Co., INC., 
Knoaville, Tenn., April 28, 1959. 
Hon. Estes KEFAvuver, 
U.S. Senate, Washington, D.C. 


Dear Estes: I understand that your committee has started hearings on the 
O'Mahoney bill (S. 214), also, the Reuss bill (H.R. 6263) and I would like for 
you to know that I am opposed to both of these proposed bills. I have been 
informed that these bills would require certain business firms to notify the 
Government of price increases 30 days in advance, and to justify the proposed 
increases in public hearings. 
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As you probably know, I have operated this small business enterprise in 
Knoxville for 35 years, and believe me it has certainly been a problem for us 
to show between a 3 and 4 percent net profit in the past few years. I am sure that 
a lot of small businesses are having the same trouble of making a profit, and if 
a large business is unable to raise their prices, the small businesses cannot 
raise their price and stay in business. 

Due to the annual demand by labor for increases, it has put the small business- 
man in a position where he could not pass these increases on to his customers 
equal to that of the increases imposed on him, and we have had to absorb a 
large percentage of these wage increases in our overhead, which has steadily 
reflected on our margin of profit and if not curtailed we will have no profit to 
absorb these increases. 

I am sincere when I say that the present highly competitive field in practically 
all goods marketed will certainly hold their prices down; but what we should 
all be worried about now is, our pricing ourselves out of the world markets. 
In recent years our foreign neighbors have made very rapid inroads, especially 
in textiles, automobiles, and electrical equipment, and unless our labor leaders 
and politicians wake up to the fact that due to our high production we cannot 
consume in this country what we produce, it will eventually end in serious 
unemployment and bankruptcy for many businesses. 

I hope you will make this letter a part of the official record of your sub- 
committee. I am also sending a copy to Congressman Baker so that he will 
know my feelings about these bills. 

Sincerely yours, 
W. GARDNER HorrMan. 


ELM GRovE, WIs. 
Senator Estes KEFAUVER, 


Washington, D.C. 


DEAR SENATOR KEFAUVER: It is my understanding that you are chairman of 
the Antitrust and Monopoly Subcommittee of the Senate Judiciary Committee. 
As such, I would like to express my views and opposition to the proposed 
O’Mahoney bill (S. 215). 

In the first place, in my opinion, this is just another step toward socialism. 
Price control by price surveillance is still price control, and I do not believe 
the Government should be meddling in private business. Economic controls 
are a danger to our economy. Controls of all types are steps in the direction of 
a Government-controlled economy which I do not believe in. 

We all know that economic controls have never worked for any length of 
time. I can well remember that during World War II controls broke down 
and please remember that these were put in with special appeals to patriotism. 

I do not believe controls of this nature are effectual in fighting inflation. 
Price controls do not reach the sources of inflation, they deal only with the 
symptoms. It has been proven in other countries that direct controls did not 
prevent price rises even with severe penalties, 

Also, these controls do exact a heavy toll on our resources. Compliance with 
a flood of reguiations—many of them conflicting and confusing, involves tremen- 
dous costs in manpower, money, and diversion of resources. These costs hurt 
the taxpayer, the consumer, the businessman and the entire economy. 

Controls do not permit the present price system to perform its important 
function of distributing goods and guiding production. They result in inequities 
between products and between industries. They reduce and eventually eliminate 
the price flexibility which allows the consumer to direct what is produced, and 
where growth should take place. 

I would greatly appreciate if you would make this letter a part of the official 
record of the subcommittee hearings. 

Yours truly, 


J. C. THOMPSON. 


Orem, UTAH, May 18, 1959. 

Hon. Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 

Dear SENATOR: I wish to register my opposition to the O’Mahoney Dill 
(S. 215) and the Reuss bill (H.R. 6263) now in consideration before your 
committee, and request that you make this letter a part of the official record 
of the subcommittee hearings. 
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My objections to the aforementioned bills are as follows: 

1. The provisions of these bills are directed against price flexibility, and 
attempt to transfer price decisions from the marketplace to the political arena, 

2. The application of sections 9 and 10 of the Federal Trade Commission Act 
to price increase hearings, granting subpena power regarding the books, papers, 
and other documents of corporations would mean a public disclosure of confi- 
dential information. This information, quoted piecemeal, could provide much 
misinformation detrimental to the industries involved. The disclosures at 
public hearings would, of course, be extremely revealing to competitors of a 
company involved in the hearings. 

3. The attempt to police industry under present world conditions is suicidal, 
Price increase hearings would result in expensive delays before decisions could 
be made, and add a nonproductive cost to the product. 

When price fixing is universal, covering all commodities, we have socialism; 
and the O’Mahoney and Reuss bills have that flavor and should be strongly 
opposed. 

Yours respectfully, 
JAMES F’, THOMPSON. 


OLMSTED FALLs, On10, April 30, 1959. 
Re O’Mahoney Bill (S. 215). 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 


Dear Srr: I wish to voice my strong opposition to the price-surveillance 
proposals covered by the O’Mahoney bill. It is a direct threat to a free Ameri- 
can enterprise and it is my belief that it would have an adverse effect on the 
Nation’s economy. 

Will you please make this letter a part of the official record of the subcom- 
mittee hearings. 

Very truly yours, 
ALFRED I. Toms. 


Tue Toor Steet Gear & PINION Co., 
Cincinnati, Ohio, April 21, 1959. 
Senator Estes KEFAUVER, 
Senate Office Building, 
Washington, D.C. 


Dear SENATOR KEFAUVER: I understand that the Senate Antitrust and Monop- 
oly Subcommittee, of which you are chairman, is about to hold hearings on 
S. 215, known as the price notification bill. 

I wish to make an emphatic protest against committee approval of this bill 
and against its passage as a law. Regardless of whether or not the provisions 
of this bill would directly affect our company, all companies, whether large or 
small, would be most seriously hampered and adversely affected in their opera- 
tions, either directly or indirectly. The whole function of marketing, which 
includes the pricing of goods, is frequently a complicated problem for most 
companies and industries and the timing of changes in price schedules is often 
a very important element. If a large segment of industry is required to notify 
the Government and be subjected to a long delay of public hearings to justify 
price increases before making them effective, such procedure could not only be 
damaging to those industries but would adversely affect a multitude of smaller 
companies or industries which use the product of the larger companies and 
would be seriously hampered in their own pricing through the long delay 
involved. 

The successful operation of any business today is constantly becoming more 
complicated and difficult. Much of the difficulty stems from the growing inter- 
ference by Government in the economic field through legislation which is fre- 
quently ill-advised and often punitive. The strength and growth of our Nation 
ia the past has been largely due to our system of free enterprise. But if the 
approval of Government as a third party to all business transactions is to be 
imposed on all industry, then enterprise will soon be free no longer and the 
Russian Communists will have accomplished their desires to abolish our 
capitalistic, free enterprise system. 
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It is my sincere belief that your committee can render no greater service to 
American industry, particularly to all small business, than to disapprove this 
iniquitous bill. 

I respectfully request that this protest be presented to your committee and 
made a part of the record. 

Sincerely, 
Leroy Brooks, Jr., 
Chairman of the Board. 


MONONGAHELA, PaA., April 23, 1959. 


Re O’Mahoney bill (S. 215), Reuss bill (H.R. 6263). 
Senator Estes KEFAUVER, 
Senate Judiciary Committee, Washington, D.C. 

Dear Senator: The nature of the above and other similar legislation pending 
before the Senate Judiciary Committee has been recently brought to my attention. 

Captioned legislation, regardless of how it is expressed, is a step further 
in the elimination of freedom and the American way of life in that it institutes 
a governmental control over a segment of the American business system. Now 
Senator, freedom, like pregnancy, is an absolute thing; one cannot be a little 
bit free nor a little bit pregnant—it is either one or the other. 

Please express my opposition to captioned legislation and make this protest 
part of the official record of the subcommittee hearings. 

Yours truly, 
O. W. Truax. 


TUBULAR Rivet & Stup Co., 
Quincy, Mass., May 8, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


Dear SENATOR: We take this opportunity to voice our opinions regarding the 
0’Mahoney bill to assist you in your important role as a legislator. 
We are concerned about the compulsion to disclose confidential figures and 


information at a public hearing. 
petitors and damaging to us. 

The bill does not clearly define lines of commerce nor does it indicate the 
scope of its application. If our interpretation is correct, the smaller com- 
panies having less than $10 million of net worth could not increase their prices, 
while price changes of larger companies were held up. It certainly would not 
induce a manufacturer to reduce his price knowing he could have trouble when 
it was necessary to increase it. 

We, at the Tubular Rivet & Stud Co., are violently opposed to legislation that 
permits peacetime price controls. Our experience with wartime price controls 
was one we cannot forget. 

We request you to make this letter a part of the official record of the sub- 
committee’s hearings. 

Very truly yours, 


This could be very enlightening to our com- 


HERBERT FB). MURRAY, 
Director of Labor Relations. 


TYLER EQUIPMENT CorpP., 
Hast Longmeadow, Mass., May 19, 1959. 
Hon. Estes KEFAUVER, 


U.S. Senate, Washington, D.C. 

Str: Reference is made to bill S. 215. 

We are not in favor of the bill for the following reasons and will appreciate 
your placing this letter in the record of hearings. 

1. Price notification in our opinion is simply another form of Government 
price control. 

2. In a free enterprise such as ours, prices must be free to move up and 
down according to demand and various cost factors including those by unions 
for wage increases and payments to their welfare and retirement funds. 

3. It is also our opinion competition is a major factor in keeping prices at 
their minimum and any concern who overprices their merchandise soon finds 
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out they either must make an adjustment in them or price themselves out of 


















































business. fe 

4. If the Government is going to impose a restriction on price increases by a 
corporations, it should also impose a restriction on unions requesting wage 
and fringe benefit increases. c 

Very truly yours, cé 

M. Brooke TYLER, Jr., pl 

Assistant Treasurer. its 

Tyer Russer Co., th 

Andover, Mass., April 29, 1959. 

Hon. Estes KEFAUVER, A 

Chairman, Senate Antitrust and Monopoly Subcommittee, co: 
Judiciary Committee, 

Washington, D.C. C0 

DEAR SENATOR KEFAUVER: This is a protest against approval of proposed price bu 
control legislation known as 8. 215. Please make this letter a part of the record 
of the hearings on the bill. 

Our company is one of the smaller units in the rubber industry, employing 
about 1,000 people in the town of Andover which has a population of some- 
thing under 20,000 people. Many of our products, particularly rubber and 
canvas footwear, compete directly with the United States Rubber Co. and the 
B. F. Goodrich Co., which together manufacture more than 50 percent of the He 
rubber and canvas footwear manufactured in this country. We also compete Ch 
with scores of other companies of which many are larger and some smaller than Ser 
ours. Obviously, no one of the smaller companies can charge more for a certain We 

° product than one of the larger companies for a similar product. Furthermore, I 
since the larger companies can afford to advertise nationally they can build up | 4re 
an acceptability of a trade name on the part of the public which normally will | nat 
enable the large company to sell at prices higher than those of the smaller | ist 
competitors. H 

Under the above-described conditions, it would obviously be a tremendous § Visi 
hardship for a smaller company to be in a position where it could not raise its | wh! 
selling prices, or any selling price, if the larger competitor were engaged in a § Pro 
long drawn out hearing in an attempt to justify its own price increase. 0 

Enactment of legislation such as S. 215 would call for the expenditure on the — Wwe 
part of industry of a tremendous amount of time and money simply in order f 2ew 
for the companies to be in a position to present their cases at FTC hearings, J Pric 
and would also necessitate the Government’s adding an army of employees in J ©ons 
order to administer the law. Even* worse, however, would be the forcing of | Tate 
industry to operate in a goldfish bowl completely at the mercy of labor leaders | Posi 
and publicity seekers. Under such conditions the public would certainly be dis- 8 
couraged from investing in business expansion which is necessary if we are} free 
to have sufficient job opportunities. Furthermore, it seems obvious that any Prof 
attempt to control prices would demonstrate that no such control can be exer. f ite 
cised without also exercising control over wages and other pressure areas which f ™arl 
cause price increases. Tess 

The final result of such legislation would be either its complete abandonment Py 
followed by a violent price adjustment period, or the constant addition of factors} Jobs 
to be controlled, including wages, in order for the price regulating features to be} 48 a1 
effective. The latter course would place our economy in a straitjacket and,} ves 
perhaps fatally, handicap our industries in their battle to compete with Com- | ©ome 
munist countries. comp 

My associates and I sincerely hope that this proposed legislation will not be Ad 
enacted. price 

Very truly yours, reflec 
W. E. Brier, President. If 
This 
THE UNIVERSAL WIRE SprINnG Co., by th 
Bedford, Ohio, April 21, 1959. | Profit 
Hon. SENATOR ESTES KEFAUVER, ard o 
Chairman, Antitrust and Monopoly Subcommittee, ines 






Senate Judiciary Committee, 
Washington, D.C. cost 
My Dear SENATOR KeFravver: This company is strongly opposed to enactment try ar 


of any legislation such as the O’Mahoney bill on which your committee will know 
soon hold hearings. 
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out of We are against peacetime controls of prices, it is bad enough in wartime. We 
feel that Government interference in the price field will have a bad effect on the 

ases by economy for many reasons. 

g wage As a small company, we know that even though the bill may be aimed at large 
companies, it will affect small companies as much or more. A small company 
cannot get needed price increases at times when big companies have not raised 
prices. 

a It is palpably unfair, as in the Reuss bill, to require a company to disclose 





its books and vital data in public for the advantage of its competitors and for 
the use of labor leaders in collective bargaining. 

It is contended the legislature action is needed so as to control inflation. 
Actually, the basic causes of the necessity of price increases must rather be 
controlled. 

We urge that you make this letter a part of the official record of your sub- 
committee hearings. We sincerely feel that for the good of all in this country, 


business, labor, and the consumer, it would be a mistake for these bills to pass. 
Sincerely yours, 






0., 
, 1959. 







sed price 
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CHESTER A, THOMPSON, 













mmploying Chairman of the Board. 
wie “ans Untrep States Russer Co., 
». and the New York, N.Y., May 22, 1959. 





Hon. Estes KEFAUVER, 









nt = ber Chairman, Antitrust and Monopoly Subcommittee, 

ail r no Senate Judiciary Committee, 

ra centele Washington, D.C. 

rthermore, My Dear Senator KEFAUVER: The emphasis which you and your associates 





n build up 
mally will 
he smaller 


are placing on inflation as a national problem is commendable. Except for 


national defense I believe that the first responsibility of a Federal Government 
is the integrity of its currency. 


However, from my study of Senate bill S. 215, I believe sincerely that its pro- 










yremendous visions represent the most serious threat to the economic welfare of our people 
ot raise its which has appeared for many years. This belief is so strong that I am 
gaged in a prompted to express my views. : : : 

ase. Our major economic objective is more real growth without inflation. What 





we need is a more attractive profit incentive, more investment in research and 
hew plants, wage levels more in keeping with gains in productivity, a free 
pricing policy in a competitive market, greater physical volume of output and 
consequently a higher base from which to obtain needed tax revenue at lower 
rates. In my opinion the provisions of S. 215 would operate in just the op- 
posite direction, as explained below. 

§. 215 would lessen the profit incentive, and profit is the dynamic force in a 
free enterprise economy. Considerations of price and profit are inseparable. 
Profit has a vital function to perform in the interest of all people. Government 
interference with complete freedom to establish lawful prices in a competitive 
market will certainly reduce the profit motive on which we must rely for prog- 
ress under free enterprise. 

Provisions of S. 215 would tend to reduce employment. The number of new 
jobs available depends in large part on retained profits, and profits in prospect 
as an incentive to assume the risk of capital investment. It takes an average 
investment of $16,000 to create a single job. If any apparent benefit should 
come from a Government curb on free pricing, it would be temporary and small 
compared to the depressing effect on employment. 

Adoption of S. 215 would raise prices. Free competition produces the lowest 
prices. Any arbitrary restriction of free pricing would result in a price not 
reflecting the forces of competition, a price higher than would otherwise prevail. 

If S. 215 were enacted it would reduce the incentive to invest in research. 
This is a real danger. Industry is spending record sums on research inspired 
by the prospect of profit. New products to be really effective represent two 
profits, one to the manufacturer and another to the user in increasing his stand- 
ard of living. And the expenditures called for in the making of new products 
represents a new investment in new jobs. 

Tendency toward cost plus pricing would be a logical outcome of S. 215. 
Price publicity would logically turn toward discussion of price in terms of 
cost. This would inflict the bureaucratic hand of cost plus pricing on all indus- 
l to enactment try and retard product research. From its own experience, Government should 
ommittee will know the dire consequences of cost plus pricing. 
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Price publicity would produce price rigidity. Difficulties or delays in posting 
price increases would defer price reductions, when such reductions might be 
warranted under free competitive conditions. Rather than price rigidity we 
need price flexibility. The current practice of regular, periodic wage increases 
has deterred the lowering of selling prices by reason of the fact that every 
resource must be conserved to meet the demands of monopolistic labor unions, 
Price publicity would do the same. 

Limitation of freedom in pricing interferes with the important functions 
which prices perform. When demand exceeds supply, selling prices tend to be 
firm and the manufacturer feels optimistic enough to expand his facilities, and 
his employment. If supply becomes excessive, lower prices in a free economy 
promptly stop production. S. 215 would deter the lowering of prices and thus 
interfere with the most efficient allocation of production effort; it would not 
turn off the production spigot soon enough. Having to keep one eye on the 
effects of S. 215 introduces a new cost-price element in business which is bound 
to be inflationary, rather than otherwise. 

Product quality is involved. Rather than try to convince a Government 
agency that a price increase is justified, there is an invitation to avoid it by 
reducing quality or deferring new features. Both are the equivalent of higher 
prices, and are inflationary. 

Cost of administration would be substantial both to Government and to 
indusrty. Price publicity based on anything but superficial information would 
require an organization similar to that for price control. We know the huge 
eost of price control on standard articles during wartime. ‘This problem is 
small compared to what the provisions of 8. 215 would create. These costs 
to both Government and industry must raise prices, one in the form of taxes 
or inflation, the other directly as an increased cost of doing business, which as 
a matter of fact the consumer will pay. Thus administration of the law itself 
would contribute to inflation. 

Whatever its intent, S. 215 is a “foot in the door” approach to price control 
legislation. It was well established in World War II that there is no such 
thing as limiting price control to a defined area. The same applies to the 
impact of price publicity. Whatever effect the provisions of S. 215 might have 
on pricing of selected major companies, it would carry over to competitors, 
large and small. If S. 215 prevented justifiable price increases, smaller or 
weaker competitors would be confronted with a choice of liquidation or merger, 
either of which would increase concentration, a condition to which I do not 
believe you wish to contribute. 

If S. 215 were enacted, I do not believe its stated objective would be accom- 
plished. And, rather than admit failure in this field, I am afraid it might 
lead to legislation for real price confrol, which would necessarily mean wage 
and salary control as well. This would be the end of our economic system, our 
standard of living, and our form of free government. 

I believe that S. 215 is based on incorrect assumptions which should be 
reexamined. Constant reference is made to “administered prices,” with the 
inference that they produce inflation. I have never seen a clear definition of 
“administered prices.” If prices are fixed contrary to law, the remedy is 
already available. In any case, there should be demonstrable evidence that 
free pricing polices produced inflation. We cannot afford to jeopardize the 
benefits of the free enterprise system by attempts to solve a nonexistent prob- 
lem. I am sure you would agree that mere uniformity of price is not in itself 
evidence of lack of competition. More likely it is evidence of extreme compe 
tition. In the rubber industry we are keenly aware of this. For example, a 
few years ago truck tire prices were forced down to a level of 10 percent dis- 
counts from list prices with manufacturers still preferring to take a current 
loss rather than lose their share of the market. 

Finally, I raise a simple question of equity. Would it be proper for a 
Government agency to make public statements about the proposed prices of any 
company without full disclosure of all facts developed by due process of law, 
with privilege of cross-examination? This would be costly, impractical and 
call for a disclosure of information which should not and need not be produced. 

I firmly belive the public interest requires that no action be taken on S. 215 
and I respectfully request that this statement of my opinion be made part of 
the official record of the hearings on S. 215. 

Respectfully yours, 



















H. EB. Humpnreys, Jr., Chairman. 
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UtaH JAyYores, UTAH JUNIOR CHAMBER OF COMMERCE, 
Salt Lake City, Utah, May 1, 1959. 
Re S. 215, H.R. 6263. 
Senator KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Office Building, 
Washington, D.C. 

Dear SENATOR: Would you kindly make this letter part of the official record 
of the Antitrust and Monopoly Subcommittee hearings on bills 8. 215 and H.R. 
6263 opposing the adoption of these two bills. 

As a State officer in the Utah Junior Chamber of Commerce an organization 
which believes that “Economic justice can best be won by freemen through free 
enterprise” the writer feels that he should voice a strong and urgent opinion 
against the passage of laws which limit the freedom of men or enterprises which 
these laws certainly do. 

Economic controls is like treating appendicitis with painkiller drugs, they 
are dangerous, they have never worked for any length of time, they are ineffectual, 
they are costly to our resources, and they curtail getting at the actual cause of 
the trouble. The delay may be as fatal to our economic system as it would be to 
a patient. 

The monopoly subcommittee is hereby urged to look more closely at the mo- 
nopoly which is now being imposed on our most valuable products, that of our labor 
market, and legislate laws that will keep this market competitive and not dis- 
criminate against those who do not happen to belong to a very few monopolistic 
organizations which control the labor market. 

Thank you for your kind attention. 

Yours very truly, 
JAMES C. SANDBERG. 


WAUKEGAN, ILL., April 20, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


DEAR SENATOR KEFAUVER: Being a business leader in the State of Illinois 
I have become greatly concerned with the Senate Antitrust and Monopoly Sub- 
committee, of which you are chairman, and the hearings you will participate 
in starting April 23, 1959, on the O’Mahoney bill (S. 215). 

Having put much thought into the end result of the enforcement of such leg- 
islation in this country I wish to express a strong protest against this bill which 
would require certain business firms to notify the Government of price increases 
30 days in advance, and to justify the proposed increases in public hearings. 
I also wish to express a strong protest against the Reuss bill (H.R. 6263) which 
provides for public hearings on price increases. My reasons for making a pro- 
test against these proposed bills are as follows: 

1. Price control legislation cannot stop inflation because inflation causes 
cannot be stopped by treating symptoms, although prices may reflect inflationary 
forces they are not the primary cause of them. 

2. American businessmen will be reluctant to reduce prices because once they 
are reduced and later found necessary to raise again they would be subject to 
public hearings investigation which the majority of businessmen would find 
most undesirable for many reasons too obvious to mention at this time. 

8. The disclosures of books, papers, and other documents at such public hear- 
-_ would be extremely revealing to competitors of a company involved in the 
learings. 

4. The enactment of such legislation would make our whole economy less 
flexible due to the delayed changes in prices to reflect changes in market and 
cost conditions. The waiting period prior to price changes would tend to make 
people hoard and push our buying patterns into incomprehensible peaks. 

5. All businesses are subject to supply, demand, cost factors, and pressures of 
competition from other industries; therefore we have no industries which can 
be categorized as so-called administered price industries. 

6. Such legislation would take the price decision making from the business- 
man, who knows better than anyone else what price is necessary to operate a 
business effectively, and place it in the “political football” arena. 
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I am requesting that you make this letter a part of the official record of the 
Senate Antitrust and Monopoly Subcommittee hearings starting April 23, 1959. 
Thank you. 
A eoncerned U.S. citizen and businessman. 
Irvin B. UTER. 


CHARLEROI, Pa., April 22, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR KEFAUVER: I have reviewed the provisions of the O’Mahoney bill, 
§. 215, and I wish to go on record that this bill should never be passed. 

The very foundation of the United States is based on free enterprise, and there 
are those of us who guard this freedom very jealously. It is my opinion that a 
bill of this type is leading us into State control faster than is necessary. 

Price controls on the steel industries would only have a curtailing effect on 
the production of steel. You will recall that during World War II, price con- 
trols proved very ineffectual. The problem of inflation should be attacked at 
the source rather than through methods which have proved to be inefficient. 

I would like to have this letter as part of the official record of the subcom- 
mittee meeting. 

Yours truly, 
BrRuUNO VEZZANI. 


W. A. LAIDLAW WIRE Co. 
Monaca, Pa., May 4, 1959. 
Senator Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


DeAR SENATOR KEFAUVER: I would like to go on record as unalterably opposed 
to the O’Mahoney bill (S. 215) as well as the provision of the Reuss bill (H.R. 
6263). Although the companies which I manage are small, and in all prob- 
ability would not be directly affected by the provisions of either bill, it is my 
feeling, as well as that of our associates, that the economic controls proposed are 
neither sound nor workable, and present a threat to the economic life of 
our country. 

Sincerely yours, 
¥. N. Barnes, Vice President. 


P.S.—Please make this letter a part’of the official record of the subcommittee 
hearings. 


Nortusoro, Mass., April 21, 1959. 

DeAR SENATOR KEFAUVER: Having recently read Senator O’Mahoney’s bill 
S. 215, I feel it necessary to express some of my opinions on the subject. I 
strongly feel that the bill is both discriminatory and undemocratic. In my 
opinion the bill will do little, if anything, to control inflation, but will serve only 
to extend the tren dtoward a Government-controlled economy. 

Certainly this is not the American way of life. 

In my opinion the bill would require additional Government employees, added 
burdens for industry, both of a monetary and regulatory nature. Will these 
facts alone not tend toward higher costs? 

I am unalterably opposed to S. 215 and desire that my letter be made a part 
of the official record of the subcommittee hearings. 

Yours truly, 
CHANDLER WALKER. 


AUBURN, Mass, April 21, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, Washington, D.C. 
Dear Sir: Following are views with regard to the O’Mahoney bill (S. 215), 
and the Reuss bill (H.R. 6263) both dealing with proposed methods of price 
control by public examination of records, reasons and motives in a spirit smack- 
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ing of discrimination and coercion on the part of the National Government of the 
“land of the free.” I ask that this letter be made part of the official record of 
your subcommittee hearings: 

1. From the point of view that at least on the surface the bills are intended to 
pick and choose who shall be subject to the requirements of such bills, the spirit 
of the legislation is anti-American and discriminatory. 

2. From the point of view that they intend to interfere with our free economy 
by peacetime regulation, they compromise our long-standing and successful 
leadership as a disciple of free enterprise as contrasted with Soviet economic 
policy. 

3. From the point of view that they meddle with basic economic principles of 
supply and demand and the concomitant ebb and flow of sound pricing, they 
fly in the face of all we try to teach our young people of basic economics. 

4. From the point of view of their attempts to hamstring American corpora- 
tions with more regulation and consequent diversion of brain and manpower 
to another colossal drain on business efficiency and resources in maintenance of 
records and personnel to comply with official snooping, thus diverting our maxi- 
mum abilities from the struggle to compete with the increasing tide of foreign 
imports made with cheap labor plus American machines and know-how to under- 


sell us at home, the enactment of such bills would be a crime against patriotism. 
Sincerely yours, 



























VINCENT M. WALSH. 


DALLas, Tex., April 21, 1959. 
Hon. Estes KEFAUVER, 


Ohairman, Antitrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 
Washington, D.C. 


Sir: I have just reviewed a copy of the proposed Senate bill 215 and the 
companion provision in House bill 6263. I am deeply shocked that such a pro- 
posal would even be suggested at a time when there is an abundant supply of 
all goods and when the United States is not at war. In my opinion, this 
attempt to control the law of supply and demand is a further encroachment 
of free enterprise which has made this Nation the greatest in the world. 

I am opposed to a controlled economy which has desolated every country 
where it has been tried. . 

In a free economy, supply and demand and competition at home and abroad 
will control prices. History has proved at home and abroad that Government 
interference does not achieve the desired result. The enormous cost of addi- 
tional bureaus to supervise the administration and required compliance by 
business with regulations and recordkeeping will hurt the taxpayer, the con- 
sumer, the businessman, the entire economy. 

I urge you and the Congressmen to whom copies of this letter are sent to 
oppose these bills, and I ask that you make this letter a part of the official 
record of the subcommittee hearings. 

Yours very truly, 



















V. J. WATERS. 
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DALLAS, Tex., April 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antintrust and Monopoly Subcommittee, 
Senate Judiciary Committee, 


Washington, D.C. 


Sm: I have just completed a study of the proposed Senate bill 215 and its 
companion House bill 6263 and have come to the conclusion that it is another 
step toward controlled economy. Our past experience in controlled economy 
has created an extremely heavy tax burden without any beneficial results to 
the welfare of the people of our Nation. I oppose these bills; consequently, 
I shall appreciate your using your good office to prevent their approval. 

Please make this letter a part of the official record of the subcommittee hear- 
ings in order that other Senators may have an opportunity to see same when 
they examine the records of the hearings. 

Yours very truly, 















ELMER H. WESTFALL. 
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Mempuais, TENN., May 5, 1959. 

Dear Senator: After reading bill S. 215 I am writing you this letter in hopes 
you will do what you can to stop its passage. 

I think enactment of the O’Mahoney bill with the attendant publicity on manu- 
facturer’s prices, could deepen public misunderstanding of the role of distribu- 
tion in the marketing process. Also attacks made in Washington against a 
manufacturer who requested a price increase would on the local level be an 
attack on the wholesalers and retailers handling those products. 

Yours very truly, 
Henry WETTER. 


P.S.—Please make this letter a part of the record of the hearings. 


AUBURN, MaAss., April 21, 1959. 
Hon. Estes KEFAUVER, 

Chairman, Antitrust and Monopoly Subcommittee, 

Senate Judiciary Committee, Washington, D.C. 


Dear SENATOR KEFAUVER: I have recently read the O’Mahoney preprice in- 
crease notification bill S. 215 on which your subcommittee is soon to start 
hearings. I should like to make known to you my opposition to this bill for the 
following reasons: 

1. I believe it would seriously threaten our system of free enterprise and 
competition. 

2. In appears to me that this bill would in effect, result in Government 
controlled prices which have never been successful in combatting inflation. 

3. Price controls will eliminate or reduce consumer influence which 
rewards the company delivering the highest quality at the lowest price. 

4. I believe the proposed authority permitting the Federal Trade Com- 
mission to obtain confidential information from corportions is inconsistent 
with accepted fair business practice. 

5. I believe this bill would ultimately affect and harm small companies 
as much or more than large companies. 

I should appreciate it if you would include this letter in the official record of 
the subcommittee hearings. 

Very truly yours, 


Gorpon R. WHITTUM. 


DALLas, TEx., April 22, 1959. 
Hon. Senator Estes KEFAvUvVER, 
Washington, D.C. ' 


Dear SENATOR KEFAUVER: I feel strongly that price controls in peacetime 
are unnecessary and undesirable. I feel that they are dangerous to our free 
enterprise system and that they would be a step toward eliminating competitive 
markets. 

Therefore, I strongly urge you to oppose the O’Mahoney bill (S. 215) that 
would require certain business firms to notify the Government of price in- 
creases 30 days in advance, and to justify the proposed increases in public 
hearings. 

It is my understanding that the purpose of the bill is to combat inflation. 
Inflation is of great concern to everyone; however, I do not feel that it can 
be halted by dealing with symtoms. Prices reflect the inflationary forces but 
they are not the source. Actually, in my opinion, one of the greatest causes 
of inflation can be attributed to deficit spending by Government, which when 
financed by commercial banks, actually create more dollars to feed inflation. 

Economic controls are a potential danger to our economy and would lead 
us further toward statism. Compliance with control regulations requires added 
Government expense which can be paid only through taxes. It also results in 
added cost to business firms which must eventually be reflected in higher prices. 

I feel that the legislation proposed would discourage price reductions. It 
would appear that any company would be reluctant to reduce prices if it 
knew that any later price increase would be held up, subject to public hearing 
investigation. 

I am convinced that we enjoy a high standard of living due to the mass 
production of the goods we buy. When I was in grade school I learned that 
this country was able to prosper and grow because various groups of people 
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began to pool their resources to accumulate enough capital to produce goods 
in quantity on production lines. I would not like to see our high standards 
reduced by strangling the firms that make it possible. My greatest concern 
is for the jobs of the millions of people which are created by the firms from 
which we buy our products. 

I have mentioned only a few of the reasons that I am asking you to oppose 
the O’Mahoney bill (S. 215). I feel so strongly on this matter that I am ask- 
ing that you please make this letter a part of the official record of the sub- 
committee hearings on this bill. 

Yours very truly, 


Davi R. WHITE. 


ALAMO, Cattr., May 5, 1959. 
Hon. Hstes KEFravver, 
Senate Office Building, 
Washington, D.C. 


Dear Srr: The O’Mahoney bill (S. 215) and the Reuss bill (H.R. 6263) con- 
cerning price increases and hearings for same respectively, have come to my 
attention. It is may opinion that if control of inflation is the objective, neither 
of the bills will accomplish the desired result. The reverse might occur in 
increased Government costs to operate the required controls. Inflation starts 
long before final prices; with Government spending, labor costs, prices of pur- 
chased goods and services, equipment procurement and replacement, and many 
other factors. Prices are, therefore, the result not the cause, and I don’t believe 
we can long “cure” the result without at least trying to hold the line on those 
cost factors which are causes, such as the ones I mentioned. 

I am also concerned over the fate of the little corporations who will be com- 
petitively affected by the action, or lack of it, while the up to eight corporations 
are being investigated. If these bills pass, it might well be a “frying pan and 
fire” situation as to whether small corporations will find it beneficial to grow 
and come under price control, stay small and be noncompetitive, or go out of 
business. Such a climate would surely limit the economic growth and progress 
we have achieved out of free enterprise, in an uncontrolled business atmosphere. 

I will appreciate your making this letter a part of the official record of the 
subcommittee hearings. 

Very truly yours, 


W. G. WHITE. 






JoLiet, Inu., April 27, 1959. 
Hon. Estes KEFAUVER, 


Senate Office Building, 
Washington, D.C. 

Dear SENATOR: In my opinion the O’Mahoney bill presently under considera- 
ation by the Senate Judicary Committee is a direct infringement on the system 
of American business which has made the United States a powerful economic 
nation. Any control of this type would impair the whole system under which 
industry continues to grow and support the Government of the United States. 

I am unalterably opposed to the O’Mahoney bill and respectfully request that 
this letter be made a part of the official record of the subcommittee hearings. 

I would also ask that you record my opposition to the Reuss bill recently 
reported out of subcommittee to the full committee of the House Government 
Operations Committee. 

Sincerely, 


WILLIAM H. WILSON. 







Woop Bros. MANUFACTURING Co., 
Oregon, Iil., April 30, 1959. 
Senator Everett M. DIRKSEN, 
Senate Office Building, 
Washington, D.C.: 


I understand that hearings are now in progress before the Antitrust and 
Monopoly Subcommittee of the Senate Judiciary Committee on a measure re- 
quiring certain corporations to give advance notice of their intention to increase 
prices, and to allow Federal agencies to go over the books of the company and 
make public any information the agency decides to disclose. 
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Although we are a small company, and not likely to be directly affected by 
this legislation, I feel that this would be the entering wedge of price control and 
as such is very dangerous indeed. 

I have the feeling that people who are not in business fail to realize what a 
difficult task the successful management of a large industry is. To add to this 
great task of keeping afloat the additional burden of unreasonable government 
regulation and control prevents management from attending to the creative 
needs of business. This means that the Nation as a whole is deprived of untold 
quantities of goods and services which would be made available if this diversion 
of effort were not taking place. 

Pricing the product of an industry correctly is most difficult. Basically, I 
believe that business management is shortsighted if it doesn’t price competitively. 
On the other hand, the rights of private property are clearly violated if anyone 
is not allowed to price his property at any price he chooses. It is the Govern- 
ment’s place to see that free and open competition exists; it is not the Govern- 
ment’s place to try to tell individual businessmen how they should compete. 

I would appreciate your bringing my views to the attention of the subcom- 
mittee, Senator Dirksen, and you may ask the chairman of the subcommittee to 
make this letter a part of the record of the hearings if you wish. 


Keira S. Woon, President. 


Woopwarp Iron Co., 
Woopwarp, ALA., April 23, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Antitrust and Monopoly Subcommittee, Senate Judiciary Committee, 
Washington, D.C. 


Dear SENATOR: I have just reviewed the provisions of the O’Mahoney Dill, 
S. 215, and of the Reuss bill, H.R. 6263, which would require certain business 
firms to give the Government 30 days’ advance notice of price increases and to 
justify such increases in public hearings. 

The preamble to S. 215 states in part that “a few dominant corporations have 
control over the production, the distribution, and the price of basic commodities 
upon which all American economy depends.” 

The inference is plain that prices charged by these so-called dominant cor- 
porations are so exorbitant as to cause nationwide inflation. This is obviously 
untrue; otherwise, these dominant corporations would be earning exorbitant 
profits, and the record proves that this is not the case. 

The proposed legislation would remove pricing policies from the marketplace 
where they obviously belong and place them in Government where they obviously 
do not belong, and where price structures would be rendered more and more 
inflexible and less subject to supply and demand and healthy competition. 

We agree in principle that America must be economically strong and that 
this can best be accomplished through our free enterprise system. It is there- 
fore inconceivable to me that the Government of a people who believe in these 
principles should seriously consider such legislation as that referred to. 

How can our Government pay lip service to the promotion of a healthy and 
expanding economy and at the same time establish roadblocks to prevent industry 
from prospering in a free and competitive market? 

This proposed legislation does not deal with the causes of inflation but with 
the results of inflation. 

The trend seems plain. This legislation will inevitably lead to more and 
more regulation of industry. Industry will be caught between rising labor costs 
and an inflexible pricing policy. When the situation becomes intolerable, we 
will have socialization of industry and a planned economy. 

I trust that you and your associates and every patriotic American will give 
this proposed legislation the resounding defeat which it deserves. 

It is requested that you make this letter a part of the official record of the 
subcommittee hearings. 

Yours very truly, 
JoHN BE. Urquuart, Chairman of the Board. 
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LIST OF ADDITIONAL ORGANIZATIONS AND INDIVIDUALS WHO 
HAVE EXPRESSED VIEWS ON S. 215 


Opposen TO §. 215 


A. H. Wirt, Inc., H. W. Rowan, treasurer, Chester, Pa. 
A. M. Starr Net Co., Inc., Robert J. Starr, president, East Hampton, Conn. 
Adamson, John, Memphis, Tenn. 
Addis, Samuel R., Downe, Calif. 
Adleta Co., E. P. Miles, general manager, Dallas, Tex. 
Adsit, J. R., Rosiclare, Ill. 
Aitken, D. R., Maryville, Tenn. 
Alabama Dry Dock & Shipbuilding Co., E. J. Flynn, president, Mobile, Ala. 
Alabama Metal Lath Co., Inc., John S. Coxe, vice president, Birmingham, Ala. 
Albert, Robert J., Atlanta, Ga. 
Alexander, W. B., Atlanta, Ga. 
Allegheny Ludlum Steel Corp., 8S. A. McCaskey, Jr., secretary, Pittsburgh, Pa. 
Allen, Ralph E., Seattle, Wash. 
Alloy Products Corp., J. T. Atkinson, president, Waukesha, Wis. 
Alpha Portland Cement Co., Robert 8S. Gerstell, president, Easton, Pa. 
Aluminum Co. of America: 
M. B. Cazalas, Mobile, Ala. 
Richard 8, Stokes, Mobile, Ala. 
D. L. Branscome, San Francisco, Calif. 
Aluminum Fences Inc., Baltimore, Md. 
Aluminum Foils, Inc., Walter J. Baenziger, executive vice president, Jackson, 
Tenn. 
American Aggregates Corp., William C. Rhodes, secretary-treasurer, Greenville, 
Ohio. 
American Aluminum Window Corp., George Goodman, Malden, Mass. 
Association of American Battery Manufacturers, D. N. Smith, president, 
Philadelphia, Pa. 
American Encaustic Tiling Co., Inc., Malcolm A. Schweiker, president, Lansdale, 
Pa. 
The American Pad & Textile Co., L. M. Frawley, vice president, Fairfield, Calif. 
American-Standard (American Radiator & Standard Sanitary Corp.), Joseph 
A. Grazier, president, New York, N.Y. 
Amsco Solvents & Chemicals Co., Jos. J. Van de Ryt, president, Cincinnati, Ohio. 
Anderson C. R., Lafayette, Ind. 
Anderson-Bolds, Ine., R. O. Sords, Cleveland, Ohio. 
Anderson, T. F., Port Lavaca, Tex. 
Animal Trap Co., C. M. Woolworth, president, Lititz, Pa. 
Applebee-Church, Ine., C. F. Applebee and Walter B. Church, Atlanta, Ga. 
Arkansas-Best Freight System, Inc., R. A. Young, Jr., president, Fort Smith, 
Ark. 
Armentrout, M. G., New Kensington, Pa. 
Arnold, A. R., Fairview Park, Ohio. 
Arnold Lions Club, F. Corey, secretary, Arnold, Pa. 
Ashby, W. B., Strafford, Wayne, Pa. 
Ashton, William H., Cleveland, Ohio. 
Atchison, F. T., Maryville, Tenn. 
Atkinson, R. R., New Philadelphia, Ohio. 
Aungst, R. W., Lafayette, Ind. 
Aveo Manufacturing Corp., New Idea Division, C. W. Stoup, president, Cold- 
water, Ohio. 
Averill, Paul P., Twinsburg, Ohio. 
Avery, George F., Jr., New Kensington, Pa. 
B-I-F Industries, Inc., G. W. Kelsey, vice president, Providence, R.I. 
Bach, W. E., Prairie Village, Kans. 
Baird, Philip A., Jr., Willowick, Ohio. 
Bankers Utilities Co., Inc., J. A. Greer, secretary, South San Francisco, Calif. 
Banzett, Howard, Lancaster, Pa. 
Barnes, Jolles V., Buffalo, N.Y. 
Bartlett, M. D.; Chattanooga, Tenn. 
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Bartz, August L., Fort Worth, Tex. 

Baxter, T. L., New Kensington, Pa. 

Bay State Abrasive Products Co., Elden L. Auker, vice president, Westboro, 
Mass. 

Beates, J. M., Cleveland, Ohio. 

Beaver Tool & Engineering Corp., Joan S. Stoeker, Gaylord, Mich. 

Bebbington, Robert S., Hamden, Conn. 

Becker, Robert L., New Kensington, Pa. 

Bedell, H. J., Cleveland, Ohio. 

Bell, T. W., Memphis, Tenn. 

Bergen County Chamber of Commerce, William L. Seubert, executive vice presi- 
dent, Hackensack, N.J. 

The Berger Steel Co., Inc., Sidney Berger, president, Lafayette, Ind. 

Bergstrom Paper Co., Franklin Moore, Jr., counsel, Neenah, Wis. 

Bixby, Kenneth E., Euclid, Ohio. 

Black, R. P. Jr., Omaha, Nebr. 

Black, Sivalls & Bryson, Inc., Abe Yeddis, vice president, Kansas City, Mo. 

Blackford, W.C., Memphis, Tenn. 

Blair, Clay D., New Orleans, La. 

Blomquist Furniture Shop, James A. Blomquist, North Warren, Pa. 

Bodfish, J. M., Cleveland, Ohio. 

Bolin, Nils, Lafayette, Ind. 

Borland, C. O., Dayton, Ohio. 

Bostitch, J. M. Nestor, general sales manager, East Greenwich, R.I. 

Bounds, C. C., Mobile, Ala. 

Bousman, 8. G., Rosiclare, Ill. 

Bowley, R. L., Allentown, Pa. 

Bratton, R. E., Maryville, Tenn. 

Brazeway, Inc., R. W. Freligh, secretary, Adrian, Mich. 

Brett, W. H., New Kensington, Pa. 

Brigham, W. O., Lafayette, Calif. 

Brinkworth, G. L., Atlanta, Ga. 

Brockway Glass Co., Inc., F. B. Hess, president, Brockway, Pa. 

Brooks, Harry W., Maryville, Tenn. 

Brown, Clyde E., Lawrenceville, Ill. 

Brown, F. L., Pittsburgh, Pa. 

Brown, Kenneth A., Shrewsbury, Mass. 

Brownlow, Benjamine W., Euclid, Ohio. 

Bruner-Ivory Handle Co., Guy E. Basye, general manager, Hope, Ark. 

Brunger, R. G., Lafayette, Ind. 

Bryan, Robert C., Denver, Colo. 

Bublitz, Charles R., Trenton, N.J. 

Bucklin, Robert W , Vancouver, Wash. 

Buggie, Frederick D., Lutherville, Md. 

Bundy Tubing Co., F. C. Miles, Detroit, Mich. 

Burrus, John H., Cleveland, Ohio. 

Burt, James A., Chagrin Falls, Ohio. 

Burtt, F. J., Shaker Heights, Ohio. 

Butler, Pierce W., Jr., Wyalusing, Pa. 

Byers, Cecil P., Mentor, Tenn. 

Byres, Russell H., Oakmont, Pa. 

Byrd, T. H., Greenback, Tenn. 

Franklin, Louise Byrd, Greenback, Tenn. 

Franklin, C., Jr., Greenback, Tenn. 

King, Imogene Byrd, Greenback, Tenn. 

Farr, Nell Coker, Greenback, Tenn. 

Fowler, Elzie, Greenback, Tenn. 

King, Frank B., Jr., Greenback, Tenn. 

Byrd, L. H., Greenback, Tenn. 

Byrom, R. O., Pittsburgh, Pa. 

C. B. Morris Co., W. Frank Morris, president, Columbus, Ohio. 

C. K. Williams & Co., L. K. Ayers, president, East St. Louis, IL. 

C. — McClung & Co., Inc., R. W. Riggins, chairman of the board, Knoxville, 
Tenn. 

The ©. O. Bartlett & Snow Co., P. A. Smith, vice president and secretary, 
Cleveland, Ohio. 

Calhoun, BE. N., Pittsburgh, Pa. 
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Camp, B. L., San Diego, Calif. 
Campbell, W. G., Duluth, Minn. 
Canners League of California, M. A. Clevenger, executive vice president, San 
Francisco, Calif. 
Canteen Service Co., Leonard P. Leverich, Urbana, Il. 
Carleton, Dana B., Trenton, N.J. 
Carmichael, M. L., West Lafayette, Ind. 
Carolina Steel Corp., H. P. Hayes, president, Greensboro, N.C. 
Carpenter Steel Co., John Moxon, executive vice president, Reading, Pa. 
Carter, R. Preston, Memphis, Tenn. 
The Carwin Co., Richard Kithil, vice president, North Haven, Conn. 
Caspell, Edwin E., Hamden, Conn. 
Cavalier Corp., William G. Raoul, vice president, Chattanooga, Tenn. 
Celanese Corp. of America, P. C. Pearson, plant manager, Gallipolis Ferry, 
W. Va. 

Central Fibre Products Co., J. Earl Presson, vice president, Quincy, III. 
Central Transformer Corp., Frank A. Newcombe, president, Pine Bluff, Ark. 
Cesthurd, Emil C., Shaker Heights, Ohio. 
Chain Belt Co., George H. Woodland, vice president, Milwaukee, Wis. 
Chamberlain, Karl V., Cleveland, Ohio. 
Chandler, Henry T., Lookout Mountain, Tenn. 
Charles Gulden, Inc., Charles Gulden, president, Rochelle Park, N.J. 
Charles T. Brandt, Inc., C. EB. Brandt, president, Baltimore, Md. 
Chapman, John, Birmingham, Mich. 
The Chesapeake Corp. of Virginia, Sture G. Olsson, president, West Point, Va. 
Chipman, FE. L., Atlanta, Ga. 
Chestnut, Robert, Lancaster, Pa. 
Chojnicki, FE. J., Maple Heights, Ohio. 
Churchill, John C., Strafford, Wayne, Pa. 
City of Warren, Ohio, W. C. Burbank, mayor, Warren, Ohio. 
Clark Bros. Bolt Co., Inc., Oscar G. Knapp, president, Milldale, Conn. 
Clarke Can Co., Inc., George Bickley, president, Philadelphia, Pa. 
Claus, Carl, Chappaqua, N.Y. 
Clark, J. Reid, Albemarle, N.C. 
Clarke, Frank T., Winchester, Mass. 
Clement, M. W., Rocky River, Ohio. 
Clevite Corp. : : 

William G. Laffer, president, Cleveland, Ohio. 

Cleveland Graphite Bronze Division, Willard W. Brown, president, Cleve- 

land, Ohio. 

Clifford, Frank M., East Haven, Conn. 
Climatrol Corp., E. M. Findley Jr., president, Coral Gables, Fla. 
Close, Walter H., Scarsdale, N.Y. 
Ooan, C. H., Aleoa, Tenn. 
Coffield, H. H., Rockdale, Tex. 
Collins, Alan W., Blauvelt, N.Y. 
Collins, P. C., Pittsburgh, Pa. 
Combined Locks Paper Co., Lloyd F. Taylor, treasurer, Combined Locks, Wis. 
Conner, E., Maryville, Tenn. 
Conner, Stanley J. Jr., Shaker Heights, Ohio. 
Conover, J. R., Pittsburgh, Pa. 
Conrade, Fred W., Atlanta, Ga. 
Construction Specialties, Inc., E. C. Hallock, president, Cranford, N.J. 
Cooney, James J., Albany, N.Y. 
Coppersmith, C. R., Wilmington, Del. 
Copperweld Steel Co., J. M. Darbaker, president, Pittsburgh, Pa. 
Couchman-Conant, Inc., A. B. Conant, Indianapolis, Ind. 
Coudon, George C., Yardley, Pa. 
Coudret, Harry E., Cincinnati, Ohio. 
Cox, Earl B., Cincinnati, Ohio. 
Cox, J. W., Duluth, Minn. 
The Cramer-Krasselt Co., Walter Seiler, president, Milwaukee, Wis. 
Cranfill, H. C., San Francisco, Calif. 


Crawford, Murray L., New Orleans, La. 

Crawford, W. F., Chicago, Il. 

Credit Bureau of Geneva, Inc., Harland C. Bush, manager, Geneva, N.Y. 
35621—59—pt. 11——54 
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Crhisco, H. F., Wenatchee, Wash. 
Crosley, Daniel P., Youngstown, Ohio. 
Crouch, Paul A., Massean, N.Y. 
Crowder, J. E., Maryville, Tenn. 
Crown City Lumber & Mill Co., Lathrop K., Robert K., and William L. Leishman, 
Pasadena, Calif. 
Crove, Kendall B., New Haven, Conn. 
Current, F. Lee., Oil City, Pa. 
Current, R. C., Pittsburgh, Pa. 
Curtiss-Wright Corp., Marquette Division, Fred E. Harrell, general manager, 
Cleveland, Ohio. 
Cullum & Boren Co., Gordon F. Cullum, Dallas, Tex. Flem 
Cumberland Case Co., W. W. Robinson, Jr., secretary-treasurer, Chattanooga, Flem 
Tenn. ‘1a wt 
Cumming, D. R., New York, N.Y. ra 
D. H. Kelly Associates, D. H. Kelly, Toledo, Ohio. Forb 
D & H Seovill, Inc., F. W. Waterman, Jr., president, Higganum, Conn. Fore 
Dalton, Joe E., Hanance, Calif. Ford 
Davidson, R. B., New Kensington, Pa. Fore 
Davis, O. C., Birmingham, Mich. Fox 
Daubenmire’s Agency, C. A. Daubenmire, legislative agent, Warren, Ohio. The. 
DeCleva, Paul, Fort Worth, Tex. Fran 
The DeKalb Molasses Feed Co., H. H. Cortelyou, DeKalb, Il. Fran 
Dellinger, J. M., Lafayette, Ind. Fred 
Derr, R. B., Pittsburgh, Pa. Fren 
Derr, Ralph B., Pasadena, Calif. Fricl 
Detroit Edge Tool Co., D. W. Ebbing, Detroit, Mich. Frid 
Dickenson, C. E., Jr., New Orleans, La. Frits 
Dispatch Printing & Engraving Co., B. J. Mehl, president, Erie, Pa. Furr 
Donald, G. C., Lafayette, Ind. Futu 
Donaldson, William E., Lakewood, Ohio. Gaie 
Donnell, Joseph J., Millburn, N.J. Gain 
Dow, Irvan §., Rocky River, Ohio. Gait 
Dow, William M., Bryn Mawr, Pa. Gant 
Dulebohn, J. F., Willowick, Ohio. Gear 
Duncan, A. R., Chillicothe, Ohio. Gene 
Duraflex Co., George W. Cornell, Miami, Fla. Gene 
Durametallic Corp., R. D. Hall, president and general manager, Kalamazoo, Mich, La 
E. W. Bliss, Co., J. T. Harrington, secretary, Canton, Ohio. Gene 
E. D. Bullard, Co., E. W. Bullard, president, Sausalito, Calif. Geor 
Eager, R. F., Lafayette, Ind. . Geor 
Eaton Chemical & Dyestuff Co., Berrien Eaton, chairman of the board, Detroit, Te 
Mich. Geor 
Eberhardt, W. W., Dayton, Ohio. Geor 
Ecofield, Charles G., Parma Heights, Ohio. P Geye 
Economic Machinery Co., G. L. N. Meyer, Jr., general manager, Worcester, Mass. | Glas 
Eggers, William H., Wilmington, Del. Glau 
Elliott, Robert B., Atlanta, Ga. Glen 
Emmons, Richard N., Jr., La Habra, Calif. Glid 
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Endure Products, Ine., Irvine Kimmel, president, Miami, Fla. Glob 
The Enterprise Aluminum Co., David J. Zuver, general manager, Massillon, Ohio. W 
Erb, K. H., Badin, N.C. Gnei 
Erie Art Metal Co., C. W. Knobloch, president, Erie, Pa. Goer 
Erie Foundry Co., J. A. Currie, Erie, Pa. Goet 
Everling, Walter O., Shaker Heights, Ohio.  Gooc 
Ewell, W. H., Wayne, Pa. Goor 
Ex-Cell-O Corp., Miles H. Knowles, general counsel, Detroit, Mich. Goul 
ixline Engine Works, William Exline, Salina, Kans. Gorc 
F. H. Peavey & Co., Ron Kennedy, vice president, Minneapolis, Minn. Gore 
Faassen, J. R., Lafayette, Ind. Gow 
Fair, Marcus A., Englewood, N.J. Grae 
Farquhar, W. N., Wenatchee, Wash. Gral 
Faultless Starch Co., Gordon T. Beaham, Jr., president, Kansas City, Mo. Grar 
Ferro Stamping Co., R. C. Devereaus, president and general manager, Detroit, Graj 
Mich. 
Fiber Converters, Inc., D. T. Stuck, Three Rivers, Mich. = 
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Fifolt, J. F., Cleveland, Ohio. 

Fincher, R. K., Memphis, Tenn. 

Findlay, M. W., Winona, Minn. 

Fishburn, Lyman L., Havertown, Pa. 

Fisher, Leonard C., Bryn Mawr, Pa. 

Fisher, David F., Trenton, N.J. 

Fisher, Roy J., Tenafly, N.J. 

Fitler, William H., Dayton, Ohio. 

Flagg, G. Standley, Auburn, Mass. 

Flanagan, T. G., Jr., Bethel Park, Pa. 

Flechsig, W. B., Pittsburgh, Pa. 

Fleming, J. A., Trenton, N.J. 

Fleming, W. J., Cleveland, Ohio. 

Florida Drum Co., Inc., Fred Richman, president, Pensacola, Fla. 

Folger, John H., Lyndhurst, Ohio. 

Forbes, Charles J., Chagrin Falls, Ohio. 

Force, Mildred, Warren, Ohio. 

Fordyce Lumber Co., E. C. Gates, president, Fordyce, Ark. 

Foremost Dairies, Inc., P. Reid Oliver, San Francisco, Calif. 

Fox, J. R., Pittsburgh, Pa. 

The Foxboro Co., R. A. Bristol, executive vice president, Foxboro, Mass. 

Frank, Frank B., Tulsa, Okla. 

Frantz Manufacturing Co., F. T. Wyne, president, Sterling, Ill. 

Frederick Post Co., Wayne E. Toussaint, executive vice president, Chicago, Ill. 

French, C. Wayne, Parma, Ohio. 

Frick Co., D. N. Benedict, president and general manager, Waynesboro, Pa. 

Friden, Inc., Walter S. Johnson, president, San Leandro, Calif. 

Fritz, A. G., Detroit, Mich. 

Furniture Warehouse, Nevin Mendenhall, owner, Wichita, Kans. 

Futurmill, Inc., R. G. Begle, president, Pontiac, Mich. 

Gaier, John J., Dover, Ohio. 

Gainrs, W. O., St. Louis, Mo. 

iaither Motor Co., W. P. Hogan, president, Rockdale, Tex. 

Gannaway, Charles B., Jr., Tulsa, Okla. 

Gear, C. H., Point Comfort, Tex. 

General Fireproofing Co., Edward A. Purnell, president, Youngstown, Ohio. 

General Telephone Co. of Indiana, Inc., H. R. Christianson, vice president, 
Lafayette, Ind. 

General Window Corp., Hialeah, Fla. 

George, David J., Lakewood, Ohio. 

George H. Holley Insurance Agency, Inec., George R. Holley, Memphis, 
Tenn. 

George, R. R., Dallas, Tex. 

Georgia-Pacific Corp., Robert B. Pamplin, president, Portland, Oreg. 


F Geyer, H. W., Cleveland, Ohio. 


Glass, Allen H., Denver, Colo. 

Glauder, EF. A., Waukegan, III. 

Glendale Chamber of Commerce, Glendale, Calif. 

Glidden, Herbert, Arcadia, Calif. 

Globe Siding Products Co., Gordon C, Estes, executive vice president, 
Whiting, Ind. 

Gneiser, Alfred R., York, Pa. 

Goers, H. J., Chattanooga, Tenn. 

Goetzinger, G. F., Dallas, Tex. 

Goodman, J. S., Landisville, Pa. 

Goodwin, H. F., Milwaukee, Wis. 

Goulding, Frank R., Coral Gables, Fla. 

Gordon, C. O., Jr., Nashville, Tenn. 

Gordon Hatch Co., Inc., Gordon Hatch. 

Gowan, William H., Jr., New Philadelphia, Ohio. 

Graeber, George K., Texas City, Tex. 

Graham, G. S., Toledo, Ohio. 

Grand Ledge Chair Co., Charles Aderman, Grand Ledge, Mich. 

Gray, R. G., Miquon, Pa. 

— Middletown Chamber of Commerce, Ernest H. Nelson, president, Middle- 
own, Conn. 
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Greer, H. H., Maryville, Tenn. 

Greer, M. M., Middle Haddam, Conn. 

Griffin, G. L., Maryville, Tenn. 

Griffin, John K., Warren, Ohio. 

Griffiths, R. E., Cleveland, Ohio. 

Grimes, John J. Jr., Hamden, Conn. 

Grubbs, Donald S., Pasadena, Calif. 

Guiney, B., Lafayette, Ind. 

Gunn, Lauren, Sidney, Ohio. 

Gwynne, S. C., Jr., Southport, Conn. 

H. G. Lipscomb & Co., Henry Z. Lipscomb, Jr., president, Nashville, Tenn. 

H. J. Heinz Co., Frank Armour, Jr., Pittsburgh, Pa. 

Hackensack Specialty Manufacturing Co., I. F. Kent, treasurer, Hackensack, 
N.J. 

The Hagerstown Rubber Co., J. B. Reynolds, president, Hagerstown, Md. 

Hall, Joseph A., Atlanta, Ga. 

Hallenbeck, G. O., Wyandotte, Mich. 

Hamilton, P. B., North Hollywood, Calif. 

Hammond, E. R., New Kensington, Pa. 

Hanke, Byron H., Chamblee, Ga. 

Hanna, Kenneth R., Duluth, Minn. 

Hansen, George E., Jr., Holden, Mass. 

Harness, Hugh, Mobile, Ala. 

Harrington, H. T., Birmingham, Mich. 

Harris, Stanley G., Rocky River, Ohio. 

Harseo Corp., J. T. Simpson, president, Harrisburg, Pa. 

Hartwell, Arthur, Lancaster, Pa. 

Hass, 8S. W., Lafayette, Ind. 

Hatcher, 8S. T., Knoxville, Tenn. 

Hausser, W. W., Lafayette, Ind. 

Heath Co., D. P. Knowland, Jr., vice president, Benton Harbor, Mich. 

Heilig Bros. Co., Ine., B. F. Heilig, Sr., president and treasurer, York, Pa. 

Heilman, R. F., Chillicothe, Ohio. 

Heim, Walter M., South Gate, Calif. 

Heim, W. W., Bridgeport, Conn. 

Helmer, H. W., Maryville, Tenn. 

Hennon, T. E., New Kensington, Pa. 

Henderson, Ross, Cleveland, Ohio. 

Herbert, F. C., Albermarle, N.C. 

Herman, William R., Shaker Heights, Ohio. 

Herr, C. M., Maryville, Tenn. 

Herr Manufacturing Co., Inc., John K. Herr, Lancaster, Pa. 

Hersel, R. N. C., Worcester, Mass. 

Hertling, S. L., East St. Louis, I. 

Herzog, M. A., Pittsburgh, Pa. 

Hicks, Charles T., New York, N.Y. 

Hicks, Dana M., Atlanta, Ga. 

Higgins, T. E., Cincinnati, Ohio. 

Hileman, J. M., Richmond, Ind. 

Hill, Gladstone C., St. Paul, Minn. 

Hinchcliffe, Frank I., Berea, Ohio. 

Hitcheock, Murray S., Atlanta, Ga 

Hobbs, C. H., Dallas, Tex. 

Hobbs, J. T., Knoxville, Tenn. 

Hobbs, Nancy L., Knoxville, Tenn. 

Hoffman, Frederick J., Seattle, Wash. 

Hoffman, R. R., Chagrin Falls, Ohio. 

Hollis, Max, Badin, N.C 

Holloway, J. N., Maryville, Tenn. 

Holmes, J. B., Badin, N.C. 

Holzhauer, William, Los Angeles, Calif. 

Homestead Valve Manufacturing Co., Scott A. Norris, Jr., treasurer, Coraopolis, 
Pa. 

Hoog, Herbert C., Louisville, Ky. 

Hopkins, B. T., New Kensington, Pa. 

Hord, C. F., Alcoa, Tenn. 










Tenn. 
ckensack, 


Ma. 


Coraopolis, 





ADMINISTERED PRICES 


Horne, John, Maryville, Tenn. 

Houk, Wade B., Worcester, Mass. 

Howe, W. C., Spokane, Wash. 

Hoyt Wire Cloth Co., Firman G. Hoyt, president, Lancaster, Pa. 

Hubbard, G. S., New Kensington, Pa. 

Hubert, T. P., Union, N.J. 

Huck Manufacturing Co., W. J. Steele, assistant plant manager, Detroit, Mich. 

Humphrey, C. T., Maryville, Tenn. 

Humphrey Products, Inc., L. R. Humphrey, Wichita, Kans. 

Hurst Awning Manufacturing Co., Hialeah, Fla. 

Hurst, A. L., Lafayette, Ind. 

Ibach, John R., Evansville, Ind. 

Idler, R. D., Cincinnati, Ohio. 

Tllig, F. H., New Kensington, Pa. 

Innes, A. W., Maryville, Tenn. 

Interstate Electric Co. of Shreveport, Inc., John §S. Terrell, executive vice presi- 
dent, Shreveport, La. 

J. M. Bryant Co., Inc., Leslie E. Bryant, president, Clarksville, Ark. 

J.M. Tull Metal & Supply Co., Inc., Pollard Turman, president, Atlanta, Ga. 

Jackson, Grant A., Oklahoma City, Okla. 

Jacobs, D. C., Chattanooga, Tenn. 

Jahn, William A., Milwaukee, Wis. 

James H. Matthews & Co., Arlie L. Fox, Pittsburgh, Pa. 

Jamison, R., Lakewood, Ohio. 

Jevon, R. S., Minneapolis, Minn. 

John T. Clark Co., John T. Clark, president, Batavia, II1. 

Johns, W. B., New Kensington, Pa. 

Johnson, E., Clawson, Mich. 

Johnson, G. W., Chattanooga, Tenn. 

Johnson, Reuben D., Miami, Fla. 

Johnston, D. M., Minneapolis, Minn. 

Johnston, E. R., New Kensington, Pa. 

Johnston, J. Henry, Rockdale, Tex. 

Jolly, James Edington, New Orleans, La. 

Jondro, A. T., Belleville, Ill. 

Jones, Harry B., New Kensington, Pa. | 

Jones, S. A., Rockdale, Tex. 

Jones, T. Ralph, Jr., Wichita, Kans. 

Kattau, V. L., Sidney, Ohio. 

Kavanagh, Arthur J., Morrisville, Pa. 

Keller, Robert B., Cincinnati, Ohio. 

Keller, Harry B., Badin, N. C. 

The Keller-Whilldin Pottery Co., W. H. Keller, manager, North Wales, Pa. 

Kelley, R. H., Aberdeen, S. Dak. 

Kelly, Gertrude M., New Kensington, Pa. 

Kelly, Robert J., Warren, Ohio. 

Kimmel, Paul H., Collingsville, Il. 

Kimpel, P. H., Glenshaw, Pa. 

Kingsbury & Co., Inc., G. H. Kingsbury, Indianapolis, Ind. 

The Kirlin Co., Ivan M. Kirlin, Detroit, Mich. 

Kirkpatrick Coal Co., H. R. Rutstein, vice president, Memphis, Tenn. 

Kirn, Russell W., R. W. Kirn, Memphis, Tenn. 

Knapp, W. W., St. Paul, Minn. 

Knauer, Robert C., East St. Louis, Ill. 

Knott, C. Dewey, Hamden, Conn. 

Koehnlein, Charles E., Cleveland, Ohio. 

Koja, Bela, Cleveland, Ohio. 

Koopman, W. J., Lafayette, Ind. 

Kort, E. G., New Kensington, Pa. 

Kotanchek, Sophie, Warren, Ohio. 

Krebs, Maxwell C., Branford, Conn. 

Kreske, Gerald H., Warren, Ohio. 

Kuhns, G. B., Chillicothe, Ohio. 

Kuhlman Electric Co., George R. Fluehr, president, Birmingham, Mich. 

L. R. Ward Co., L. R. Ward, Dallas, Tex. 

Lackey, Wayne O., Dallas, Tex. 

Lackman, Willard, Parma Heights, Ohio. 
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Lafayette Savings Bank, T. P. Axton, president, Lafayette, Ind. 

Lanair Chemical Corp., James A. Millner, president, Chicago, Ill. 

Lamoureux, J. P., Lafayette, Ind. 

Lanchauser, Louis F., Belleville, Il. 

Landis Machine Co., G. M. Stickell, president, Waynesboro, Pa. 

Landon, W. P., Memphis, Tenn. 

Lane, N. B., Massena, N.Y. 

Larner, Harold, Jr., Whittier, Calif. 

Lawson, Edwin J., Jr., Pasadena, Calif. 

Ledbetter, John A., Denver, Colo. 

Lee, Robert W., Baltimore, Md. 

Leeds & Northrup Co., I. Melville Stein, president, Philadelphia, Pa. 

Leo C. Pelkus & Co., Inc., Leo C. Pelkus, Boston, Mass. 

Leonard, James J., Kansas City, Mo. 

Leo J. Meyberg Co., P. L. Henry, vice president, San Francisco, Calif. 

Les Strang Associate, Jacques Les Strang, president, Ann Arbor, Mich. 

Libbey-Owens-Ford Glass Co., George P. MacNichol, Jr., president, Toledo, Ohio, 

Liebenauer, Mary B., Lyndhurst, Ohio. 

Liles, B. S., Badin, N.C. 

Lingrel, Jack H., Belle Vernon, Pa. 

Linson, Roy O., Westlake, Ohio 

Lockport Felt Co., Inc., Raymond J. Lee, president, Newfane, N.Y. 

Long Beach Chamber of Commerce, George R. Johnson, president, Long Beach, 
Calif. 

Loughran, R. G., New Kensington, Pa. 

Lovell Manufacturing Co., Edward C. Doll, president, Erie, Pa. 

Luder, Walter E., Chillicothe, Ohio. 

Lufkin Rule Co., Lewis Barnard, Jr., Saginaw, Mich. 

Luke, John, Luke, Md. 

Lunde, Carl K., Levittown, Pa. 

Lyerly, Robert L., Badin, N.C. 

Lynch, J. R., Allentown, Pa. 

MacLaren, W. E., Warren, Ohio. 

McArt, Harold C., Shaker Heights, Ohio. 

McCall, Kyle C., Greenback, Tenn. 

McCandless, Richard N., Cleveland Heights, Ohio. 

McConnell, J. W., Jacksonville, Il. 

McCormack, R. C., Port Lavaca, Tex. 

McCulley, W. J., Lancaster, Pa. 

McDade, H. T., Alcoa, Tenn. : 

McGavack, Thomas H., M.D., Veterans’ Administration Center, Martinsburg, 
W. Va. 

McGluicy, L. F., Pittsburgh, Pa. 

McGliney, L. F., Cleveland, Ohio. 

McGrath, John E., Denver, Colo. 

McGowan, James A., Shaker Heights, Ohio. 

McKaney, Jean, Chattanooga, Tenn. 

McIntosh Stamping Corp., J. A. McIntosh, president, Detroit, Mich. 

McKean, Robert J., Chattanooga, Tenn. 

McKibbins, J. M., Westport, Conn. 

McKinney, Frank F., Barrington, Ill. 

McLaughlin Farm Chemicals, Inc., C. A. Clark, president, Minneapolis, Minn. 

MeNulty, Dominick J., Meriden, Conn. 

MeMurray,C. A., Maryville, Tenn. 

MeNally, Richard T., Youngstown, Ohio. 

MeNaughton, William L., Toledo, Ohio. 

MeNitt, Andrew R., Pittsburgh, Pa. 

Mabry, F. J., East St. Louis, Ill. 

Mabry, Wayne, Albemarle, N.C. 

Mabry, Frank L., Badin, N.C. 

Mackie, Richard G., Duluth, Minn. 

Mader, O. M., Sidney, Ohio. 

Magee, C. W., Shaker Heights, Ohio. 

Magruder, M. R., Lafayette, Ind. 

Mahns, M. W., Monticello, Ind. 

Main-Endwell Central School District, William A. Anderson, district principal, 
Maine, N. Y.; Endwell, N.Y. 
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Manitowoc Chamber of Commerce, Louis J. Micheln, assistant manager, Man- 
itowoc, Wis. 

Manning, Robert L., York, Pa. 

Maphis Chapman Corp., C. O. Maphis, Jr., Harrisonburg, Va. 

Markham, J. T., Pittsburgh, Pa. 

Marlin-Rockwell Corp., Howard A. Johnston, president, Jamestown, N.Y. 

Marbry, Ralph E., Badin, N. C. 

Marlow, James H., Collinsville, Il. 

Marsteller, J. P., Lafayette, Ind. 

Mathews, W.E., Wenatchee, Wash. 

Massena Chamber of Commerce, A. J. Slavin, president, Massena, N.Y. 

Meece, H. Crockett, Haddonfield, N.J. 

Metal Goods Corp., Grover C. Meek, district manager, Memphis, Tenn. 

Metal Supply Co., Philadelphia, Pa. 

Merriken, C. H., Annapolis, Md. 

Mettam, Curtis S., St. Joseph, Mo. 

Metzger, Mr. and Mrs. Frank, Youngstown, Ohio. 

Meyer, L. W., Vancouver, Wash. 

Middlesex County Manufacturers Association, Ernest H. Nelson, secretary- 
treasurer, Middletown, Conn. 

Miller, D. F., Greenwich, Conn. 

Minute Maid Corp., John M. Fox, president, Orlando, Fla. 

Mitchell, Charles D., Waltham, Mass. 

Mitchell, J. H., Grand Rapids, Mich. 

Mitzel, M. L., Birmingham, Mich. 

The Mohawk Manufacturing Co., John B. Boden, president, Middletown, Conn. 

The Mohican Rubber Co., C. W. Freer, general manager, Ashland, Ohio. 

Mohrar, John, Berea, Ohio. 

Moore, R. H., Rosiclare, Il. 

Moreland, Lon B., Mobile, Ala. 

Morgan, Earl M. Jr., Badin, N.C. 

Morris Distributing Co., Inc., Thomas J. Quilter, vice president, Syracuse, N.Y. 

Morrison, A. A., Wenatchee, Wash. 

Moseley, George P., Memphis, Tenn. 

Mote, Karl W., Mountain View, Calif. 

Mount Clemens Pottery Co., Charles E. Doll, general manager, Mount Clemens, 
Mich. 

Mowe, W. L., Mobile, Ala. 

Muller, A. L., Lafayette, Ind. 

Mueller Brass Co., F. L. Riggin, Jr., executive vice president, Port Huron, Mich. 

Murray, Don, Cleveland, Ohio. 

Murray, Francis A., New Rochelle, N.Y. 

Murray Ohio Manufacturing Co., C. W. Hannon, president, Nashville, Tenn. 

Murray, William, Maryville, Tenn. 

Mushaben, H. J., Cincinnati, Ohio. 

Mutual Life Insurance Co. of New York, Thomas M. Funk, manager, Cincinnati, 
Ohio. 

N. A. Woodworth Co., Lee E. Moros, secretary-treasurer, Detroit, Mich. 

The Nagel-Chase Manufacturing Co., D. B. Anderson, executive vice president, 
Chicago, Il. 

National Automotive Parts Association, W. L. Thompson, supply manager, 
Chicago, Il. 

National Automotive Parts Association, R. L. Stacey, vice president and gen- 
eral manager, Chicago, Il. 

National Council of Farmer Cooperatives, Homer L. Brinkley, executive vice 
president, Washington, D.C. 

National Petroleum Association, G. B. Hunter, president, Washington, D.C. 

National Vulcanized Fibre Co., F. I. Crow, vice president, Wilmington, Del. 

National Welding Equipment Co., E. L. Mathy, president and general manager, 
San Francisco, Calif. 

Naylor, Frank, Lancaster, Pa. 

Needham, George, Lafayette, Ind. 

Nelson, E. J., Englewood, Colo. 

Nelson, Jack Z., Wenatchee, Wash. 

Neuenschwander, W. J., South Euclid, Ohio. 

New Century Homes, Reed H. Kelso, executive vice president, Lafayette, Ind. 

New York Wire Cloth Co., J. C. Kingsley, York, Pa. 
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Newark, Frank F., Garfield Heights, Ohio. 


Nichols, James S., Closter, N.J. 
Nickelson, Lynn, Paxton, Mass. 


Nilsson, K. O., 


Kansas City, Mo. 


Ninneman, Wesley D., Claremont, Calif. 
Nonnenmacher, F. L., Summit, N.J. 
Nolf, James H., Freeport, Pa. 
Nolan Corp., G. B. Wing, assistant to president, Rome, N.Y. 
Null, Richard M., New Kensington, Pa. 


O’Connor, Robert J., 


East St. Louis, Ill. 


Oberlin, R. L., Rocky River, Ohio. 

Ohio Lime Co., Franklin Witmer, Woodville, Ohio. 

Olsson, Charles D., Hartford, Conn. 

O’Neil, Robert D., Birmingham, Ala. 

Ong, William I., Cleveland Heights, Ohio. 

Orbit Valve Co., Julius Mumford, vice president, Tulsa, Okla. 

Oregon Pulp & Paper Co., D. C. Ellsworth, vice president, Portland, Oreg. 
Orr, C. G., Maryville, Tenn. 


Ortmeier Machinery Co., 
Oster, John, Jr., Milwaukee, Wis. 


Inc., Ernest C. Ortmeier, Jr., Chattanooga 


, Tenn, 


Ottenheimer Bros., Gus Ottenheimer, Little Rock, Ark. 
Pace, J. M., Lafayette, Ind. 


2acifie Northwest Plant Food Association, Leon S. Jackson, manager, Portland, 


Oreg. 


Padovani, J. A., Los Altos, Calif. 


Page Milk Co., George B. Page, Merrill, Wis. 


Paro, Don E., 


Bettendorf, Iowa. 


Patterson, Robert G., New Orleans, La. 

Patterson, W. L., Maryville, Tenn. 

The Patton Warehouse, Inc., L. D. Patton, Columbus, Ohio. 
Paul, Gordon A., Rocky River, Ohio. 

Pendery, Roy I., Cincinnati, Ohio. 


Perry, William F., 


Peters, J. W., Maryville, Tenn. 
Peters, W. L., Bay Shore, N.Y. 
Phillips, Kenneth M., Alcoa, Tenn. 
Phillips, R. M., Apollo, Pa. 


Pidgeon-Thomas Iron Co., James Pidgeon, president-treasurer, Memphis 
Plastic Coating Corp., Horace E. Allen, clerk, Holyoke, Mass. 


Plumer, J. D., 
Poage, D. W., 


Port Lavaca Chamber of Commerce, Willis Jetton, chairman, State and National 


Washington, Pa. 
Maryville, Tenn. 


LaHabra, Calif. 


affairs committee, Port Lavaca, Tex. 
Powell, Frank R., Los Angeles, Calif. 
Prashaw, Elmwood C., Massena, N.Y. 
Preisingey, John J., Albermarle, N.C. 


Prevost, Frank J., 


Prichard, L. C., Alcoa, Tenn. 


Prichard, L. C 


’ Maryville, Tenn. 


Twin Lakes Road, North Bradford, Conn. 


Pro-Tect- U adiaien Shutter Corp., H. A. Evans, president, Miami, Fla. 


Pruden, Worrell F., 


Oakland, Calif. 


Prudhomme, Robert J., Dallas, Tex. 

Puetz, A. L., Redondo Beach, Calif. 

Purdy, Fred B., Birmingham, Mich. 

Pure Line Seeds, Inc., Dave H. Bolingbroke, president, Moscow, Idaho. 

RCA Victor Distributing Corp., J. A. Flynn, operating manager, Davenport, 


Iowa. 


Reichard, Paul J., Washington, Pa. 
Rimer, A. D., Cleveland, Ohio. 
R. L. Faber & Associates, Inc., R. L. Faber, Bloomfield, N.J. 
Ramsey, James, Jr., Shaker Heights, Ohio. 

Ramey, Marvin Jr., Maryville, Tenn. 


Rap-In-Wax Paper Co., P. 


Minn. 


Rask, Morris Lee., Cleveland, Ohio. 


M. Grieve, executive vice president, Minneapolis, 


, Tenn. 
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Rastello, M. I., Duluth, Minn. 

Raybestos-Manhattan, Ine., S. R. Zimmerman, Jr., vice president, Manheim, 
Pa. 

Reed, Elwood L., Albemarle, N.C. 

Resch, Fred J., Aleoa, Tenn. 

Reynolds, William A., Chappaqua, N.Y. 

Rice, Harvey R., Cleveland, Ohio. 

Republic Tool Products Co., C. H. Reif, president, Dayton, Ohio. 

Riddles, Harvey W., Jenkintown, Pa. 

Riddle, W. E., Duluth, Minn. 

Riggs, Isaac 8., Chicago, Ill. 

Riley Stoker Corp., R. K. Griffith, vice president, Worcester, Mass. 

Ringler, Rohn F., Pittsburgh, Pa. 

Roayal, G. V., Levittown, Pa. 

Roberts, Robert, Toledo, Ohio. 

Rogers, S. D., Maryville, Tenn. 

Rollison, D. J., New Kensington, Pa. 

Roofing & Supply Co., C. A. Danner, Sr., president, Chattanooga, Tenn. 

Roper, Fred A., New Kensington, Pa. 

Ross, Fred, Badin, N.C. 

Rostone Corp., P. W. Jones, Lafayette, Ind. 

Roth, Jay M., Uhrichsville, Ohio. 

Royal, Jalousie Co., Bert Josephson, Miami, Fla. 

Rucker, J. W., Benton, Ark. 

Rudisill, G. A., Badin, N.C. 

Rusiewiez W. A., New Kensington, Pa. 

The Russell Manufacturing Co., L. A. Runton, president, Middletown, Conn. 

Rutter, D. H., Lutherville, Md. 

Ryan, Maleolm J., Maryville, Tenn. 

St. Peter, John, Springfield, Wash. 

Salvage, W. J., Parma, Ohio. 

Sanders, W. F., Badin, N.C. 

Sappenfield, Roscoe G., Geneva, Ill. 

Saviers, R. H., Yardley, Pa. 

Scantlebury, R. T., Allentown, Pa. 

Schilling, George T., Lafayette, Ind. 

Schlichter, Frank R., Danville, Il. 

Schilling, W. K., Lafayette, Ind. 

Schmid, R. L. Jr., Lutherville, Md. 

Schneider, Edward R., South Euclid, Ohio. 

Schroth, Thomas W., Tenafly, N.J. 

Schoeffel, E. G., Massena, N.Y. 

Scott, William W. Jr., San Francisco, Calif. 

Scott, Howard B., Waukegan, Ill. 

Seavoy, G. E., Chicago, Ill. 

Seaway Door & Specialties Co., Richard D. EB. Job, president, Warren, Ohio. 

D. F. Sembach, Warren, Ohio. 

Seneca Wire & Manufacturing Co., H. L. Martin, vice president and general 
manager, Fostoria, Ohio. 

Sensenich Corp., Harry M. Sensenich, president, Lancaster, Pa. 

Seving, E. M., Sidney, Ohio. 

Shamblin, W. A., Maryville, Tenn. 

Sheaffer, Craig R., Fort Madison, Iowa. 

Sheffer, R. E., New Kensington, Pa. 

Shigley, Walter R., Seattle, Wash. 

Shirey, S. C., Allentown, Pa. 

Shroads, Richard E., Rocky River, Ohio. 

Sibbles, D. E., Mobile, Ala. 

Siebels, M. M., Prairie Village, Kans. 

Simmons, 8S. J., Jr., Gladwyne, Pa. 

Slagel, E. L., Danville, Calif. 

Sleasman, John W., Westlake, Ohio. 

Slenker, John A., Shaker Heights, Ohio. 

Smith, Carr, Mobile, Ala. 

Smith, D. Ray, Ponca City, Okla. 

Smith, H. E., Lawrenceville, Il. 

Smith, R. D., Jr., Victoria, Tex. 

Smith, Robert J., Washington, Pa. 
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Smith, Willard R., Birmingham, Ala. 

Smykil, Keith L., Tenafly, N.J. 

Snow, Charles D., Bedford, Ohio. 

Snow, R. R., Shaker Heights, Ohio. 

Sound Mattress & Felt Co., Leo Gallagher, Tacoma, Wash. 

Sperry Rand Corp., New Holland Machine Co., George C. Delp, president, New 
Holland, Pa. 

Spickard, A. W., West Covina, Calif. 

Spiegel, Albert L., Atlanta, Ga. 

Sprague Devices, Inc., Frank Sprague, executive vice president, Michigan City, 
Ind. 

Star Manufacturing Co., Division of Illinois Iron & Bolt Co., Charles J. Lang, 
sales manager, Carpentersville, Il. 

Steel, Mr. and Mrs. James J., Fort Wayne, Ind. 

Steel, Joseph W., Evansville, Ind. 

The Steel Improvement & Forge Co., C. H. Smith, Jr., president, Cleveland, Ohio. 

Stein, W. A., Mobile, Ala. 

Stenographic Machines, Inc., Robert T. Wright, president, Skokie, Ill. 

Stephenson, T. I., Jr., Aleoa, Tenn. 

Stern, Edward O., Cleveland, Ohio. 

Steson Ross Machine Co., Inc., Orville Smith, president, Seattle, Wash. 

Stevenson, George W., Fullerton, Calif. 

Stewart, Jack, Maryville, Tenn. 

Stickney, M., Albemarle, N.C. 

Stolle Co., R. J. Stolle, Cincinnati, Ohio. 

Stout, Carl R., Little Rock, Ark. 

Stout, G. R., Vancouver, Wash. 

Strassner, D. W., Towson, Md. 

Struble, D. C., Glenside, Pa. 

Stuart, P. L., Albemarle, N.C. 

Stumpt, Frank J., Richmond, Va. 

Sugg, R. R., Rockdale, Tex. 

Suppes, Walter R., Johnstown, Md. 

Svendsen, Paul, Novelty, Ohio. 

Swindell-Dressler, Corp., W. H. Cosgrove, chairman of the board, Pittsburgh, 

"a. 

Starr, John G., Sheffield Lake, Ohio. 

T. L. Herbert & Sons, Robert D. Herbert, Jr., treasurer, Nashville, Tenn. 

Tatman, B. M., Cincinnati, Ohio. 
auber, E. J., Garden City, N.Y. 

Taylor Instrument Co.’s, R. E. Olson, president, Rochester, N.Y. 

Teague, P. T., Atlanta, Ga. 

Textile Machine Works, E. P. Master, president, Reading, Pa. 

Thompson, C. B., Atlanta, Ga. 

Thompson, M. L., Atlanta, Ga. 

Tilo Roofing Co., Inc., George A. Tobin, president, Stratford, Conn. 

Tilson, Donald H., Vancouver, Wash. 

Timlin, J. B., Chagrin Falls, Ohio. 

Thilmany Pulp & Paper Co., G. E. McCorison, president, Kaukauna, Wis. 

Tri-State Engineering Co., Cargotainer Division, B. R. Beckner, president, Wash- 
ington, Pa. 

Thomas, Harold, Lyndhurst, Ohio. 

Towner, D. W., Maryville, Tenn. 

Townsend, LeRoy G., Detroit, Mich. 

Traenkner, F. O., Lafayette, Ind. 

Trefz, Robert R., Yardley, Pa. 

Tricebock, D. J., 

Truett, B. S., San Francisco, Calif. 

Trundle, W. Scott, Maryville, Tenn. 

Turner, Justin L., Rowayton, Conn. 

Turner, Woodrow G., Los Alamitos, Calif. 

Twin City Iron & Wire Co., Cyrun Zchuder, St. Paul, Minn. 

Tyrrell, F. E., New Kensington, Pa. 

Union Bag-Camp Paper Corp., John C. Parker, general counsel, New York, N.Y. 
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United States Steel Corp. : 
American Steel & Wire Division, Lee N. Mooers, Duluth, Minn. 
Oil Well Supply Division, E. F. Sanders, Pikeville, Ky. 
Van Epps, Lester D., East Haven, Conn. 
Vanderwerf, F. J., Chillicothe, Ohio. 
Vann, J. M., Badin, N.C. 
Vaughan, C. H. Jr., New Kensington, Pa. 
Verner, James, Toledo, Ohio. 
Vienna Sausage Manufacturing Co., William Ladany, Chicago, Ill. 
Vineyard, A. L., Pittsburgh, Pa. 
Vogel, C. S., Narberth, Pa. 
Vogue Ratan Manufacturing Co., W. S. Rawitzer, president, Lexington, Ky. 
Vreeland, George, Pasadena, Calif. 
W. A. Laidlaw Wire Co., John S. Mueller, vice president, Peoria, Ill. 
W. H. Brady, Co., W. H. Brady, Jr., president, Milwaukee, Wis. 
W. M. Smock, Ine., W. M. Smock, Kentucky Home Life Building, Louisville, Ky. 
W. S. Tyler Co., E. T. Jeffeny, president, Cleveland, Ohio. 
Wade, Bernard F., Newark, N.J. 
Wagley, Ernest N., Cleveland, Ohio. 
Wagar, Ernest T., Massena, N.Y. 
Wahisten, E. L., Mobile, Ala. 
Wakefield Co., A. F. Wakefield, president, Vermilion, Ohio. 
Walker, James F., Whittier, Calif. 
Walker, Robert B., Port Lavaca, Tex. 
Wallace, W. J., St. Louis, Mo. 
Walls, Darwin, Cincinnati, Ohio. 
Ward, Frank E., Buffalo, N.Y. 
Ward Terry & Co., Ward E. Terry, president, Denver, Colo. 
Warner & Swasey Co. : 
C. W. Bliss, Cleveland, Ohio. 
B. T. Fullerton, Cleveland, Ohio. 
RK. B. Gausby, Cleveland, Ohio. 
A. C. Heidenreich, Cleveland, Ohio. 
J. C. Hodge, executive vice president, Cleveland, Ohio. 
I. S. Conrad, Lansing, Mich. 
William F. Cook, Lansing, Mich. 
Roger B. Huffman, Lansing, Mich. 
Howard L. Walker, Lansing, Mich. 
Warren Metal Decorating Co., Charles I. Hug and D. M. Ray, Warren, Ohio. 
Washburn-Wilson Seed Co., Walter E. Wilson, Moscow, Idaho. 
Washington Aluminum Co., Inc., F. N. Rurhson, president, Baltimore, Md. 
Waters, O. Hoyt, Natrona Heights, Pa. 
Watters, J. Thad., Benton, Ark. 
Webb, W. J., Wauwatosa, Wis. 
Weidler, W. E., Salem, Ill. 
Weidenbacher, W. D., Minneapolis, Minn. 
Weingard, A. B., Jenkintown, Pa. 
Weinman, R. B., Jr., Drexel Hill, Pa. 
Welch, Craig J., Cleveland, Ohio. 
Wells, J. W., Collinsville, Ill. 
Wendnagel & Co., Inc., C. Wendnagel, Chicago, Ill. 
Werkheiser, H. R., Maryland, Tenn. 
West, Harvey A., Tampa, Fla. 
West, J. B., Atlanta, Ga. 
Western, Dallas E., Elmhurst, Il. 
Whipple, Joseph A., Wilmington, Del. 
Whirlpool Corp., Glenn A. Evans, general manager, St. Joseph, Mich. 
Whitehead Metals, Inc., C. D. Grover, president, New York, N.Y. 
Wilbur, Fred M., Jr., Dallas, Tex. 
Williams, Michael, Warren, Ohio. 
H. W. Williams, Cleveland, Ohio. 
The Williamson Co., R. L. Herrmann, executive vice president, Cincinnati, Ohio. 
Williams, Covy L., Bellaire, Tex. 
Wilson, Glen, Jr., Daphne, Ala. 
Winchell, 8S. F., Shaker Heights, Ohio. 
Wisecarver, T. J., Charlotte, N.C. 












































































6032 ADMINISTERED PRICES 


Witt & Daves, Howard W. Daves, Maryville, Tenn. 

Witt, R. B., Madisonville, Tenn. 

Witte, William, Pittsburgh, Pa. 

Wood, Ray G., Lafayette, Ind. 

Woodward, Edwin §S., Hialeah, Fla. 

The Woodville Lime Products Co., Toledo, Ohio. 

Worth-Spar Co., J. S. Stevens, Jr., president, Middletown, Conn. 

Wright, W. W., Maryville, Tenn. 

Wright, William, Salem, Ill. 

White, Harvey R., Gurnee, Ill. 

Williams & Co., Inc., G. J. Schmitt, district manager, Toledo, Ohio. 

Wolfe, Alexander McW., Wellesley, Mass. 

Wycoff, Elmer L., Pasadena, Calif. 

Yale & Towne Manufacturing Co., E. A. Toomey, plant manager, Forrest City,” 
Ark. 

Yates, J. E., Rockdale, Tex. 

Yengling, C. C., Chillicothe, Ohio. 

Young, B. C., Solon, Ohio. 

Youngstown Sheet & Tube Co., J. L. Mauthe, chairman, Youngstown, Ohio. 

Zaeder, Benjamin, Erie, Pa. 

Zeitell, Albert K., Worcester, Mass. 

Zinn, Tate & Cultice, C. Alfred Zinn, Zanesville, Ohio. 
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Master Supply, Inc., Jack Levine, president, Middletown, Conn. 
Sheehan, Patrick, Riverdale, N.Y. 
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